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Growing links in energy and geopolitics
China, Russia, and Central Asia
Mehmet Öğütçü and Xin Ma 1

Overview
A significant change in the world energy order is in the making. In this process, China is
rapidly emerging as a major force in both world energy markets and global energy
geopolitics. Key aspects of China’s expanding regional and global energy linkages in
search of energy supply security are creating new challenges and opportunities.
China’s dependency on imported energy has surged in recent years and is expected to
grow at a similar or increasing rate in the coming decades, driven by an unprecedented
industrialization mobilization and urbanization process. As a result, the Chinese
leadership feels increasingly insecure and vulnerable as greater dependency has
exposed the country to the risks of global supply disruptions, chronic instability in
energy exporting regions, and the vagaries of global energy geopolitics. Securing energy
resources is no doubt a highly political matter. This was the case for Japan before the
Second World War. It is also the case for China today with its growing energy demand.
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This paper proposes to examine China’s energy dynamics and growing linkages with
Russia and Central Asia, and concludes that the economics and geopolitics of energy
supply for China will continue to dictate different approaches to its CIS neighbours and
the Gulf.

Changing dynamics in international petroleum sector
“When a Brazilian brews her morning coffee today, she is likely to use electricity from a power
plant in Uruguay that runs on natural gas from Argentina provided by a Chilean company. She
drives to work in a Ford fuelled with Venezuelan gasoline, and her Canadian‐owned factory may
soon be powered by a 3,000 km natural gas pipeline from Bolivia.”

It is essential to understand how international petroleum sector is going through a
serious transformation due to the emergence of new powers, such as China, or old
players being equipped with new powers, such as Russia, Central Asian countries and
the Gulf countries, and an increasing concern of energy security from both consumer
and producer perspective.
The changing nature of the international petroleum market thus requires new
rebalanced mechanisms, and new forms of partnerships among players. 1 These major
consumers and producers are interacting with each other, taking active measures to
conduct energy diplomacy, establishing new strategic partnerships with a view to
changing rules in a way that will better serve their national interests.
The profound changes in world energy, still underway, could be summed up as follows:
First, the increased international petroleum prices have, together with many other
factors, shifted power significantly to oil producing countries, especially a few large
ones, where the majority of remaining reserves are located, such as the Gulf, Russia,
and Central Asia 2 . This power, coupled with the huge financial assets accumulated by
those producers in a high price environment, has fuelled the international ambitions of
these countries to seek changing or reshaping the traditional rules of the game for the
benefit of their national interests. 3 Some of them, such as Russia, not only host large
share of world petroleum reserves, but also has the political will to use energy as an
instrument to advance its economic and political interests. 4 Aware of their increasing
power, many of the resource‐rich countries have either re‐nationalised their oil
industries or established strategic control through further transfer of power into the
hands of governments. 5
Second, there is an increasing concern of security of energy supply at the consumer’s
side. Due to increased demand and depletion of domestic reserves, major oil consumers
will have to rely more on imported oil and gas, from a few politically‐instable regions
such as the Middle East, Africa, Russia and Central Asia, through long‐distance pipelines
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and vulnerable sea routes 6 . This, combined with the fact that international oil market, is
less stable and more prone to the disruption of natural disaster, terrorist attack and
isolated geopolitical acts increased the vulnerability of these consumer countries. 7
Third, although the OECD countries are still the largest oil consumers, the current
increase demand for oil and gas is mainly driven by fast economic development in
developing countries such as India and China, which account for one third of the world
population but only consume 17 percent of world energy. Different from OECD
countries, these newly emerging major oil consumers are less supportive of free market
principles and are guarded by national oil companies that are controlled and supported
by their governments. In order to access the new and prosperous market, government
to government relationship is not only necessary but essential.

Largest economies in 2025
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Fourth, a rising security of demand concern of major oil producer countries may prevent
large scale of investment from happening. To meet the rising energy demand, huge
amount of investment is needed. 8 Due to environmental pressure, consumer
governments around the world are seeking to reduce consumption and reliance on
traditional fossil fuels given that the energy sector is the main contributor of emissions
of greenhouse gases. This rising uncertainty of future consumption level for
conventional energy, increases the security‐of‐demand concern of major export
countries, and impedes much needed investment. 9

China's growing dependence on energy resources
The “Middle Kingdom's” current and future energy needs are enormous. Although China
boasts rich energy resources, particularly in coal and hydro, its energy consumption is
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growing faster and cannot keep pace with its domestic energy production ‐‐ a reality
that makes self‐sufficiency an illusion. China is aware of the fact that it must look
outward in order to fill the widening energy gap, particularly in oil and gas. It became
the net importer of crude oil in 1993 and the second‐largest global importer surpassing
Japan in 2004. There is no return to the good old days of self‐reliance.
China consumed last year an average of 6.63 mbd of oil every day – about twice what it
produces. Its oil imports doubled between 1999 and 2004. China's demand for oil is
expected to continue to increase by five to seven per cent a year. If that happens, China
will surpass the United States as the world's largest consumer of oil by 2025. 10
China's 2008 oil demand would likely expand by 4.5 percent, or 340,000 bpd, down from
the previous forecast of 5.3 percent, or 400,000 bpd 11 .This compares with a 6.8 percent
growth in 2007 for the world's second‐biggest energy consumer. For reasons of
comparison, the average per capita daily oil consumption in the U.S. is 25 barrels, while
in China it is only 1.3 barrels ‐‐ a figure illustrating the future growth potential in energy
consumption.
Today’s import volumes reflect certain disequilibrium in the country’s outward‐oriented
development path 12 . The ultimate constraint on self‐sufficiency in oil, however, is the
extent of China’s own resources. Present prospects are not particularly encouraging.
Offshore oil, the most promising source in the short term, will not satisfy more than 10
per cent of demand. The most reliable onshore fields in the northeast are aging and
their output will, at best, stabilise. That leaves Xinjiang and its Tarim basin, which is
believed to have very large reserves but has not yet lived up to its promise 13 .
The massive import requirement, a reality today, is likely to be even stronger in the
future unless a breakthrough can be achieved to move away from oil. The International
Energy Agency predicts that by 2030, Chinese imports will grow to 12 mbd by 2030,
triple the existing level 14 ‐‐ equal to U.S. imports and more than the Saudi production,
impressing upon China the need to ensure a stable supply of oil.
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A similar story could be told of natural gas as an option though it remains a marginal
fuel in the Chinese energy system because of its cost implication to power industry and
residential electricity. China is presently largely self‐sufficient in natural gas 16 but this is
only because it uses so little: gas represents less than 3 percent of China’s total energy
consumption compared with a global average of 23 percent. However, the government
has embarked on an ambitious policy to increase gas use to help replace coal to
diversify overall commercial and household energy use, and provide cleaner‐burning
fuel for environmental needs. According to the recent Eleventh Five Year Plan, the
proportion of natural gas in the overall energy consumption will increase to 5.3 per cent
by 2010 and 12 percent by 2030. 17
Faced with mounting environmental problems and starkly rising oil imports China could
well decide to accelerate building up both its domestic gas delivery system and its gas
imports, in a grand national switch toward clean‐burning fuels. China’s gas pricing policy
energy remains a major hurdle for further development of the natural gas sector.
China has become a net gas importer in June 2006 18 and its dependency on imported
natural gas is set to continue to increase significantly. According to the different sources
of projections, the demand for import may vary from 44 to 170 bcm by 2020, 50 to 70
percent of its total natural gas consumption. 19
China is also already importing LNG, but has yet to decide definitively whether to
facilitate such imports by investing in a large network of LNG terminals and delivery
systems in the East and South of the country. China signed its first‐ever long‐term LNG
supply deal five years ago, also with Australia, but had baulked at paying the higher
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world prices which have prevailed in most markets since then. But with power
production far outpacing this year’s first half GDP growth of 11.5 percent and rising
pressure to reduce greenhouse gas emissions, Chinese officials now see a pressing need
to secure long‐term gas supplies 20 .
LNG supplies will come largely from the Gulf and Asia, including Australia, Indonesia,
Malaysia, Brunei, and East Timor, but China will also likely rely on a growing volume
from the Gulf, including Qatar, Iran, Oman, and probably Yemen. Gas imports via
pipeline from Russia’s East Siberian Irkutsk, Sakha regions, Kazakhstan, Uzbekistan and
Turkmenistan are under consideration 21 . Consequently, a significant portion of China’s
gas needs will have to be transported largely from the same volatile regions as oil
imports, the Gulf, Central Asia and Russia. This too raises a similar question of gas
supply security.

Energy Security Measures: Search for Expanded Oil and Gas Links
A broad consensus exists that any national "energy security" goals must include
simultaneous achievement of the three "Es": economic growth, environmental
protection, and energy security. Each factor is of great importance, but it should be
noted that it is necessary to balance security and environmental policies against the
third goal of economic growth, particularly if that growth is to be "sustainable." This
delicate balance is perhaps more difficult for some countries than for others.
For the Chinese government, uninterrupted and affordable access to stable energy is
critical for the continued economic development and political survival. 22 Hence, China’s
leadership has responded to the energy security challenge with both domestic reforms
and global policies.
The Chinese government has recognized the need to address a range of energy security
issues but has yet to develop a coherent policy. Its energy policy has emphasised
'strategic' means to enhance security of energy supply rather than market
mechanisms 23 . One of the major challenges for outside observers is to understand the
decision‐making processes within the Chinese ruling elite. Examination of specific
policies relating to energy in Central Asia, Russia, Africa and the Gulf shows that
decision‐making is driven by a complex interplay of political, diplomatic and economic
factors.
Domestically, efforts are underway to maintain production in the traditional north‐
eastern oilfields while boosting production in western China where prospects for
growing production are better, the so‐called “stabilize the East, develop the West”
policy. Offshore oil development also has been a high priority in both the South China
Sea and the East China Sea, although with relatively modest results. The domestic oil
industry also has been repeatedly restructured to try to boost competition and
efficiency and oil pricing has been brought more closely in line with global and regional
oil markets.
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Nevertheless, domestic oil production is unlikely to rise significantly in the foreseeable
future and therefore imports are set to continue growing relentlessly 24 . The leadership
has realised that oil import dependence is unavoidable and will grow, thus feeling
increasingly vulnerable to heavy reliance on Middle East oil and insecure transportation
routes, especially after 9/11 and the US invasion of Iraq. 25 Not only that the US presence
and actions in the region concern the Chinese government, 26 but also more than four‐
fifth of Chinese oil import is transported through the high‐risk Malacca Straits. 27
A variety of other factors aggravate China’s sense of insecurity. Beijing has a strong
sense of exclusion from the global energy management institutions, such as the IEA, and
also sees itself as dependent on global oil markets that are dominated by the U.S. and
the major international oil companies. High oil prices and a growing fear of long‐term
global oil supply “scarcity” are feeding this sense of insecurity and the compulsion to try
to unilaterally secure its future oil and gas needs by direct state intervention.
China is responding with a broad range of energy strategies internationally to try to
guarantee greater supply security and reduce their vulnerability to potential supply and
price shocks. Their basic strategies have been developing domestic resources to the
maximum possible, promoting greater energy conservation and efficiency, creating
strategic reserves, seeking foreign technology and investment, establishing reliable and
secure oil trading channels, making strategic investments in upstream production
facilities abroad, and formulating naval and maritime military strategy to protect the
sea‐lanes from the Gulf and through the South China Sea to China 28 .
These are the classic moves of nations which found themselves in a position of import
dependency in the past. In fact, one can argue that China already has moved farther and
faster to take advantage of inward investment in its energy industries than did Japan for
its energy sector at an analogous stage of development 29 .
China’s state owned oil companies recognize the benefits of equity share in overseas
companies, including American ones and have thus set about an acquisition policy as
part of its strategy for energy security. And under the “equity oil” arrangements
whereby the Chinese oil companies split the production output with the host
government, China is entitled to buy the oil at a relatively cheaper price and such a
setup involves lesser risk than buying oil on the international oil market 30 .
Equity position acquisition, above all, is an alluring option for China to secure supply
without exposing itself to competition largely dominated by major international
companies in order to gain exploration rights 31 . Furthermore, the equity option also
reduces, if not eliminates, market price risk because it enables the investor to predict
exactly how much oil it will receive and at what cost over the life of the field 32 .
In spite of equity ownership as a measure for energy security, the possibility of major
supply disruption continues to exist in the minds of Chinese leaders. This is because of
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the transport routes used for delivery of imports. The seaborne oil import, largely
through the strategic chokepoints of the Straits of Malacca and the South China Sea, are
beyond Chinese reach, while the land‐based pipelines through Kazakhstan can
potentially be held hostage to adversarial elements and antagonistic policies of other
countries 33 .
However, owning oil fields provides no real energy security. It does not cushion against
a rising cost of energy because no one country is large enough to determine the market
price. Neither does it ensure access, because getting oil where it is needed depends
largely upon shipping lanes policed by the U.S. Navy. There's an illusion that ownership
ensures either volume or price. Oil is an internationally traded commodity. The key is
having secure lines of supply from the Middle East.
For sure, Beijing wants to avoid, to the extent possible, relying on sea‐lanes controlled
by the U.S. military for transport of energy to China because, if U.S.‐China relations
worsen, especially if the Chinese Taipei issue makes bilateral relations tense, China may
have no other alternative but to increase its naval projection power in the long run to
counter reliance on the U.S. domination of sea‐lanes. Considering China's current
financial situation and military capability, however, the likelihood that China will be able
to control sea‐lanes from the Gulf in the next decade or two is very dim 34 .
If oil and gas are likely to be easily accessible 35 , then it makes no sense for China to
spend billions of dollars to increase its naval projection capability in order to secure oil
and gas, especially considering that such a military expansion would cause unnecessary
frictions with China’s neighbors. Still, it may be difficult to tell whether China is pursuing
military expansion due to concerns about energy security or because it desires to be a
hegemonic power in the region.
The best mitigating options for China
partnerships with Russia and Central Asia.

include land‐based cross‐border energy

Russia – a major future supplier to China (and Northeast Asia)
New supplies of Russian oil and gas would provide an important alternative source and
help consumers in China and rest of the North East Asia (namely, Japan and Korea) to
achieve the policy target of energy diversification. Handled carefully, the emerging
Russian option will perfectly suit their energy security objectives. In this pursuit, the
reserves in the eastern region of Russia are critical as opposed to trade between West
Siberia and Europe, which has dominated the trade scene.
With a few exceptions, there is however no infrastructure at present to bring eastern
Russian oil and gas to the Pacific markets 36 . It is encouraging to see some private sector
proposals and business interests in this region to build oil and natural gas pipelines,
electric power links, and other types of cross‐border energy trade.
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Russia is enormously rich in natural resources, accounting for 10 percent of the world’s
crude oil and 30 percent of gas production. 37 . Russia also has a range of opportunities to
import gas on commercially attractive terms from Central Asian/Caspian countries
through established pipeline networks 38 . Energy is the cornerstone of Russia’s economic
performance and political influence as oil and gas accounted for 63 percent of total
exports in 2005 and 37 percent of state budget revenues. 39 Energy is also a critical
leverage for Russia to re‐establish political and economic influence in Europe and
Eurasia, and re‐establish the country’s position as an energy superpower as president
Putin has often put it.
The China‐Russia relationship has improved significantly in many areas including energy,
trade, military and transport. Russian diplomats say bilateral trade with China could
surge 20 percent annually and hit $20 bn this year and $60 bn by 2010 40 . But stalemate
in many ambitious programmes and fresh problems with oil supplies cast a shadow over
official optimism. In the eyes of the senior Chinese political and energy negotiators
Russia has lost its credibility. They do not have confidence in Russia, particularly after
how the Pacific oil pipeline deal was concluded in favour of Japan, a country actively
rivalling China in every step of the way 41 .Although there are many energy projects
discussed since early 1990s, the reality is that not much is happening.
The Asian market accounts only for a marginal share in Russia’s export, and business to
Asia has just been initiated ‐‐ the first gas deliveries to Japan may start in 2008 and to
China in 2011. 42 The excessive reliance on a single EU market 43 is not perceived to be
sufficiently secure for Russia. 44 To ensure security of demand, Russia needs to establish
access to the booming Asian energy markets 45 , as announced by Russia’s Energy and
Industry Minister, who wants to increase exports to the Asian markets from the present
3 percent to one third of the country’s export. 46 To do so will require large amount of
investments on the poorly‐developed Eastern Siberian oilfields and eastbound pipeline,
the East Siberia Pacific Oil Pipeline, to a Pacific deepwater port. 47
Russia’s specific energy policy towards Asian countries is still ambiguous. 48 Oil export to
Asia still takes the form of railway at the moment which cost much higher than pipeline
options. 49 One particular obstacle is the possible insufficiency of Russia’s long‐term
production capacity to meet commitment to both the EU and the Asian market because
investment is insufficient and reserve replacement rate is low. 50 There are several high‐
profile attempts to link the natural gas and oil resources in East Siberia and the Far East
Russia with the growing demand in Northeast Asian countries in partnership with Asian
NOCs 51 .
The past few months have seen a significant shift in the structure of the Russian gas
industry in eastern Russia, with two of the three major gas projects in the region, run by
international companies, forced to relinquish control to Gazprom.
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The first was Sakhalin II: Gazprom now holds a 50 percent plus one share stake in the
project, relinquished by Shell and its partners Mitsui and Mitsubishi. The deal followed
threats from the Russian natural resources ministry to revoke Shell’s Production Sharing
Agreement on the grounds of alleged failures to comply with environmental regulations.
The second is the Kovykta licence, which saw TNK‐BP sell its licence to Gazprom because
of a failure to meet production levels in accordance with the licence ‐ levels which could
not be achieved because Gazprom blocked sales opportunities, such as exports to
China 52 .
The next target for Gazprom is to wrest control of Sakhalin I gas sales from Exxon
Neftegas, which is currently in discussion with Chinese companies regarding sale
through a proposed pipeline. This is altogether more challenging; Exxon Neftegas is the
operating company and is jointly owned by the Sakhalin I licence holders. It has state‐
controlled Rosneft as a shareholder through its subsidiaries, RN‐Astra (8.5 percent) and
Sakhalinmorneftegas‐Shelf (11.5 percent). The presence of these Rosneft subsidiaries
provides good insurance against an attack on the licence or PSA, and the PSA gives
Exxon Neftegas the right to build export pipelines; a right which takes precedence over
Gazprom’s monopoly on export lines.
To underpin its plans in the Far East, Gazprom has proposed an ambitious regional grid
which would link the major production centres in Irkutsk (the Kovykta field), the Sakha
Republic (Chayandinskoye) and the Sakhalin licences with LNG plants on Russia’s Pacific
coast or export pipelines to markets in China and, possibly, onwards to Korea. Its plans
provide for two pipelines to China, the first of these export lines is planned to be
operational by 2011 and would deliver 30 Bcm/year to the western end of the Chinese
West‐East pipeline. The second would pass to the east of Mongolia and is planned for
start‐up in 2013 or later.
Some sections of the grid are already in place in Sakhalin and Khabarovsk or are under
development around Irkutsk. Gazprom has proposed the Altai project (the western
pipeline to China with some associated infrastructure in the Altai region) – commercial
negotiations with China were due to be completed at the end of 2006, but price remains
the big stumbling block. Recently Gazprom also announced that it intends to build a
pipeline in parallel with and in the same way leave as Transneft’s oil line from Taishet in
Irkutsk Oblast to Skovorodino in the Amur Oblast. This would be the first section of a
main trunk line to the Pacific coast; conveniently Skovorodino is roughly where the
proposed eastern line to China would start 53 .
Gazprom will need to address whether China can afford to reject Russian gas supplies
and still satisfy its energy demand. In the absence of a price agreement with China the
immediate prospects for pipeline export are not good, so we might expect to see
Gazprom making an early investment in the line to Skovorodino. This would serve it well
in two ways; it leaves the option to deliver gas to eastern China open but also makes the
first move in a line to the Pacific and means it would not need to spend time and money
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picking a route. By investing in the line to the coast, Gazprom would also be showing
China that it is developing outlets to other markets. The stand‐off on pricing could see
Russia developing several LNG plants on the Pacific coast sooner rather than later.

Proposed and existing Russian gas pipelines in Eastern Siberia and the Far East

Collaboration or confrontation with China
The relationship between China and Russia is a typical one between two great powers ‐
on one hand, pragmatic considerations urge both sides to co‐operate; on the other
hand, deep‐rooted suspicion exists towards each other due to disputes in the history 54 .
Russia’s eastern regions are sparsely populated and bordering with a heavily populated
Chinese region – under the threat of illegal Chinese migrants. 55 Russia is concerned
about China’s rise, which could threaten its position as a regional superpower. 56 From
this perspective, fuelling Chinese modernisation by supplying energy to the country
could be seen as risking Russia’s own interest.
Additionally, Chinese efforts to court Central Asian countries could also undermine the
traditional sphere of Russian influence. (Recall that Gazprom buys about 55 Bcm a year
from Kazakhstan, Turkmenistan and Uzbekistan, which is 10 percent of its own
production). The Shanghai Co‐operation Organisation has also been seen as a tool for
Russia and China to blunt growing US influence in the region, as well as provide a forum
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for the historic protagonists to resolve their differences as they jockey for position in
Central Asia.
Although this is still the case, the SCO is evolving in a way that could see it play a major
role in the development, including production, transit, and export, of Central Asia’s oil
and gas resources. The key dimension of the SCO remains the Sino‐Russian relationship.
China and Russia have developed increasingly close relations, sharing a common
resentment of the West’s global dominance and its tendency to interfere in what they
regard as “internal affairs.” Despite the recent warming in relations and shared fears of
US “encirclement,” the two countries’ ties with the US will remain their most important
bilateral relationship.
Whereas Beijing emphasizes the SCO’s utility as a vehicle for coordination on soft
security and economics (which includes anti‐terrorist activities short of conflict), Russia
apparently sees or hopes to see the organization as a military alliance in some way
susceptible to its agenda. Yet Russia’s hopes of achieving this outcome have not been
realized until now because of the opposition of China and the Central Asian states to a
military bloc. They prefer an organization whose main purpose is anti‐terrorism and
economic cooperation and are ultimately suspicious of being included in any bloc,
particularly one identified as being openly anti‐American.
There are however many common grounds for both Moscow and Beijing to co‐operate.
Russia has an important place in Chinese geopolitical calculations as a supplier of both
energy resources and modern weaponry. Both countries have a strong government
intervention in the economy. Both face ‘pressures from the West on issues of
democracy, market liberalisation and media and religious freedoms’, and both share the
same objection towards ‘separatism, radicalism and extremism’. 57 Given its energy
efficiency and environmental friendliness, Russian gas is a rational alternative to oil, and
especially to Middle Eastern oil, for China. With nearly a third of global reserves—and
possibly more in the unexplored recesses of Siberia and Arctic—Russia is a natural
supplier not only to China, but also to the North East Asia.
Dependency is reciprocal. Russia needs China to access Asian market and to promote
the economy development of its Eastern regions and to counterbalance its dependence
on the EU and the US. 58 Russia is China's fifth‐largest foreign oil supplier, providing
about a tenth of Beijing's imported oil needs. The two countries are also in talks to build
an $11.5 bn pipeline from Anagarsk in Russia's Siberia to the Pacific Ocean, with a
connection to the Daqing oil fields in eastern China. During Putin's recent visit, the two
countries signed an agreement to expand their cooperation on joint oil and
development projects between Rosneft and CNPC. China was allowed to participate
through a 20 percent share in Yuganskneftegaz, the major production arm of Yukos in
2005. A Chinese loan of $6bn to Russia government enabled Rosneft to achieve the
purchase. 59
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Probably the most crucial question for the future of Russia as an energy supplier to
Northeast Asia, however, is whether or not international investors and Russian
companies will be able to make competitive deals with other Northeast Asian countries.
In this regard, the question of transportation becomes particularly salient when the
costs of overcoming the vast territories, cold temperatures, and rugged terrain between
Siberian gas fields and Northeast Asian markets are taken into consideration.

Central Asia/Caspian – a growing producing region and scene of new
geopolitical rivalry
In the 1990s, Central Asia appeared to be the playing field of an emerging competition
between Russia and the United States. But now China has gradually emerged as one of
the region’s main partners. This rapprochement raises questions about the geopolitical
changes in the aftermath of the Soviet Union’s demise and the consolidation of China’s
new power.
Central Asian/Caspian countries 60 offer the best available option for China to reduce its
dependence on the Gulf (as well as Russia) and help avoid the ‘Malacca dilemma” as the
transportation from these countries is relatively secure, short and by land‐based
pipelines. Therefore, it is no surprise that China has made this region a cornerstone of
its energy security policy in order to diversify its import sources for avoiding the risks of
over reliance on one single source of supplier 61 . The lack of a strong U.S. military
presence in this geography, especially one that can counter China’s massive land power,
has made this neighbouring region an appealing source of energy in the eyes of Chinese
strategic planners. 62
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The Caspian Sea, with its western shore forming the eastern edge of the Caucasus and
its eastern shore marking the beginning of Central Asia, is now seen as a significant
element of global oil and gas supplies 63 . In the early 1990s, many sceptics regarded the
Caspian Sea region as too backward, too unstable and too commercially unattractive to
warrant development compared with potential oil ventures in Russia. The situation
today has reversed completely.
Kazakhstan's Expanding Energy Links with China
Among Caspian/Central Asian countries Kazakhstan matters most to China. Their close
relationship dates back to 2,000 years ago, largely through interactions along the Silk
Road. In January 1992, only one month after the founding of the new Central Asian
countries, a Chinese delegation visited Kazakhstan to establish diplomatic relations.
Since then, significant progress has been made on many fronts.
China’s quest for energy security is one key reason for its expanding energy linkages
with Kazakhstan, but other reasons are equally important, i.e. border security, ethnic
unrest in Xinjiang and access to burgeoning consumer markets in Central Asia. Beijing is
also fashioning itself as an alternative political and economic development model,
conscious of the fact that the Western‐dictated structures have led to resentment in this
country. Astana and Beijing have so far signed 11 co‐operation agreements in various
fields since 1993. Efforts to expand economic and commercial relations have resulted in
tremendous success as bilateral trade has grown $6.8 bn in 2005 ‐‐ an increase of more
than 16 times in 14 years.
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Kazakhstan’s combined onshore and offshore proven reserves are 37 bn barrels of oil
and 3.3 Tcm of gas, 64 which can allow it to move to the higher echelons of the world
major oil producers, with targets of 2 mbd of oil production by 2010, and 3 to 3.5 mbd
by 2015. Markets for exported Kazakh oil too are growing rapidly, and current
infrastructure helps deliver oil to world markets at the Black Sea port of Novorossiysk
(via the Tengiz‐Novorossiysk pipeline) and at the Arabian Gulf (via swaps with Iran), as
well as additional traffic northward to Russia via pipeline (Atyrau‐Samara pipeline) and
rail.
By the end of this decade Kazakhstan will likely become a vital part of China’s energy
security response measures. China has already made a major coup with its investments
in Kazakhstan, not only signalling but also implementing its intention to function and be
seen as a major player in the country’s oil and gas development and helping to create
alternative hydrocarbon export outlets. The resources it has acquired and probably will
acquire in the future, by whatever path they may reach China (e.g. from the proposed
visionary “Energy Silk Route” pipeline system), will considerably help China’s efforts to
diversify import sources and bring them closer to home in a geopolitical sense.
China's increasing attention to Central Asia has the potential to threaten Russian pre‐
eminence in its 'near abroad', but Russian oil and gas companies are responding to the
challenge by increasing their own investments in Central Asia. Competition between
Russian and Chinese oil companies for oil and gas reserves in Central Asia is on the rise,
but collaboration on several projects, as well as direct bilateral co‐operation between
the Russian and Chinese governments, could help ensure that the nascent rivalry
remains benign.
Kazakhstan, Turkmenistan, and Uzbekistan should benefit from the rising levels of
investment in their energy sectors by Russia and China, but the overall effect may be to
marginalise the U.S. and European governments in their attempts to bring about
political and economic reforms in the Central Asian countries. Different from policy of
Russia, Chinese are favourably viewed in upstream investment in Kazakhstan. According
to the former Kazakh Energy Minister Izmukhambetov, Chinese companies operating in
Kazakhstan currently account for 12 percent of hydrocarbon production in the country.
That figure is expected to rise sharply in the near future 65 not only in upstream
investments but also in eastward pipelines. Kazakhstan views China pipelines as key to
its efforts to ensure that no regional power can exercise strategic control over its energy
routes and its broader economic and political ties to western, Mediterranean, and Asian
partners 66 .
China and Kazakhstan have partnered to expand an oil pipeline set to link mainland
China to the Caspian Sea, thereby providing the former with direct access to the energy‐
rich region. For this purpose, the CNPC inked an agreement with KazMunaiGaz in mid‐
August 2007, paving the way for the expansion of the Atasu‐Alashankou pipeline 700 km
westwards.
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China’s participation in the
upstream of Kazakh’s oil sector has
grown dramatically since 1997
when CNPC acquired stakes in two
oil fields: Kenkiyak & Zhanazhol
Fields. 67 Another majority stake in
Aktobemuniagaz was acquired in
the same year, which owns large
fields in Aktyubinsk at a cost of $4.3
bn. 68 CNOOC wanted to buy BG
stake in Kashagan, but this did not
work as planned.

In 2005, CNPC successfully secured one of its largest overseas assets, the Canadian
registered Petrokazakhstan, at a cost of $4.18bn, although CNPC was required by Kazakh
to sell one third of this company to KazMunaiGaz. At the end of 2006, another Chinese
investment company bought 100 percent of stake in Canada’s Nations Energy Company
Ltd at a cost of $1.9bn, under the condition of offering again half stakes to
KazMunaiGaz. 69 It will develop the Karazhanbas oil and gas field in Mangistau Oblast
until 2020.
The Sino‐Kazak energy co‐operation is not limited only to the upstream exploration and
production. In 2004, after the Angarsk (Russia)‐Daqing (China) pipeline was opted out by
Russia, a deal to build an oil pipeline linking Kazakhstan and China was signed during
Nazarbayev’s 2004 state visit to Beijing. With the December 2005 commissioning of this
pipeline, the missing link in China's chain of investments in Central Asia was put in place,
both literally and symbolically. The launch of Kazakh oil flows toward China along the
Atasu‐Alashankou stretch of the pipeline represents the culmination of a strategy that
has seen China increasingly target the Central Asian republics ‐ Kazakhstan, Kyrgyzstan,
Tajikistan, Turkmenistan, and Uzbekistan ‐ for energy sector investments.
The pipeline, a joint venture
between
CNPC
and
Kaztransoil, has an initial
capacity of 200,000b/d, which
to
will be upgraded 70
400,000b/d. The proposed
expansion is expected to be
financed almost entirely by
China. 71 The Kazakhstan‐to‐
China pipeline will eventually
stretch 2,860 km across
Kazakhstan once all phases are
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completed, connecting CNPC’s fields in western Kazakhstan’s Aktyubinsk region with
western China. The Chinese plan aims to connect several pieces of infrastructure ‐‐
some Soviet‐built, some Chinese‐built ‐‐ then reverse the flow of some of them and
forge a new export corridor stretching from Kazakhstan's Caspian basin, including
Kashagan, through a series of western‐ and central‐Kazakh oil zones, and ultimately into
China.
Not only would the pipeline cutting diagonally across Kazakhstan give China an export
outlet, it also would deliver natural gas to Kazakhstan's inner regions. China would
provide the funding for the much‐desired pipeline, for which Kazakhstan has so far been
unwilling ‐‐ or unable ‐‐ to put aside the money. Though this is one reason for
Kazakhstan's invitation to China, it is not the most significant. By getting the Chinese
involved, Kazakhstan has created a balance to Russia, ensuring that it does not become
entirely dependent on Russia for its energy export needs.
In addition to the oil pipeline, CNPC signed an agreement in August 2005 to construct a
3,000 km gas pipeline to supply China’s west to east pipeline, currently underutilised 72 .
The route is still undetermined, but the parties agreed to design the pipeline for
throughput of at least 1060 bcf per year (30 Bcm) and with initial flows of 350 bcf per
year.
Kazakhstan and China are looking at three possibilities. The options include the
expansion of the existing pipeline between the Uzbek cities of Bukhara and Tashkent to
Almaty, via Taldy‐Kurgan in Kazakhstan to Alashankou on the border with China.
Another option is construction of a new gas pipeline connecting Ishim in Russia's
western Siberia and Alashankou through the Kazakh cities of Astana and Karaganda,
while the third is building a pipeline from Chelkar in western Kazakhstan through Kyzyl‐
Orda to Shimkent where it would connect to the Bukhara‐Tashkent‐Almaty pipeline.
Kazakhstan has also offered to open up its territory for the transit of Turkmen natural
gas to China.
Russia has maintained a strong say in the
affairs of the Central Asian republics, in large
part due to its control over the region's oil
and gas export exports, which are a major
source of revenue for Kazakhstan and
Turkmenistan, in particular. Until 1997,
when a gas pipeline linking Turkmenistan to
Iran was put into operation, the Central
Asian countries were completely dependent
on Russia as a market or a transit state, as all
oil and gas export pipelines from the region
were routed via Russia. The risk of this
dependency was made clear in the 1997
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dispute between Turkmenistan and Russia over gas prices, when Gazprom refused to
take any Turkmen gas from the Central Asia‐Centre gas pipeline, causing Turkmenistan
to shut in gas production and exports.
Kazakhstan relies on gas imports from Uzbekistan for its southern regions, and with
supplies from Uzbekistan erratic over the past few years, Kazakhstan is keen to
eliminate this dependence altogether. The severe cold snap in Central Asia this year has
pit countries against each other, with Uzbekistan exacerbating existing regional rivalries
by reducing gas imports and leaving importing countries in the grip of a historic deep
freeze. As a result, Kazakhstan has decided to alter its plans to build a pipeline that
would cross Kazakhstan from west to east and instead route it to supply gas to the
country's southern regions.
Kazakh Prime Minister Masimov said that the trans‐Kazakhstan pipeline, originally
proposed as a potential route to export gas to China, will now be designed primarily to
supply Kazakhstan's domestic market in the south of the country 73 . Kazakhstan's
southern regions are dependent on gas imports from Uzbekistan, which last month was
forced to cut gas supplies to southern Kazakhstan as a severe cold front in the region
triggered a sharp spike in gas demand. The estimated $3.8‐billion pipeline, which would
run 1,500 km, would go from Beyneu in western Kazakhstan to Shymkent in the
southern part of the country. Initial plans for the pipeline to run to the Chinese border
and have a capacity of 10 bcm/year, rising to 20 bcm/year, have been revised
downward to carry 5 bcm/year, rising to 10 bcm/year by 2014. KazMunaiGaz will build
the pipeline, which is expected to be operational by 2011.
The decision to re‐orient the pipeline to supply the domestic market rather than China
makes sense not only for Kazakhstan's own drive for self‐sufficiency, but also because
many had questioned Kazakhstan's ability to supply enough gas to China in the first
place. In addition, Turkmenistan is already in the process of building a gas pipeline to
China that will run via Kazakhstan 74 .The planned Beyneu‐Shymkent pipeline will still
meet at a junction with the Turkmenistan‐China pipeline near Shymkent, giving
Kazakhstan the potential ability to export any extra gas beyond what is needed in
southern Kazakhstan.
Not all is fine. Although formally welcoming Chinese investment, Kazakhstan remains
suspicious about its eastern neighbour with ‘100 times of the population but only three
times the area.’ Some in Kazakhstan advise caution in dealing with China. Former
opposition figure Marat Auezov reminds that the Kazakh‐Chinese border agreement in
the mid‐1990s that ceded huge areas of Kazakh territory to China, and the agreement
for China to use water from the Kara‐Irtysh River that flows from China into Kazakhstan
to help develop its own oil fields in the Xinjiang Uyghur Autonomous Region 75 .
Chinese practice of bringing in their own workers intensifies this distrust. 76 The claim of
China threat is also frequently raised. For example, Kazakhstan’s parliament has recently
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expressed growing concern about China’s too much acquisition of the country’s oil
reserves. In response, the Kazakh Energy Minister announced that he will block further
Chinese acquisition in the energy sector. A member of Nazarbayev’s Otan Party, Valery
Kotovich, said in parliament that China’s aggressive purchasing policy has posed a threat
to Kazakhstan’s independence. Some analyst believes that Kazakhstan leadership is
using China for increasing its leverage in negotiations with Russia. 77
Not only was a number of upstream investment, pipelines and refinery deals signed with
Astana, but China will explore for oil and gas with Turkmenistan and is talking to
Uzbekistan and Kazakhstan about gas pipelines from the latter through, or with
branches to, Uzbekistan and Turkmenistan, so that it can avoid having to depend on
Russia. Since neither of those Central Asian states wants to be permanently tied to
subsidizing Russia at below market prices, the stage is being set for Sino‐Russian rivalry
in Central Asian gas affairs 78 .
This is all the more likely as Russian demand is increasing, while its pipeline capacity is
insufficient, and while it is determined to subordinate Central Asian gas to its whims so
that it can keep the region dependent upon it, maintain Gazprom’s monopoly over gas
and pipelines and provide its own customers with cheap energy at subsidized prices.
Originally known as the Shanghai Five, the SCO, mainly focused on its Central Asian
members’ security‐related concerns, namely the “three evil forces” of terrorism,
separatism and extremism, has been transforming itself into an effective regional
organisation. The SCO’s growing co‐operation in the military and energy sphere has
made some non‐SCO countries apprehensive.
China‐Turkmenistan ties on the move
The most significant outcome from the August 2007 Bishkek summit of the SCO was a
new step taken toward creating a regional energy club pursuant to a proposal in 2006
by the then Russian President Putin. Kazakh President Nazarbayev has championed the
proposal in 2007 and also asked for a unified energy infrastructure among the member
states. “The draft Asian energy strategy envisions the establishment of an SCO Energy
Agency, which would be a type of ‘brain centre’ and database, while transactions on the
market for energy resources could be made through an SCO energy bourse,”
Nazarbayev said. He believes that forming an oil and gas club was one of the pivotal
ideas for the SCO, as the existing pipeline system linking Russia, Kazakhstan, Central Asia
and China, could serve as a basis for establishing a uniform SCO market 79 .
Putin added his voice to the creation of an energy club and stressed that expanding fuel
trade cooperation could give an impetus to regional projects. “I am sure that the
initiated energy dialogue and accompanying national energy strategies, as well as the
establishment of an energy club, will set the priorities for our further cooperation,” he
said. At the talks in Bishkek as an observer, Iranian President Ahmadinejad too came up
with a proposal to hold a meeting of SCO energy ministers in Tehran “to optimize
cooperation in transportation, prospecting, development and refining.”
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Both Moscow and Beijing have been urging Turkmenistan to forsake its previous
neutrality and join the organization. Doing so would formally end its neutrality, but it is
unclear how Turkmen membership might modify the basic rules and conditions of
membership in the organization, unless Moscow is able to turn it, as it sought to do in
2006, into an energy club. This last goal may well be another manifestation of Russia’s
effort to galvanize practical outcomes in the SCO especially as it is working hard to set
up a gas cartel in the Commonwealth of Independent States under its auspices and
Kazakhstan and Turkmenistan would be main producers in such a cartel. A crucial factor
‐ which the Russians are keen to point out ‐ is that Iran, India and Pakistan are now
observers at the SCO. And the SCO could be able to protect pipelines going in all
directions.
President Berdymukhammedov said Turkmenistan would "strive to deliver energy
resources, especially natural gas, to world markets, adhering to the existing contracts
and looking for new partners." He has also suggested that Turkmenistan may seek to
diversify its current export options, currently all dependent on Russia with the exception
of a single pipeline to Iran. Referring to an April 2006 agreement to supply China with 30
Bcm of gas a year beginning in 2009, Berdymukhammedov vowed that Turkmenistan
would meet its obligation ("from the right bank of Amudarya") to Beijing.
The gas deal between China and Turkmenistan to lay a pipeline to deliver 30 Bcm/year
to China is far from complete. Turkmenistan has commissioned the launch of
construction of a planned 7,000‐km gas pipeline slated to connect Turkmenistan to
China via Central Asia. Berdymukhammedov attended the start of construction of the
pipeline in eastern Turkmenistan together with Chinese officials, the culmination of talks
begun only in 2006 on a gas pipeline that would allow China to diversify its gas import
sources and provide Turkmenistan with an alternative outlet to Russia for its gas
exports 80 .
Turkmenistan and China reached twin deals on the extraction of Turkmen gas and its
delivery to China, bringing the pipeline project closer to reality. The pipeline, which will
run only 188 km in Turkmenistan but 4,500 km in China, is scheduled be completed in
2009. Turkmenistan has moved rapidly to diversify its gas export options, launching
construction of the gas pipeline to China just months after appearing to throw in its lot
with Russia under a separate gas supply deal.
Berdymukhammedov, however, has made clear that he wants multiple export options
for Turkmenistan's voluminous gas supplies. Still, the start of construction on the China
gas pipeline is seemingly premature, as the actual route of the pipeline has not yet been
clarified, with Kazakhstan and Uzbekistan not yet fully on board with the idea, and
Kyrgyzstan seeking to have part of the pipeline routed via its territory. Approximately
530 km and 1,300 km of the pipeline will have to transit territory of Uzbekistan and
Kazakhstan, respectively, so their acceptance of the project and its terms are necessary.
Thus, the start of construction in Turkmen territory may be just symbolic until there is a
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final deal between China and all three of the Central Asian countries on the route for
the pipeline, together with transit rights and potential capacity rights for Uzbekistan.
Like all other pipeline deals with China, price has yet to be settled. Reserve levels may
also be an issue: Turkmenistan’s current 2.9 Tcm of proved reserves is only just
sufficient to supply China (30 Bcm/year), Gazprom (60 Bcm/year) and domestic demand
(15 Bcm/year) for 30 years, leaving nothing spare. Future discoveries would help but it is
risky to plan on the basis of undiscovered reserves.
Turkmenistan may be preparing the options, if Gazprom fails to secure an acceptable
price, of selling to China instead and dropping sales to Gazprom. In a similar vein China
may simply be playing the field: the more pipeline options it has the better its chances
of getting a price it likes. 81 Chinese are also allowed to participate in upstream oil and
gas business in these countries. 82
China is also pursuing energy co‐operation with Uzbekistan ‐ used to be the third‐largest
producer of natural gas in the Soviet Union, accounting for more than 10 percent of the
USSR’s production, trailing only Russia and Turkmenistan. Uzbekistan’s natural gas
reserves are currently estimated to exceed 1 trillion cubic meters. They are primarily
concentrated in Qashqadaryo province and near Bukhara in the country’s south‐central
region.
One year ago Uzbekistan and China initialled an agreement to facilitate the annual
transit of 30 Bcm of Turkmen natural gas across Uzbekistan territory, with Tashkent
helping to construct a pipeline and two compressor stations for the route transiting
southern Kyrgyzstan. The pipeline is not initially to transport Uzbek gas, but rather to
facilitate Turkmen exports eastward. Traditionally, Uzbek energy exports have utilized
the Soviet‐era Transneft pipeline monopoly, despite Tashkent’s persistent efforts since
1991 to diversify its outlet options. For now, Uzbekistan remains largely a transit
country rather than a net energy exporter in its own right. The fiercely independent
nationalist policy that Tashkent has followed since 1991 makes all speculation about the
country’s energy prospects uncertain at best 83 .

Forward‐looking messages
No one disputes that China's integration with the world energy system is critical for its
own and the world's energy/environmental security. As China's energy industries
become more closely tied into global markets, price volatility and fluctuations elsewhere
are already affecting the Chinese energy market more seriously than its more isolated
past.
Not surprisingly and as a result of these developments, energy issues have taken a
higher priority in Chinese foreign, security and economic policies. This represents a
constraint as much as an opportunity because the drive for reliable energy supplies,

22
now a national imperative, limits increasingly the use of energy policy elements as
instruments for other policy objectives. All evidence points to China's rising awareness
that its diplomatic goals with respect to energy, primarily oil and gas, must aim towards
participation in the global energy system in a way that maximizes domestic energy
security.
At the present, China's single most important energy link is with the Middle East, where
Iran and Saudi Arabia are emerging as key “bridgeheads” for Beijing's diplomatic and
military mandarins. Given the world's petroleum geography the first requisite lies in the
development of enduring relations with all potential oil suppliers in the Middle East.
Then comes Central Asia, which some see as a massive extension of the Middle East and
others treat as a new oil and gas region rivaling it. Compared to Russia, seen as relatively
unreliable, Central Asian hydrocarbon resources seem more promising and feasible for
China, although funding problems and political calculations plaguing all pipeline projects
offer no exception 84 .
China’s extending its Central Asian land routes from Kazakhstan and Turkmenistan and
then down to northern Iran is seen as a visionary (but, sceptically viewed) Sino‐Arabic oil
passage to the Gulf ports 85 . China is also willing to join the northern line transportation
for its expected stake in Siberia and the Russian Far East, by some oil swap options
between China, Kazakhstan and Russia. Similar natural gas projects are under work or
consideration linking China to Central Asia and Russia.
These corridors could eventually position the Middle Kingdom at the centre of a "Pan‐
Asian Global Energy Bridge" that will connect existing and potential suppliers to Asia
(i.e., the Gulf, Central Asia, and Russia) with the key consumers (China, Japan and
Korea). If successfully implemented, this will not only largely improve the energy
security of China, but also will enhance Beijing’s geopolitical influence in this geography.
It is always difficult to ferret out which of all these proposals is commercially realistic
and which are rather far‐fetched.
The special influence of China over the security of the two major chokepoints for Asia’s
supplies (namely, the Straits of Hormuz exiting the Gulf and the Malacca Straits between
Indonesia and Malaysia entering the South China Sea) 86 needs to be looked at since this
factor has specific pertinence to the question of the free navigation of oil shipments to
Southeast and Northeast Asia 87 .
What the foregoing analysis highlights unambiguously is the growing economic and
strategic importance of China in the new global order, and the substantial effect its
growth is having on global energy demand and diplomacy. The position of China in
global energy and geopolitics will only grow stronger as time passes. China’s manner of
entry into the global energy markets carries no surprises. Its strategies bear strong
similarities to others’ and they are equally assertive.
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China's growing energy needs, combined with its limited domestic energy resources and
fragile international politics, dictate that the country will necessarily become a player of
growing importance on the international energy stage, particularly in the hydrocarbon
producing regions. 88 . Thus, energy will continue to become a central concern for China
and its global search to secure future energy supplies has taken on great urgency 89 .
This will inevitably bring about significant geopolitical power‐shift, which China and
other major players have to manage carefully. Also, the massive size of its reliance on
petroleum import and the specific approaches it takes to secure its import may be seen
as a threat. However, China's expanding energy interests should not necessarily pose a
threat to the West or to its Asian neighbours. Instead they can be used as an
opportunity to integrate China into existing and new institutions and mechanisms at
global and regional levels.
Energy co‐operation could be a foundation from which the region could form an EU‐
style integrated community using the basic framework to promote market efficiency
and accelerate liberalization across the region 90 . On the commercial level, 12 major oil
companies from China, Japan and South Korea also met in September 2005 in Seoul to
discuss the possibility of setting up an oil exchange centre in Northeast Asia, share oil
storage tanks, and co‐operate on crude imports. These meetings were held against a
backdrop regional co‐operation, including the potential energy partnership between the
10‐member ASEAN and China, Japan and South Korea.
But there is not much room for over‐optimism because daunting challenges make the
potential co‐operation framework very difficult to work. For one thing, heterogeneous
political and economic systems and market behaviour set the countries apart. Energy
markets in these countries are relatively immature with strict import barriers. Cross‐
subsidies on energy prices and entangled tax systems could also deter creation of a
competitive energy market. Then comes the old story of trust. It is still a big question
whether countries are willing to bank their energy security on a regional (or multilateral)
framework.
At a time when intense competition for unimpeded access to the world's natural
resources is continuing and is likely to increase, enhanced energy linkages and
associated ties can contribute to the development of a co‐operative mechanism
involving China, North East Asia, Central Asia, and the Gulf ‐ exactly the opposite of the
“Great Game”. However, if these players are unable to manage wisely their internal
dynamics and organize their interdependence rationally, the collaborative efforts will
not yield any tangible results to remove the sense of isolation each may feel and
persuade them that uncooperative energy policies would work against their own best
interests in the longer term 91 .
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