CHAPTER 6

Did China Bankroll Russia’s Annexation
of Crimea? The Role of Sino-Russian
Energy Relations

Indra Overland and Gulaikhan Kubayeva

Abstract This chapter analyses bilateral Chinese—Russian energy rela-
tions, pre- and post Crimea. The signing of the Power of Siberia megapro-
ject in May 2014, only two months after Russia’s annexation of Crimea,
created the impression that China bankrolled Russia out of the crisis. To
assess the veracity of this impression, the authors draw a longer timeline of
Russian—Chinese cooperation, examining general economic data as well as
Chinese involvement in four concrete energy projects managed by leading
Russian energy companies. They find that, in general, deals made from
2014 onwards are in line with trends that originated well before the cur-
rent crisis in Russia’s relations with the West, and that Chinese financial
contributions to the sector are not as large as they sometimes appear.

Keywords Russia ® China ® Energy ® Crimea ® Sanctions

I. Overland ()
Energy Programme, Norwegian Institute of International Affairs, Oslo, Norway

G. Kubayeva
The Regional Environmental Centre for Central Asia, Almaty, Kazakhstan

© The Author(s) 2018 95
H. Blakkisrud, E. Wilson Rowe (eds.), Russia’s Turn to the East,
Global Reordering, https://doi.org,/10.1007 /978-3-319-69790-1_6


https://doi.org/10.1007/978-3-319-69790-1_6

96 1. OVERLAND AND G. KUBAYEVA

In the years leading up to the conflict over Ukraine, oil prices were high,
Western countries open to cooperation and foreign companies eager to
invest in Russia—especially in the petroleum sector. Many Russian compa-
nies, including state-controlled oil and gas corporations, took on high
levels of debt, based on the assumption that oil prices would remain high.
After Crimea, Russia faced not only international sanctions but also a col-
lapse in the price of oil. The combination of the lower oil price and sanc-
tions left Russia economically and politically vulnerable, and potentially
dependent on its biggest non-Western trading partner: China.

After the introduction of Western sanctions, several major develop-
ments took place in Sino-Russian energy cooperation. In May 2014, the
two countries reached a deal on the Power of Siberia natural gas pipeline,
with an estimated value of USD 400 billion (Overland et al. 2015, p.42).
During the same year, imports of oil from Russia to China increased by 36
per cent, reaching 30 million tons (Cunningham 2015b). Oil exports
from Russia even displaced other suppliers: in 2014, Chinese oil imports
from Saudi Arabia fell by 8 per cent and from Venezuela by 11 per cent
(Cunningham 2015a; see Fig. 6.1 for further details). This development
was one important motivation behind Saudi Arabia’s unexpected decision
to raise oil production and lower the price of oil in 2014, despite the nega-
tive impact on Saudi revenues and on intra-OPEC solidarity.

These developments create the impression that China was discreetly
providing the financial backing for Russia’s annexation of Crimea. While
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Fig. 6.1 Chinese oil imports, by country of origin, main suppliers (Sources:
Observatory of Economic Complexity 2014; Workman 2016)
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Western countries were trying to choke Russia’s cash supply, China seemed
to be stepping in to fill the financial void. As Margarete Klein and Kirsten
Westphal wrote: ‘After its relations with the West deteriorated massively in
the course of the Ukraine crisis, Russia has been aligning itself increasingly
with China. This shift is most obvious in the strategic spheres of military
and energy cooperation’ (Klein and Westphal 2016, p.1; see also Gabuev
2015, p.2; Charap et al. 2017, p.25). Did China in practice bankroll
Russia after the annexation of Crimea by injecting capital into the Russian
energy sector?

During the pre-Crimea period of rising oil prices (2000-14, with a dip
in 2008), it was not clear whether the relationship between China and
Russia was doomed to remain a mere ‘axis of convenience’ (Lo 2008,
p.1), or whether the strategic convergence between the two states—com-
plementary assets, common outlook and shared interests—gave the rela-
tionship greater potential (Brackhus and Overland 2007; Overland and
Braekhus 2009; Rgseth 2017, p. 23). The Ukraine crisis and the ensuing
Western sanctions would seem to have provided a unique opportunity for
realizing whatever potential lies in the relationship.

This chapter approaches the Ukraine crisis as a natural quasi-experiment
to which the Sino-Russian relationship has been subjected. If the relation-
ship between the two countries has the potential to grow, the Ukraine
crisis should have provided ideal conditions for this potential to be real-
ized. In order to determine whether China really did step in and actively
provide the financing to carry Russia through this period, it is necessary to
analyse systematically whether the trajectory of Sino-Russian energy coop-
eration changed in connection with the Crimea crisis.

Throughout the chapter, we seek to provide a systematic and multi-
faceted empirical basis for the analysis by drawing on the relevant data that
are available. In the next section we present the sanctions against Russia
and their consequences, and discuss the Chinese approach to the sanc-
tions. We then chart and compare changes in patterns of economic inter-
action between China and Russia in the years before and after the
annexation of Crimea: lending, investments and trade. After discussing
those macro-data, we examine Chinese involvement in four specific energy
projects managed by some of Russia’s main energy companies:
Gazprom/Power of Siberia, Novatek /Yamal LNG, Rosneft/Vankor and
Transneft /ESPO. Next, we look back on Sino-Russian relations since the
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collapse of the Soviet Union, in order to relate post-Crimea developments
to the long-term trend in relations. In the final section we offer some
conclusions and discuss the prospects for a deeper relationship between
China and Russia.

SANCTIONS AGAINST RUSSIA

In response to Russia’s annexation of Crimea, the EU, the United States
and several other Western countries and allies implemented three types of
sanctions: a ban on the provision of technology and equipment for deep-
water, Arctic offshore and shale oil and gas exploration; a ban on mid- and
long-term credit to Russian oil companies and state banks; and travel bans
for prominent Russians considered to be involved in the annexation of
Crimea or close to President Vladimir Putin. Our focus is on the economic
sanctions. Table 6.1 provides an overview of their main targets. One of the
banks included in the sanctions list was Gazprombank, and several of the
others were heavily involved in the petroleum sector. In sum, the eco-
nomic sanctions were largely centred on the Russian oil industry.

The referendum on Crimea’s reunification with Russia was held on 16
March 2014, and the first sanctions were implemented the following day.
This date is thus a key time-point in our analysis: did Chinese financing for
Russian energy projects make a jump around that time?

Table 6.1 Main EU and US economic sanctions against Russia

Ban on equipment for oil  Financial ban on oil and gas Financial ban on banks

industry companies

Deep water Gazprom Bank of Moscow

Offshore Arctic Gazprom Neft Gazprombank

Shale oil production Lukoil InvestCapital Bank
Rosneft JSB Sobinbank
Sakhatrans Rosselkhozbank
SGM Pipeline Construction Sberbank
Stroitransgaz SMP Bank
Surgutneftegaz Vneshekonombank
Transneft VTB Bank
Transoil

Note: This overview is non-exhaustive, as sanctions varied over time and by country

Sources: Dunn and Smith (2014), Fjaertoft and Overland (2015, p.66)
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China’s Stance on the Sanctions

At first China maintained a neutral position on the Ukraine crisis. The
Chinese abstained from voting on a 15 March UN Security Council reso-
lution declaring the results of the Crimean referendum on reunification
with Russia invalid—but they did not use their right of veto as one of the
Permanent Five (Zhang, Lihua 2015). Chinese banks adhered de facto to
the Western sanctions, with the exception of the Export-Import Bank of
China and China Development Bank (Pravda.ru 2016).

This wait-and-see stance made some sense. It offered a precarious bal-
ance between, on the one hand, China’s traditionally conservative view on
interference in the internal affairs of other states and its preoccupation
with maintaining its own territorial integrity (Taiwan, Tibet and Xinjiang)
and, on the other hand, its growing friendship with Russia and dislike for
the Western meddling in Ukrainian politics that had prefaced the conflict
(see Lanteigne, Chap. 7, this volume).

Gradually, however, China tilted moderately towards the Russian posi-
tion on Crimea. On 6 June 2014, the Secretary of the Russian Security
Council and former Director of the Federal Security Service, Nikolai
Patrusheyv, stated that China and Russia had arrived at a common under-
standing of the Ukrainian crisis (TV Tsentr 2014); and in February 2015
the Chinese Ambassador to Belgium, Qu Xing, expressed support for the
Russian point of view and encouraged the West to end its quarrel with
Russia (Boren 2015). However, it is difficult to determine the extent of
China’s tilt towards the Russian position: it is hard to find clear pro-
Russian statements from policymakers in Beijing, and the level of Chinese
support was played up by the Russians.

PATTERNS OF EcONOMIC INTERACTION BETWEEN CHINA
AND Russia

Data on the Sino-Russian economic relationship give a mixed picture. As
shown in Fig. 6.2, borrowing from China by Russian companies and
households did rise in 2014 and 2015. However, that trend had started in
2013, before the Ukraine crisis. Thus, it is difficult to know whether the
rise in borrowing was simply the continuation of a trend that had begun
earlier and was not related to events in Ukraine, or was reinforced by the
Ukraine crisis. On the other hand, there was also a spike in Russian bor-
rowing from China in 2008-09, when Russia experienced a severe financial
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Fig. 6.2 Loans of Russian non-bank entities from China, million USD (Source:
Calculated based on data from the Central Bank of Russia, available at http://
www.cbr.ru/eng/statistics /?PrtId=svs. Accessed on 26 March 2017)
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Fig. 6.3 FDI from China to Russia, million USD (Source: Calculated based on
data from the Central Bank of Russia, available at https: //www.cbr.ru/statistics/
credit_statistics /inv_in-country.xlsx. Accessed on 26 March 2017)

crisis. Seen together, these two spikes could indicate that Russia turns to
China when cash becomes scarce.

As shown in Fig. 6.3, there was a large jump in Chinese foreign direct
investment (FDI) in Russia in early 2014. However, that came in the first
quarter of that year, whereas economic sanctions were not introduced
until the beginning of the second quarter, in mid-April. Thus the jump in
Chinese FDI is not likely to be related to the sanctions regime, although
it might have been mobilized in anticipation of sanctions. Another possible
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explanation is that it might be related to the Power of Siberia deal,
although this deal was officially announced only in May. In any case, the
jump was only to one billion USD. Although that was a significant diver-
gence from the long-term pattern of FDI, it is a relatively small sum for a
country such as Russia, and much smaller than the impact of sanctions or
the falling oil price.

Finally, it is worth considering whether increased sales of oil and gas to
China buoyed the Russian economy during this period. As shown in
Fig. 6.4, Russia’s income from oil exports to China rose only modestly in
2014, and then actually fell in 2015. Income from the sale of coal to
China fell continuously and steeply from 2013 to 2015. The reason for
these declines was mainly the lower international prices for energy com-
modities—which neither China nor Russia controls. But at least it is clear
that income from energy exports to China did not rise and save the Russian
economy.

Thus, the patterns of lending, investments and energy trade between
China and Russia spanning the pre- and post-Crimea years do not point
towards a major role for China in keeping Russia’s wheels turning during
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Fig. 6.4 Russian income from the export of oil, gas and coal to China, million
USD (Source: Based on data on import of ‘coal, coke and briquettes’, ‘petroleum,
petroleum products and related materials’, ‘gas, natural and manufactured” from
Russia to China, retrieved from https://comtrade.un.org/data. Accessed on 10
October 2016)
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this period. Although the data on lending and FDI may appear interesting
at first glance, and offer some striking graphics, on closer inspection we
find little of significance there.

SiNo-RussiaN ENERGY PROJECTS

We now turn to the petroleum sector and examine four large energy proj-
ects in which the Chinese and the Russians have attempted to cooperate.
All four involve major Russian oil and gas companies that have been sub-
ject to Western sanctions: Transneft, Gazprom, Novatek and Rosneft. Did
the role of the Chinese in these projects change after the Ukraine
conflict?

Transneft: ESPO Pipeline

The Eastern Siberia—Pacific Ocean (ESPO) oil pipeline was constructed
and is managed by Russia’s state-owned oil pipeline monopoly Transneft,
the world’s largest oil pipeline company. The history of Sino-Russian dis-
cussions of ESPO goes many years back. The construction of ESPO was
first mooted in the 1970s. In 1994, President Boris Yeltsin proposed
building a pipeline from Angarsk (Irkutsk Oblast) to China. In 1996, after
long negotiations, Beijing and Moscow signed an agreement on energy
cooperation, including plans for a pipeline from Eastern Siberia to Daqing
in northern China. However, the cooperation moved slowly, partly due to
the difficult investment climate in Russia, and partly because China sought
concessions from the Russians on pricing.

In 1999, the head of the privately owned oil company Yukos, Mikhail
Khodorkovskii, conducted negotiations with China National Petroleum
Corporation (CNPC) on the construction of ESPO, and in 2001 Prime
Minister Mikhail Kasianov signed an agreement on feasibility studies for
the pipeline (Kommersant 2006). Russian and Chinese oil companies
started technical-economic assessments for the project, and it was expected
that the leaders of the two countries would sign an agreement in December
2002. But the negotiations slowed down again, this time because Japan
showed interest in paying for a pipeline from East Siberia to the Pacific
coast. The Russian government decided to merge the Chinese and
Japanese projects into one project that would go to Kozmino on the
Pacific coast (Driakin 2014, pp.102-10).
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There was also competition between Yukos and the state oil pipeline
monopoly Transneft. The government decided that Transneft would be in
charge of the pipeline and Yukos would supply the oil (Helmer 2008). In
May 2003, China and Russia agreed on the construction of the pipeline
(ChinaDazly.com 2003), and the work started in April 2006 (Koyama
2010). Meanwhile Khodorkovskii had been arrested and most of Yukos
assets confiscated by the state. While various sections of the pipeline were
being built, interim arrangements were made to pump oil in reverse
through a section of the pipeline and transport it by rail part of the way
(Bryanski 2009; Watkins 2009). The second stage of the pipeline was
inaugurated in December 2012.

In April 2009, China and Russia agreed to build a spur to Dagqing
through which Russia would supply China with 15 million tons of oil per
year for 20 years in exchange for a USD 25 billion loan to Transneft and
Rosneft. Construction of the spur from the Russian side started in April
2009 and was completed by September 2010 (BBC Monitoring 2009,
Page 2010). On 1 January 2011, Russia announced that oil shipments to
China had commenced.

By 2015, ESPO capacity had risen to 58 million tons per year, and the
branch line from the Russian town of Skovorodino to Daqing to 15 mil-
lion tons per year (Platts 2015) (Table 6.2).

Table 6.2 Timeline of Sino-Russian cooperation on ESPO pipeline

Date Development

July 2001 Russian and Chinese prime ministers sign agreement on feasibility studies
for ESPO

May 2003 China and Russia agree on the construction of the pipeline

Dec. 2004 Russian government approves the construction of ESPO

Apr. 2006 Construction of pipeline starts

June 2009 China and Russia agree to build a spur to Daqging in China

Dec. 2009 First stage of the pipeline completed

Sept. 2010 Dagqing spur completed

Jan. 2011 Shipments via Daqing commence

Dec. 2012 Second stage of the pipeline completed

June 2016 Work on second pipe of Daqing spur commences, to double spur capacity
to 30 mt/year

Oct. 2017 Dagqing spur second pipe scheduled for completion
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Gazprom: Power of Sibevia

The Power of Siberia pipeline will be the largest gas transmission system in
eastern Russia, transporting natural gas from Irkutsk and Sakha to the
Russian Far East, partly for production of liquefied natural gas (LNG) on
the Pacific coast, partly for pipeline export to China. The 4000-kilometre
long pipeline will link the Kovykta gas and condensate field in Eastern
Siberia and the Chaiandinskoe oil, gas and condensate field in Sakha to the
existing Sakhalin—Khabarovsk—Vladivostok pipeline. The fields are sched-
uled to come on stream in 2021 and 2019, respectively (Gazprom 2016;
Sidortsov et al. 2016, pp.54-68).

After a cooperation agreement had been signed between Gazprom
and CNPC in 2004, Sino-Russian natural gas negotiations went on for
more than ten years. Initially, the parties discussed a pipeline through
Altai, linking the rich gas fields of the NadymPurTaz area in West Siberia
to the northwestern corner of China. The length of this pipeline would
be 2800 rather than 4000 kilometres, and the price of the gas would be
lower, because it would initially draw on gas fields already in production.
It would also have put China in direct competition with Europe for West
Siberian gas. But the Chinese rejected the Altai route because it would
take gas to one of the most remote and sparsely populated parts of
China, which can be supplied with gas from Turkmenistan and local
Chinese fields (Anker et al. 2010; Overland et al. 2010; Klein and
Westphal 2016, p.4).

In 2009, China and Russia signed an agreement on major terms and
conditions for the supply of gas which detailed the terms of actual imple-
mentation. While negotiations with the Chinese continued, Gazprom
started preparations for developing the Chaiandinskoe gas field and
planning the Power of Siberia pipeline. Even though a deal with the
Chinese still had not been finalized, in late October 2012 President
Putin instructed Gazprom to start building the pipeline (Interfax.ru
2012).

Disagreement on the price of the gas to flow through the pipeline post-
poned the signing of the final contract from November 2013 to January
2014—and then to the St Petersburg Economic Forum in May 2014.
Only then could Putin, who flew in to the forum at the last moment
directly from negotiations in Shanghai, present a deal. The signing of the
agreement with China was presented as a major geopolitical victory: a nar-
row escape from dependence on the capricious European market and the
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Table 6.3 Timeline of Sino-Russian cooperation on Power of Siberia

Date Development

Nov. 2004  Gazprom and CNPC sign cooperation agreement

March 2006  CNPC signs MoU with Gazprom on supplying natural gas from Russia to
China

Dec. 2009 Gazprom and CNPC sign agreement on major terms and conditions for
gas supply to China

May 2014 Gazprom and CNPC sign a contract to supply gas to China via Power of
Siberia

June 2014 Gazprom accelerates the construction of infrastructure related to Power of
Siberia

Aug. 2014 Gazprom and Chinese leaders enhance the bilateral strategic partnership in
the gas sector

Sept. 2014 Power of Siberia construction launched

Oct 2014 Gazprom and CNPC discuss the negotiation schedule for gas supply to
China via Altai

Feb. 2015 The parties address the state of the Altai negotiations

June 2015 Further negotiations on gas supply via Altai

Aug. 2015 Further negotiations on gas supply via Altai

Nov. 2015 The parties discuss the progress of the construction of the Power of
Siberia gas pipeline.

Dec. 2015 Negotiations on finalization of agreement on cross-border section of
Power of Siberia

Dec. 2015 The parties discuss both Power of Siberia and Altai

May 2016 Gazprom and the Chinese review possible joint activities relating to
hydrocarbon exploration and production, including LNG

June 2016 Gazprom and CNPC discuss gas supplies via Altai in detail

June 2016  Gazprom and CNPC sign MoU on underground gas storage and gas-fired
power generation

July 2016 Gazprom and CNPC agree on roadmaps for implementing MoU on
underground gas storage and gas-fired power generation

Aug. 2016 Gazprom and Chinese Ambassador Li Hui make positive statements about
Sino-Russian cooperation in gas sector

Sept. 2016 Gazprom and CNPC sign contract on underwater border crossing for

Power of Siberia
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yoke of Western sanctions. However, the agreement was also criticized.
Detractors argued that the price paid by the Chinese would not cover the
costs of the project, that Russia’s political interests had prevailed over its
economic interests, and that China had taken advantage of the situation
(Prelovskaia 2014).

On 21 May 2014, the heads of Gazprom and CNPC signed the Power
of Siberia contract to supply 1032 trillion cubic metres of gas to China
over a 30-year period. The total value of the contract exceeded USD 400
billion. Gazprom estimated that it would need five years to build the pipe-
line, at a cost of USD 55 billion (Prelovskaia 2014). Construction started
on 1 September 2014 in Sakha, in the presence of President Putin and
Deputy Chinese Prime Minister Zhang Gaoli (TASS 2014).

While the construction of the Power of Siberia is ahead of schedule
(Gazprom 2017), negotiations over an additional pipeline via Altai have
been slow and no final deal appears to be on the horizon (Astakhova and
Kobzeva 2017). Klein and Westphal (2016, p.4) refer to this pipeline as ‘a
remote prospect at best” (Table 6.3).

Novatek: Yamal LNG

Yamal LNG is a liquefied natural gas plant on the Yamal Peninsula in
northwestern Siberia (Yamal LNG 2015). The project has a budget of
USD 27 billion and will increase Russia’s LNG capacity twofold, with
initial production starting in 2017 and full capacity reached by 2021
(Belinski 2015). Discussions about Yamal LNG started in the early 2000s;
the project was initially owned by some Russian oligarchs and then the
company Novatek, a rising star in Russia’s natural gas sector. Novatek
brought international companies into the project, with the sale of'a 20 per
cent stake to French Total in 2011 and a 20 per cent stake to CNPC in
2013 (Bros and Mitrova 2016).

Although the Western sanctions are not supposed to affect Russian
natural gas supplies to Europe, Yamal LNG was one of the largest projects
to face financial problems after the introduction of sanctions. Novatek has
limited access to the pipelines to Europe, and Yamal LNG will export gas
to European and above all Asian markets in the form of LNG by tanker.
The sanctions applied not only to Novatek but also to its daughter
companies, including Yamal LNG, as the owners are seen as being closely
connected with President Putin (Lunden et al. 2013, p.668; Overland
ctal. 2013, p.145). Novatek had planned to borrow USD 20 billion from



DID CHINA BANKROLL RUSSIA’S ANNEXATION OF CRIMEA? THE ROLE... 107

Table 6.4 Timeline of Sino-Russian cooperation on Yamal LNG

Date Development
June 2013 Novatek and CNPC conclude framework agreement on the Yamal LNG
project

Sept. 2013 Novatek sells 20 per cent share of Yamal LNG to CNPC

March 2014 Russia and China sign an agreement on cooperation on the Yamal LNG
project. The Chinese commit to buying at least three million tons of
LNG per year and secure financing for the project from Chinese financial
institutions

March 2014 Yamal LNG and Fluxys (Belgium) sign cooperation agreement on LNG
trans-shipment

May 2014 Binding contract on LNG from Yamal is concluded with CNPC. China
Development Bank, Vneshekonombank, Gazprombank and Yamal LNG
sign MoU on project financing

Jan. 2015 Gazprom Singapore and Yamal Trade sign long-term LNG supply
agreement

Apr. 2015 Yamal LNG and Fluxys sign contract for LNG shipment services at
Zeebrugge LNG

Nov. 2015 Yamal LNG receives second tranche of funding from Russian National
Wealth Fund

Apr. 2016 Yamal LNG signs agreements with the Export-Import Bank of China and
the China Development Bank on two 15-year loans for a total amount
exceeding USD 12 billion

June 2016 Yamal LNG receives first tranche of funds from Chinese banks

Dec. 2016 Yamal LNG gets EUR 200 million credit line from Japan Bank for
International Cooperation

US and European banks. After the introduction of sanctions, the Russians
lost access to US banks and negotiated with Chinese banks and European
export agencies instead. Meanwhile, the shareholders were forced to
finance the project independently (Barsukov and Mordiushenko 2016). In
2016, however, Yamal LNG received loans from Chinese and Japanese
state banks worth USD 12 billion and EUR 200 million, respectively.
Negotiations on loans from Chinese banks had started in 2014, but grew
out of deals signed in mid- and late 2013 (Farchy 2016) (Table 6.4).

Rosneft: Vankor

The Vankor cluster of oil and gas fields in Siberia, discovered in 1988, is
currently the largest source of oil in Russia, with recoverable reserves of
361 million tons of oil and condensate and 138 billion cubic metres of gas
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Table 6.5 Timeline of Sino-Russian cooperation on Vankor field

Date Development

Apr. 1988 Discovery of Vankor oil field

Feb. 2004  Rosneft subsidiary Vankorneft founded

Aug. 2009 Formal launch ceremony for commercial production at the Vankor field

Jan. 2013 The Vankor field produce their 50-millionth ton of oil

Nov. 2013 Rosneft’s Board of Directors approves Vankorneft as the operator of three
fields: Lodochnoe, Suzunskoe and Tagulskoe

Dec. 2013 70 million tons of oil produced at the field cumulatively

Sept. 2014 Putin suggests participation in project to Chinese Deputy Prime Minister

June 2016  Oil India, Indian Oil and Bharat PetroResources purchase 23.9 per cent of
Vankorneft’s shares

(Panteleev 2006; Gan 2015). Rosneft has invested USD 5 billion in
Vankor; production started in 2009 (Gan 2015). Vankor will send 70 per
cent of its oil through the ESPO pipeline.

There was little discussion of foreign investment in Vankor until
September 2014, when Putin suggested during a meeting with Chinese
Deputy Prime Minister Zhang Gaoli that the Chinese take part in the
project. Two months later, Rosneft and CNPC signed a memorandum of
intention on the sale of a 10 per cent share of Vankor. However, the par-
ties were unable to turn the memorandum into an agreement (Motoharu
2016). Instead, in March 2016 Rosneft signed a deal with Indian compa-
nies on the sale of 23.9 per cent of Vankor (Rosneft 2016). Through this
purchase, the Indian companies gained seats on the Board of Directors,
while Rosneft retained a majority stake in the project. During the rest of
2016, Rosneft and the Indian companies negotiated further sale of Vankor
shares, potentially bringing the Indian stake up to 49.9 per cent (Sputnik
2016) (Table 6.5).

Summing Up the Four Projects

The four major projects examined here do not indicate any significant
change in Chinese involvement in the Russian energy sector after the
Ukraine crisis. In three of them, discussions on Chinese involvement
started well before the crisis. The exception is the Vankor project, but it
ultimately did not result in Chinese investment. It may be that finalization
of the Power of Siberia deal was accelerated due to the Ukraine crisis, but
also this was something that had been planned and negotiated intensively
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for a long time, so we should take care not to exaggerate the connection
with the Ukraine crisis.

TaE LONG-TERM PERSPECTIVE

The previous sections sought to identify the dynamics of Sino-Russian
cooperation around the time of the annexation of Crimea. It may also be
helpful to examine the longer lines in the relationship between the two
countries to determine whether the cooperation from 2014 onwards rep-
resented something new triggered by the Ukraine crisis, or was an exten-
sion of a more long-term trend that pre-dated the crisis.

Relations between the Chinese and Soviet communist behemoths were
rarely warm and frequently tense (Henderson and Mitrova 2016, p.1).
Warding off a potential Chinese attack was a main reason for the emphasis
that the Soviets put on their tactical nuclear weapons (Trenin 1999, p.41;
Yost 2001, p.550). Moreover, during a seven-month period in 1969,
there were actually military clashes along the Sino-Soviet border, leaving
scores of Chinese and Soviet soldiers dead. During the post-Soviet period,
relations improved steadily—upgraded incrementally, first to ‘constructive
partnership’ (1994), then ‘strategic partnership of cooperation’ (1996)
and then ‘comprehensive deepening strategic partnership’ (2010) (Klein
and Westphal 2016, p.1). Another sign of the improvement was the final-
ization of agreements delimiting the border between the two countries in
1991, 1994, 1998, 1999 and 2004 (Moe et al. 2011, p.153).

In the energy sector, an important part of the long-term picture is the
evolution of Chinese demand for Russian energy resources (Aguilera et al.
2013). Energy security became a strategic aspect of Chinese foreign policy
when the country became a net importer of oil in 1993 (Overland and
Braekhus 2009). Dependence on oil imports continued to grow, from 70
million tons in 2000 to 336 million tons by 2015 (Hsu 2016). The Chinese
government took an active approach to energy security, including it in the
Tenth Five-Year Plan (2001-2005). Among the measures proposed were
the building of pipelines from Kazakhstan and Russia, and increasing
Chinese investments in international oil exploration and field operations.

In 2013, China had a natural gas deficit of 6.7 billion cubic metres. The
Chinese National Reform and Development Commission has forecast that
demand for natural gas in 2020 will be 411 billion cubic metres, whereas
domestic production will be only 200 billion—necessitating a steep rise in
imports (Prelovskaia 2014). Although the international gas trade is
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Table 6.6 Sino-Russian energy deals and developments

Deal

2001

2003

2004
2005
2005
2006

2006
2006
2006
2007
2008
2009

2009

2010
2011
2012

2012
2013
2013

2013
2013
2014
2014

2016

Russian company Yukos proposes Eastern Siberia—Pacific Ocean (ESPO) oil
pipeline

CNPC signs a framework agreement with Sakhalin Energy on exploration and
development

Gazprom and CNPC sign cooperation agreement

China lends Russia USD 6 billion to help finance Yukos deal

CNPC signs agreement on long-term cooperation with Rosneft

CNPC signs MOU with Gazprom, Rosneft and Transneft on supplying natural
gas

CNPC buys a USD 500 million stake in Rosneft

CNPC signs strategic cooperation agreement with Lukoil

CNPC and Rosneft establish the joint venture Vostok Energy

Vostok Energy wins a bid for oil and gas exploration licences in Irkutsk
CNPC and Transneft sign agreement to build oil pipeline to China

China, Rosneft and Transneft agree to supply 15 million tons annually for 20
years from East Siberia for USD 25 billion

China signs framework agreement with Gazprom on natural gas supply and MoU
with Rosneft

Oil pipeline to China officially starts to operate

China agrees to contribute USD 1 billion to China-Russia Investment Fund
27 business deals, worth USD 15 billion, signed at Sino-Russian investment
forum

China Development Bank and Sberbank agree to cooperate

Chinese investment in Russian coal worth USD 2 billion

Rosneft deal to supply oil to China, with USD 70 billion prepaid (total value
USD 270 billion)

CNPC buys 20 per cent of Novatek’s Yamal LNG project

China lends USD 1.9 billion to Russian banks

30-year Power of Siberia natural gas deal signed, worth USD 400 billion
CNOOC gets contract for engineering at Novatek-led Yamal LNG project worth
USD 1.6 billion

Yamal LNG signs agreements with the Export-Import Bank of China and the
China Development Bank on two 15-year loans for a total amount exceeding
USD 12 billion

Sources: Ministry of Foreign Affairs (2001), Gazprom (2004 ), White and Chazan (2005), Paxton and
Soldatkin (2009), Zhang, Chi (2015)

increasingly competitive and there are some alternatives to Russia as sup-
plier, there is little doubt that China will need significant amounts of
Russian gas. Table 6.6 provides an overview of Sino-Russian energy deals
and developments over time, and shows that the cooperation had gained
momentum well before the 2014 Ukraine crisis.
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Thus it has long been clear that Russian energy resources are of great
interest to the Chinese and the Chinese market is of great interest to the
Russians (Locatelli et al. 2017, p.159). The two countries had already
been moving two steps forward, one step back on energy cooperation for
two decades before the Ukraine crisis. The Chinese deals with Gazprom
on Power of Siberia and with Novatek on Yamal LNG were logical con-
tinuations of this dance and helped resolve long-standing Chinese energy-
security concerns (Overland 2015, p.3532). Russian oil exports to China
doubled between 2010 and 2014—~before the Ukraine crisis (Klein and
Westphal 2016, p.5). In this perspective, the energy cooperation from
2014 onwards fits into a longer-term trend towards greater energy trade
between the two countries.!

CONCLUSIONS

In some respects, Chinese involvement and financing did surge in the
aftermath of the Ukraine crisis. After many years of slow negotiations,
there was an increased frequency in meetings to discuss major energy proj-
ects like Power of Siberia, one of the largest energy deals in world
history.

However, in most cases the deals from 2014 onwards fit with trends
that had started well before the crisis. The Chinese financial contribution
was not as large as it might seem at first sight; and, in some cases, it did not
continue beyond 2014 into 2015 and 2016 (Motoharu 2016). The failure
to reach an agreement on the Vankor project and the fact that the boom
in Chinese FDI did not last beyond the first quarter of 2014 are examples
of the slowdown. In sum, we find little basis for arguing that China bank-
rolled Russia’s annexation of Crimea.

Several factors may have hindered a surge in Sino-Russian energy coop-
eration. First, both sides are often determined to have a controlling role in
partnerships, and that makes it difficult to close deals, even when the inter-
ests of the two countries are complementary (Rosbalt.ru 2016). Second,
the Russian oil and gas companies managed to weather the storm better
than expected due to the precipitous drop in the value of the Russian
ruble: while their income from oil and gas exports fell, also their costs in
Russia fell, cancelling out a good part of the foreign earnings loss. Thus
Russian companies did not become as dependent on Chinese help as
might have been expected. Third, the Russian government maximized the
public relations potential of Power of Siberia and other deals with the
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Chinese. On the one hand, this means that the role of the Chinese may
have been psychologically more important than the financial data show
(O’Sullivan 2016, p.23); on the other hand, it also means that the media
image of the role of the Chinese was exaggerated.

What then are the implications of our findings for the depth and long-
term prospects of the Sino-Russian relationship? To some extent they con-
firm Bobo Lo’s argument that it is an ‘axis of convenience’ (Lo 2008).
When the Russians need financing or markets, they seek out the Chinese—
but not more than necessary. When the Chinese need natural resources,
they buy them from Russia—but only if the price is right (Simola 2016,
p.3; Henderson and Mitrova 2016, p.1). This has not amounted to a
deeper relationship where the two countries identify with each other. The
fact that even with the Ukraine crisis the surge in Sino-Russian coopera-
tion was modest, indicates that the relationship still has limited potential.
Thus, Lo’s ‘axis of convenience’ perspective seems to have weathered the
natural quasi-experiment of the Ukraine crisis quite well.

However, the fact that the cooperation from 2014 onwards fits with
longer-term trends can also be read the other way around. Although the
Ukraine crisis did not lead to a sudden strengthening of Sino-Russian rela-
tions, it represents an international context increasingly conducive to
cooperation between China and Russia, a relationship that has already
been growing for a quarter of a century. If this continues for a long period,
the two countries may well grow closer over time. After all, it is not so
long since the Russians ‘discovered’ China in earnest: it was only in 2012
President Putin told Russian gas producers to look east (cited in O’Sullivan
2016, p.22). In the future, the two countries may yet grow closer.

Another way to read the Ukraine crisis and the ensuing jump in eco-
nomic complementarity between China and Russia is that it shows that,
for the relationship to become qualitatively different, things will have to
happen not only at the economic level but also at the level of culture,
identity and ideology. Otherwise Sino-Russian relations will remain a mar-
riage of convenience in which either partner may lose interest as soon as
the economic complementarities fade.
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Nortes
1. This finding echoes that by Tom Reaseth (2017, p.37).
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