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EXECUTIVE SUMMARY

The $400 billion natural gas agreement concluded by Russia and China in May 2014 was hailed by
both countries’ leaders as a game-changing development in international affairs. Many Russian and
Chinese analysts also seized upon the deal as evidence of an emerging Sino-Russian partnership set
to challenge the U.S.-led global order. Is the gas deal part of a broader shift in Russia-China relations
and the global balance of power? Are the two countries ready to construct a formidable alliance to
challenge the United States and Europe? Or should the agreement be viewed in simpler economic
terms?

The gas deal is the latest in a series of political, economic, and military developments between the
two countries over more than two decades that illustrates a stronger and more integrated Russia-
China relationship. However, the evolution of the Russia-China relationship over the past quarter of
a century has been marked by as many policy failures as successes. Economic ties are not as deep as
they could be and continue to be dominated by Russian raw materials exports to China. Diplomatic
relations are also characterized by a grandiose rhetoric that overstates the progress made between the
two countries and undersells underlying cultural and political differences. Complications continue
to surround the implementation of the May 2014 gas deal, reflecting these dynamics as well as wider
political and economic events that have transformed the global energy landscape since the gas deal
was concluded.

This Policy Report finds that the Russia-China gas deal is a significant strategic development but
not a game-changer in Russia-China relations or in the global geopolitical environment. A review of
modern Russia-China relations, and a detailed assessment of the gas deal, illustrate that economics
are still the main driver in relations for both countries. However, the volume of bilateral trade has
actually fallen in 2015, a symptom of an economic slowdown in China and a collapse in global energy
prices that threatens the long-term viability of energy cooperation and even the gas deal itself. Should
the gas deal ever be fully implemented, Russia would continue to export the vast majority of its oil
and gas to Europe, while China’ flexible energy policy means that it has developed a range of options
across the Asia-Pacific. Rather than a bold strategic transformation in Russia-China ties, the gas deal
and its sputtering implementation reflect more closely modern economic and political realities, as
well as the delicate and complex nature of modern Russia-China relations.

The United States and Europe should not overreact to the hyperbolic rhetoric which characterizes
high-level Russia-China ties and which continues to surround the May 2014 gas deal. Instead, U.S.
and EU policymakers must take clear steps to redress the balance-of-power in Eurasia, notably by
reducing the EU’s dependence on Russian energy. The two countries should keep a watchful eye on
relations between Moscow and Beijing. However, they should also be reassured that the Russia-China
relationship seems to be creating as many problems as solutions. A little more than a year after the gas
agreement was signed to so much fanfare, the case for the deal — and the Russia-China alliance for that
matter — looks less and less compelling.



INTRODUCTION

'The $400 billion natural gas agreement concluded by Russia and China in May 2014 was hailed by both
countries as a game-changing development in bilateral relations and in international affairs. Described as an
“epochal event” by Russian President Vladimir Putin,' and “as an important achievement in strengthening
the...China-Russia comprehensive strategic cooperative partnership™ by China’s Foreign Ministry, the deal
outlined plans for a newly-constructed pipeline from Eastern Siberia to China that would deliver 38 billion
cubic meters (bem) of gas each year when fully operational. Many Russian and Chinese analysts seized upon

the deal as concrete evidence of an emerging Sino-Russian partnership set to challenge the established U.S.-
led order.?

Moscow and Beijing then announced in November 2014 a non-binding agreement for an additional pipeline
from Western Siberia that aimed to deliver further gas to China.* Construction for the Eastern pipeline
began in June 2015.° It remains to be seen whether the two countries will be able to come to a formal
agreement for the second pipeline, although accounts in the media reported that China had put discussions
on hold in 2015 due to pricing concerns and a slowdown in demand for natural gas in China.®

'The May 2014 gas deal, coming at a time when relations between Russia and the West are at a post-Cold
War ebb as a result of the ongoing crisis in Ukraine, seemingly demonstrates that Beijing and Moscow are
closer partners than ever. Russia now views China as its “reliable friend” and “undoubtedly [its] diplomatic
priority,”” according to Russian President Vladimir Putin. China, for its part, is becoming more self-confident
on the international stage as it adjusts to its new role as a global superpower and is increasingly contesting
U.S. leadership in a host of areas.

Are these developments part of a strategic shift in Sino-Russian relations and the global balance of power?
Could Russia and China be ready to construct a formidable alliance to challenge the United States and
Europe? Or should we view the agreement in simpler economic terms? The commodity export-driven
Russian economy faces a number of structural challenges, exacerbated by the collapse of the global oil price
in late 2014 and the deterioration of its relations with the West. Is Moscow, in moving away from Europe
and looking east to China and a rising Asia, making a bold but necessary move to lock in Russia’s future
prosperity? For China, meanwhile, the deal should in theory help to meet the voracious energy needs that
tuel its economic development. But does a closer relationship with Russia benefit or hinder Beijing? Do the
economic drivers of the deal line up for either country?

'This Policy Report finds that the Russia-China natural gas deal is a significant strategic development but
not a game-changer in either Russia-China relations or the global geopolitical environment. The deal is the
latest in a series of political, economic, and military developments between the two countries over more
than two decades that illustrate a stronger and more integrated Russia-China relationship. But of far greater
significance than the agreement to the global energy landscape and to international relations has been the
collapse in energy prices and the slowing energy demand from China that has transformed the landscape since
the gas deal was concluded. Rather than a bold strategic transformation, the ongoing difficulties surrounding
implementation of the gas deal reflect more closely these seismic changes, as well as the delicate and complex
nature of modern Russia-China relations.

'The Russia-China relationship isn't a full-fledged alliance and is unlikely to become one. Fundamental
limitations in Russia-China relations make the two countries ill-fitting strategic partners. China’s power
and influence now significantly outranks its Russian counterpart. The gas deal and Russia’s growing role as
a supplier state to China have merely exacerbated this trend and the country’s growing inferiority complex
with China that accompanies it. Competition between the two countries for power and resources in Central



Asia, Moscow’s increased isolationism, the precarious state of Russia’s economy, the volatile global energy
landscape, and a host of other internal and external challenges for both countries mean that Russia and
China face a difficult challenge in navigating a bilateral relationship based on cooperation, not conflict.

'The United States and Europe must remain attentive to developments in relations between Russia and
China. However, they should also react sensibly. The Russia-China partnership seems to be creating as
many challenges for both countries as it is common solutions. Meanwhile, the collapse of the global oil
price has demonstrated that Russia’s foreign policy options are severely limited. The United States and the
EU must instead initiate strong policy initiatives to improve their balance of power positions, notably by
redressing Europe’s energy relationship with Russia which currently constrains a strong European foreign
policy, and strengthening the transatlantic partnership to promote global stability.

'This report first provides a brief overview of the evolution of the Russia-China relationship since 1991,
examining cooperation in diplomatic, economic, and military relations. It then utilizes this historical
context to provide an assessment of the May 2014 gas deal, as well as the policy implications for the United
States and Europe.

OVERVIEW OF RUSSIA-CHINA RELATIONS IN THE POST-COLD WAR ERA

'The evolution of the Russia-China relationship over the past quarter of a century has been marked by as
many policy failures as successes. The Russia-China gas deal is the most recent and most high-profile in a
series of energy agreements that have formed the cornerstone of the two countries’ developing relationship
since 1991. Nevertheless, comprehensive bilateral energy cooperation has still not been achieved, while the
two countries have mostly failed to expand economic cooperation into other areas. China’s rapid growth
during this period also means that its size and influence looms increasingly large over its neighbor, even
more so as Russia’s economy faces a period of sustained decline. High-level diplomatic ties have gone
from strength-to-strength under successive administrations, but disguise wider historical, cultural, and
political differences that in the future may supersede these achievements. While the two countries have
also improved understanding among the two countries’ militaries, both countries retain their own distinct
security interests which preclude a closer strategic relationship. Despite specific and tangible advances in
the past 25 years, the uneven evolution and complex nature of modern relations mean that the long-term
tuture of the Russia-China relationship remains uncertain.

Diplomatic Relations

'The notion that a Russian president could today call China his country’s “reliable friend” and “diplomatic
priority” may have seemed fanciful in 1991. Bitter rivals throughout much of the Cold War, the fall of
the Soviet Union did not make prospects for relations between the two countries more assured. The new
Russian Federation was keen on integrating itself with the West, while China’s transition was not yet
guaranteed and its mistrustful leaders viewed Russia’s embryonic state with some suspicion.® However,
both countries recognized that rebuilding bilateral ties could return a range of political and economic
benefits. Cooperative efforts may have yielded only a small portion of the bilateral relationship’s considerable
potential. Nevertheless, in recent years the two countries’interests have begun to converge in some, though
not all, areas, providing a more solid base for future ties.

China officially recognized the new Russian Federation on December 27, 1991, beginning a process of
diplomatic activism by both countries. Several presidential delegations were led in the early 1990s by both
sides, culminating in a “Strategic Partnership Agreement” in 1996 that pledged “a partnership of strategic
coordination based on equality and mutual benefit and oriented toward the 21st century.”? The rhetoric of
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this agreement was not matched by its substantive elements, which were relatively sparse. However, it did
establish mechanisms for high-level consultation, including provisions for annual presidential meetings
and the creation of a communication hotline between Moscow and Beijing.'

'The agreement set the stage for closer government-to-government ties, later elevated with the bilateral
“Treaty for Good Neighborliness, Friendship, and Cooperation”in 2001 that pledged extensive cooperation
in energy and military affairs, and vowed to reshape the prevailing U.S.-oriented international order.™
Meanwhile, the formation in 2001 of the Shanghai Cooperation Organization (SCO), a regional security
group that recently accepted India and Pakistan as its latest members, deepened cooperation in areas such
as counter-terrorism and border cooperation, and provided another vehicle to hedge against U.S. and
Western norms and practices.’ Other regional forums including ASEAN, the Asia-Pacific Economic
Cooperation (APEC) forum, and the BRICS grouping have also broadened bilateral cooperation within

the framework of Asia’s multilateral institutions.

As Russia’s hopes for integration with the West slowly faded during the 1990s and China became more
active on the international stage, the two countries began to cooperate on specific international issues,
usually in opposition to Western- or American-led military or diplomatic actions. During the 1990s,
the two sides joined forces on issues including opposition to NATO’s intervention in Kosovo and U.S.
missile defense plans.”® The U.S. invasion of Iraq in 2003 further united the two countries in opposition to
perceived American expansionism. This trend continued under the Obama administration with Moscow
and Beijing disapproving of various events including NATO’s 2011 intervention in Libya.™

Bilateral relations took on additional significance in the wake of the unfolding crisis in Ukraine that began
in 2013. While not involving itself politically or militarily in Russia’s affairs, Beijing has tacitly endorsed
Russia’s actions during the crisis by refusing to take sides in the conflict. Indeed, it has used the crisis to
advance its national interest — seeking to deepen its economic and political cooperation with Russia and
effectively diverting U.S. attention from the Asia-Pacific. ® As Moscow has sought to carve out a new role
tor itself in world affairs in defiance of the West, Beijing has often sided with Russia in various multilateral
torums and voiced its support for a “multipolar” international order.

'The current geopolitical environment, however, reflects the clear limits of Sino-Russian cooperation. With
its weak and fragile economy, Russia is viewed by Beijing as a useful balancer in its relations with the
United States, rather than a key player in the future of the international order.® With the United States,
meanwhile, China has called for a “new type of great power relations.” Beyond trade and investment,
Beijing is aware of Washington’s military and diplomatic preponderance in Asia. Its leaders believe that
the United States remains the key variable in their ambitions to realize President Xi’s “Chinese dream”"’
to rejuvenate the country. In Russia’s case, it remains a Europe-centric power. While it has much to gain
in deepening ties with Beijing, Moscow can ill afford to break away fully from the EU given its deep links

with Europe and the precarious state of its economy — in spite of its recent behavior.

Economic Relations

Economic relations between Russia and China have been developed substantially in the post-Cold War
era and include significant achievements to elevate trade and investment links. However, where significant
cooperation has taken place, it has largely been confined to the energy sphere. Attempts to diversify the
bilateral trade relationship have been largely unsuccessful, with Chinese acquisitions of Russian raw materials
dominating the trade. China’s extraordinary economic rise during this period, Russia’s accompanied decline,
and the wealth of energy options that Beijing now sources throughout the Asia-Pacific have handed
Beijing considerable negotiating power. The increasingly unbalanced nature of economic relations could



have negative consequences for the long-term stability of Russia-China ties.

Going back to 1991, the Russian and Chinese economies were almost identical in size, and bilateral trade
in that year was valued at a paltry $3.9 billion. While both countries continued to prioritize relations with
the West, they also recognized the value closer economic ties would bring and by 1997, trade value had
already increased 50 percent from six years earlier.”® This trend continued with Russian exports to China
soaring from $5 billion in 2000 to over $35 billion in 2012. Meanwhile, foreign direct investment (FDI)
by Chinese companies in Russia increased forty times between 2004 and 2012 to $4.9 billion.*

Economic ties have developed predominantly in the energy sector, with Russia seeking to capitalize on
rising global energy commodity prices and intensifying demand in Asia. It is no coincidence that Russian
mineral fuel exports to China surged from seven percent of total exports to that country in 2000, up to 70
percent by 2012.%! Beyond oil and gas, China has also imported large amounts of Russian timber, while
Moscow recently outlined plans to quadruple its current coal supply to China.*

'The trade volume between Russia and China touched $90 billion in 2012, and Moscow and Beijing recently
set an ambitious target of elevating the trade volume to $200 billion by 2020.% However, an economic
slowdown in both Russia and China in 2015 means that the two countries may struggle to meet even their
current targets in the coming years. Bilateral trade reached only $30 billion in the first six months of 2015,
largely because of a reduced Chinese demand for Russian 0il.** In any event, occasional headline-making
agreements with China should not disguise the fact that energy and economic ties are unbalanced and
overstated.

Russia’s energy infrastructure continues to serve the European market, while China has developed a range
of cheaper, more reliable energy options across the Asia-Pacific. Russian gas exports to the whole of Asia,
for example, accounted for just seven percent of its total gas exports in 2010.* In the same year, China
imported only six percent of its total oil imports from Russia.?® Meanwhile, cooperation in other areas
such as manufacturing has been almost non-existent.” Despite some advances, a poor investment climate
in Russia has also restricted largescale Chinese investment in the country, notably in Russia’s sparsely
populated Far East which remains hostile to Chinese “infiltration.””® FDI by Russian companies in China,
meanwhile, has not been in meaningful evidence since 1991.

Moscow has spoken about the unbalanced nature of economic relations, with even President Putin
expressing his concern in 2006 over the “raw material bias of Russian exports” to China.?” Reliance on
China to import its raw materials leaves Moscow hostage to Chinese demand and diminishes its leverage
with Beijing. China’s enormous size and heft — as early as 2003, China’s economy today had grown to three
times the size of the Russian economy, and continues to widen* — also puts Beijing in a dominant position
in economic relations. China became Russia’s largest individual trading partner in 2010 (although the EU
collectively remains by far its largest), while Russia was only China’s 14th largest trading partner, behind all
the major global economies and many regional players.*

The dramatic collapse in the global oil price in 2014 has further debilitated Russia’s economy and its
balance-of-power position with respect to China and the world. Forecasts from the European Bank for
Reconstruction and Development predict that Russia’s economy will contract by around 4.5 percent in
2015 and a further 1.8 percent in 2016.% 'This has had a knock-on effect on the value of the Russian rouble,
with the country’s currency having lost around 50 percent of its value since early 2014. Imports of goods,
services and technologies have become more expensive, although the weak rouble has allowed some sectors,
such as agriculture, to benefit from more competitive exports. ** Meanwhile, multilateral sanctions imposed
by Western countries in response to the Ukraine crisis have restricted Russian access to Western financing
for infrastructure projects.* These developments place an additional and unrealistic burden on Russia-



China economic cooperation to revitalize the Russian economy. Indeed, if Russia is to deepen its economic
partnership with China, it will increasingly have to do so on China’s terms. As China’s Vice President Li
Yuanchao bluntly articulated on a visit to Moscow in May 2014: “You have the land and the resources, and
we have the people and the money.”

Finally, Russia and China also find themselves increasingly in competition over resources in Central Asia.
Extraordinary Chinese energy cooperation with Central Asian countries in recent years has established it
as a significant presence in the region and given Beijing strategic bandwidth in its quest for energy security.
In 2012, Beijing’s trade volumes with Central Asia were reported by Chinese media to have reached $46
billion, a 100-fold increase since the region’s independence from the Soviet Union a quarter of a century
ago.* Politically, Beijing can extend significant leverage over countries in this region and has been able to
negotiate lower prices for gas than those that Russia demands. Given Russia’s interests in maintaining or
expanding its sphere of influence, Central Asia is likely to be a key battleground for the two countries in
the coming decades. As Russian political scientist Dmitri Trenin noted, “Chinese-led projects are changing
the face of Eurasia more than anything since the days of Genghis Khan.”’

Military Relations

Developments in Russia-China military ties in the post-Cold War era have been tentative and illustrate the
cautious evolution of the bilateral relationship. Russia has at various times sold China a range of weapons
and helped to modernize China’s military. The two countries have also integrated military-to-military ties
and worked together on issues of common interest such as counter-terrorism. However, the two countries
have made little progress in coordinating overall military doctrine and continue to guard their own military
capabilities because of underlying suspicions over each other’s long-term intentions.

'These misgivings have their roots in history. Fractious relations between the Soviet Union and China during
the Cold War brought the two countries to the brink of war in 1969. It was not until a high-level Chinese
military delegation travelled to Moscow in 1990 that military ties were formally reestablished, as part of an
overall normalizing of relations.*® As part of these efforts, both countries sought to reduce mutual suspicion
and instill military-to-military confidence, including by mutually reducing force numbers along the disputed
Sino-Russian border and by establishing various mechanisms for high-level consultation.* Steady progress
in military-to-military ties led to the first ever joint military exercises between the two countries in 2005.
Further joint exercises have followed in subsequent years that have improved understanding and served as
a useful display to the world of their respective capabilities.*

'The Russian government also identified an opportunity in the post-Cold War era to enhance its military
export relationship with China. The country’s greatly diminished military and its dire economic fortunes
throughout the 1990s meant that Russia’s arms industry had to become reliant on foreign contracts to
survive.*! Moscow agreed to contracts with Beijing for advanced aircraft, submarines, weapons systems,
and military applications throughout the decade, thereby playing a fundamental role in China’s military
modernization.*” However, Russian arms sales to China began to diminish in the early 2000s as Russia’s
sustained economic revival gave the Kremlin greater flexibility in its foreign policy. The rapidly enhanced
capabilities of Beijing’s military may also have revived the historic notion in Moscow of a China “threat”
and forced Moscow to rethink its sales strategy. In addition, Russia developed concerns over Chinese
“reverse engineering” of its weapons systems, with Beijing accused of acquiring Russian technology purely
for research and development purposes.” While China retained a considerable interest in Russian military
technology, it did not place a significant order between 2005 and 2011.* In 2012, however, Russia reversed
its export strategy again.



Moscow has concluded several high-profile agreements with China since 2012, including the sale of aircraft
and submarines, and its most advanced surface-to-air missile (SAM) defense system, the S-400.* Recent
analysis of these sales has suggested they may form part of a concerted Russia-China military strategy
aimed at impeding U.S. interests.* A more realistic explanation is that Moscow’s options have been limited
by its struggling economy, a view supported by the pattern above in which Russia has flip-flopped on its
military export policy depending on the overall health of its economy.

Efforts to upgrade strategic cooperation have been similarly uneven. Russia and China have worked
together to combat extremist threats in Asia, primarily through the SCO.*” However, Russia retains
its own regional security bloc, the Collective Security Treaty Organization (CSTO)* — which does not
include China — as its preferred mechanism for cooperation in Eurasia, viewing the SCO largely as a
vehicle for Chinese ambitions in Central Asia. The two countries have also retained their own distinct
military doctrines throughout the post-Cold War period. In nuclear strategy, for example, Moscow has
closely guarded its strategic force capabilities and plans in relations with Beijing because of concerns over
its defenses against China.*” Many of Russia’s tactical nuclear weapons are indeed believed to be pointed
at China.® Meanwhile, pledges in various treaties to work together to challenge the U.S.-led international
order have yielded little meaningful collaboration.”

'The absence of coordination in military strategy stands in contrast to both countries’ independent efforts
to modernize their militaries. Both countries seek an enhanced role in international affairs, but in pursuing
these ambitions their interests are arguably more likely to collide than align. China’s interests in expanding
its influence in the Asia-Pacific is well documented, and it does not share Russia’s proclivity toward open
confrontation with the West. Meanwhile, Russia remains uncertain of Chinese intentions — similar to
almost all countries in the Asia-Pacific. Strategic competition with China in Central Asia and Russia’s
ongoing role in helping to drive China’s military modernization may exacerbate these fears. In any case,
military cooperation between the two countries is likely to be governed in the long run by greater political
and economic forces. Considering the power and resources of both countries’ militaries, a deterioration in
relations could have grave consequences for global stability.

THE 2014 RUSSIA-CHINA GAS DEAL: ONE YEAR ON

The natural gas agreement signed by Russia and China in May 2014 was seen by the two countries as
a symbol of a remarkable transformation in bilateral relations in the post-Cold War era. However, the
analysis of Russia-China relations above reveals the continued limitations of the bilateral relationship.
Economic relations continue to drive the partnership, but these are dominated by Russian energy exports
to China. Meanwhile, diplomatic ties are characterized by a hyperbolic rhetoric that overstates the progress
that the two countries have made in developing their relations. The gas deal will not significantly aftect
the status of Russia-China relations or indeed the global economic environment. Russia will continue to
export the vast majority of its oil and gas to Europe for the foreseeable future, while China has developed a
range of energy options elsewhere that preclude it from relying on any one country. Events that have taken
place since the gas deal was concluded, including a precipitous drop in the global oil price and economic
slowdowns in both Russia and China, also mean that the gas deal looks far less appealing than in 2014.

Background

'The May 2014 deal saw Russia’s state-controlled energy giant Gazprom pledge to deliver up to 38 bem
of natural gas from Eastern Siberia to China for 30 years from 2019. The agreement was the product of
ten years of negotiations that began in 2004, guided by the framework of an “Agreement of Strategic
Cooperation” signed by China’s state-owned CNPC and Gazprom in that year. Moscow and Beijing



identified two possible routes to deliver gas to China, from both Eastern and Western Siberia. Although
Russia preferred the Western route (which Russia viewed as being easier and less costly to establish), the
two parties eventually prioritized the route from Eastern Siberia that could supply 38 bem of gas per year
to China when fully operational.*

Final go-ahead for the pipeline, however took ten years, in large part due to a disagreement over pricing.
Gazprom sought to link pricing to its exports to Europe, while Beijing believed it could buy cheaper gas
elsewhere and set about expanding its energy cooperation with Central Asian countries, with whom it was
able to negotiate gas prices lower than comparative Russian exports to Europe.®

Reports in 2013 indicated that China and Russia had agreed to structural terms on a potential deal, but
remained deadlocked over the pricing issue.’* However, the crisis in Ukraine that began in late 2013 seems
to have provided the impetus to finally conclude the deal. The conflict caused a severe deterioration in
relations between Russia and the West, leading to U.S. and European economic sanctions on Russia and
increased calls in Europe to reduce its energy dependence on Russia. These developments seem to have
prompted President Putin to push through the gas deal with China as a show of strength to domestic
and international audiences. Although the official terms were kept secret, media accounts reported that
the agreed price was around $350 per thousand cubic meters — comparable to average prices for Russia’s
European customers.” The agreement also included stipulations for Chinese investment of up to $45
billion per year for energy production and exploration in Russia’s Far East.*

Recent Developments

'The agreement was seen by both countries as further evidence of the deepening Russia-China partnership
and arguably a gateway towards a full-scale strategic partnership. This was supposedly illustrated in a new
November 2014 non-binding framework agreement between Russia and China for a second so-called “Altai”
pipeline that would deliver an additional 30 bem of gas from Western Siberia to China.’” Implementation
of the second agreement, in addition to the Eastern route, would mark a sizable achievement. However,
the “Altai” agreement, being non-binding in nature, must be distinguished carefully from the officially
concluded, binding “Power of Siberia” deal. The Western route establishes no firm commitment from either
side, while few of the proposed deal’s elements appear to line up for both countries. In addition, recent
developments for both routes suggest that such grand ambitions are likely to be misplaced.

More than a year on from the May 2014 deal, a number of developments have placed doubt on the
long-term viability of the “Power of Siberia” pipeline. First, it transpired that the contract for the Eastern
pipeline had not been fully finalized at its signing. Instead, the initial contract was contingent on an
intergovernmental agreement that Russia’s parliament needed to ratify.” That in itself was not necessarily
alarming, but the fact the deal was only approved by the State Duma and the Federation Council a full year
after signing in May 2015 should have been of concern. Supposedly a diplomatic and economic priority,
construction of the “Power of Siberia” pipeline only began on June 29, 2015.

Throughout the intervening period, Russia had pushed for the conclusion of an agreement for the “Altai”
pipeline. Moscow even argued that the two countries could prioritize the Western route as it could be
built “more quickly,” since Russia already possesses the necessary infrastructure in that region.”” Reuters
even reported that Russia could seek to postpone development of the “Power of Siberia” pipeline until
completion of the proposed Western route.®® However, these plans appeared to have been soundly rebufted
by Beijing. China’s state media reported that discussions for the Western route had been put indefinitely
on hold, largely due to Chinese pricing and demand concerns.®



Both deals have also been called into question because of external developments that have occurred since
the deal was agreed. The collapse in the global oil price in 2014-15 has put many of Russia’s energy projects
in jeopardy, including the proposed routes to China. Oil prices fell sharply to lows of around $50-60 per
barrel (down from around $100 per barrel earlier in the year) in late 2014, severely affecting government
revenues which rely heavily on taxes and duties of the country’s oil and gas.®? The price agreed for the
“Power of Siberia” pipeline — like many of Russia’s gas contracts with Europe — is believed to be linked to
the price of 0il.** If that is the case, the deal no longer looks so smart for Russia and could cost the country
a sizable long-term revenue stream. Meanwhile, China also appears to be suffering from an economic
slowdown — official figures from Beijing for 2015 recorded growth of 6.9 percent for the first three quarters
of 2015, with growth expected to fall again in 2016.* China’s slowdown is also sucking the growth out of
countries across East Asia® as well as partners such as Russia. Given all these developments, and given the
significant investment required to complete the eastern pipeline, it is hardly surprising that some analysts
have suggested that the deal could be renegotiated.®

Many observers were watching closely during Russian President Vladimir Putin’s visit to China in
September 2015 for any announcements on the progress of either pipeline. However, in what seemed
a neat encapsulation of the effect of recent events on the bilateral relationship, the gas deals were said
to have been barely discussed. Instead, coverage centered on the significant reduction in bilateral trade
flows between the two countries in 2015, with the slowdown in China having negatively affected Chinese
demand for Russian oil.*

Expectations and Ramifications

Considering the fanfare among officials from both parties at the signing of the May 2014 agreement, the
slow-moving developments for the pipeline ought to have come as a surprise. In reality, these developments
accurately reflect the rapidly-evolving nature of the global energy environment and also the complicated
nature of Russia-China relations. With the collapse of the global oil price, Russia now looks to be in a
significantly weaker position than at the time the agreement was signed. The oil price crash has weakened
Russia’s economy and the ability of the Kremlin to pursue its preferred foreign policy options, including
in energy. This may explain Russia’s abortive push for the Western route that is both cheaper and less
complicated. China, however, has been able to develop a range of options in the Asia-Pacific and drives a
hard bargain. It will only pursue a deal if it makes economic sense.

The May 2014 agreement initially appeared to have provided Russia with a reminder to the West that it
has options beyond Europe in today’s fractured geopolitical environment — of great importance to Russian
President Vladimir Putin from both a domestic and international standpoint.®® Agreements with China
are particularly important in light of sanctions initiated by Western countries in response to the Ukraine
crisis that currently deny Russian companies access to key technologies, services, and loans that are critical
to development.®’ In response, Russia now appears willing to open up its energy sector to Chinese equity
investment, a move that could provide a welcome financial and technological boost to the sector but also
one that represents a significant break from tradition.”

However, the May 2014 agreement will not precipitate a sea-change in the global energy environment nor
in Russia or China’s energy relations. Should Russia fulfil the demands of the May 2014 deal, it would still
only be supplying to China less than a quarter of the natural gas it sells to Europe.” China’s agreements
with countries in Central Asia also significantly outrank the May 2014 agreement.”? The fall in global
energy prices also means that it is not clear whether the stipulations in the May 2014 deal are still relevant
— it is possible that the terms of the deal could actually be renegotiated, a scenario perhaps made more likely
in light of the fact that the official price of the contract was never officially disclosed.



Meanwhile, the proposed western route favored by Russia is much less of a priority for Beijing given
China’s existing agreements with Central Asia. If both pipelines were ever to be finished — and this appears
at best uncertain — a combined total of 68 bem of Russian gas would also pale in comparison to the 160
bem of gas that Russia supplied to its European customers in 2013.7

Compounding these developments, economic and political disparities that favor China have actually
increased following the May 2014 deal. Russia’s role as a supplier state is only becoming more entrenched
with every energy deal, and China’s economic status means that Beijing remains the power-broker in the
relationship. The fall in oil prices and the precarious state of Russia’s economy only enhances Beijing’s
position, while hampering Moscow’s efforts to restore the country to global superpower status. Russia’s
heavily integrated economic relationship with Europe also means that Moscow will find it extraordinarily
difficult to truly “pivot” to Asia even in the long-term. A little more than a year after the gas agreement was
signed to so much fanfare, the case for the deal — and the Russia-China alliance for that matter — looks less
and less compelling.

STRATEGICIMPLICATIONS AND RECOMMENDATIONS FORUS AND EUROPEAN
POLICYMAKERS

‘Russia, I think, has always had a Janus-like quality, both looking east and west, and I think President
Putin represents a deep strain in Russia that is probably harmful to Russia over the long term, but in

the short term can be politically popular at home and very troublesome abroad.”
- U.S. President Barack Obama, October 2,2014.7

'The Russia-China natural gas agreement is the latest in a series of political, economic, and military
developments between the two countries over more than two decades that illustrate a stronger and more
integrated Russia-China relationship. Reflective of U.S. President Barack Obama’s assertion above, the
generally positive evolution of bilateral relations seems set to continue in the short term as ties between
Russia and the West decline and Moscow looks eastwards to revive its economy. China’s interests in
challenging the United States and the established international order mean that deepening relations with
Russia also makes strategic sense for Beijing.

However, the United States and Europe should not overreact to the hyperbolic rhetoric which characterizes
high-level Russia-China ties and which continues to surround the May 2014 gas deal. The Russia-China
relationship isn’t a full-fledged alliance and is unlikely to become one. Moreover, the economic drivers that
govern relations are increasingly in question, with both countries experiencing a slowdown in economic
growth which has already hit the bilateral trading relationship. U.S. and EU policymakers must instead
take clear steps to redress the balance of power in Eurasia, notably by reducing the EU’s dependence on
Russian energy and reenergizing the transatlantic relationship. They should keep a watchful eye on relations
between Moscow and Beijing, but they should also be reassured that the Russia-China relationship seems
to be creating as many problems as solutions. Indeed, underlying structural issues are casting increasing
doubt on the long-term viability of ties.

The Russia-China relationship is, at its core, a limited partnership based on pragmatism and economic
interest. Where their interests converge, for example in energy, the two countries have struck up a useful
— if imperfect — relationship. Limited developments in other areas, such as in military coordination,
turther evidence the difficulties the two countries face in working together when faced with separate or
conflicting interests. Moreover, increased Russian isolationism from the West could have negative long-
term implications that China is unlikely or even unwilling to compensate for.



Fundamental limitations in Russia-China relations make the two countries ill-fitting strategic partners. For
Russia, the May 2014 gas deal and the non-binding follow-up “Altai” agreement are attempts to illustrate
to the United States and Europe that it has some degree of flexibility in its foreign policy. However, the
events of the following twelve months have bluntly demonstrated that these options are limited. The
collapse in the global oil price means that the Kremlin must now make up shortfalls of billions of dollars
of revenue. And arguably Russia’s most important financial asset, Gazprom, now faces unprecedented
challenges: falling energy prices, lack of investment, and weak global demand mean that the energy giant
is expected to produce an all-time low volume of gas in 2015 as a public company.” In any case, Russia
will continue to export the vast majority of its oil and gas to Europe for the foreseeable future and cannot
afford to pivot away from Europe. Its efforts to use China as a foil for competition with European markets
remain unconvincing and may even have unnerved Beijing, potentially leading to further delays in Russia’s
grand energy plans with China.”

Chinese foreign policy, after all, is predicated along narrow, self-interested lines. In assuring its energy
security, China has pursued a variety of options throughout Asia, but has generally bypassed Russia in
favor of cheaper, more reliable and less complicated options. The problematic negotiations that continue
to surround both the “Power of Siberia” and “Altai” pipelines illustrate the complexity for China of doing
business with its Russian counterpart. In the security realm, Beijing’s assertive actions in in the East China
and South China Seas illustrate that it is willing to pursue its own security interests even at the expense of
its international reputation. But few, if any, Russian and Chinese security interests coalesce in this manner,
and in some cases they are actively hostile to each other. To be sure, neither Russia nor China would
consider significant economic or political sacrifices in the name of their bilateral relationship, in contrast
to some Western political alliances.

Other challenges complicate developments. Russia’s fear and mistrust of China is a product of history but,
given China’s recent rise and Russia’s declining population, is a modern problem too. China’s behavior in
the coming years is also likely to become more unpredictable as it shores up its regional economic and
security interests, potentially stoking fears in Russia and throughout the Asia-Pacific about its intentions.
Chinese President Xi Jinping’s strong stance in foreign affairs has already taken many in the international
community by surprise.” This is also true given that China’s new status as the leading economic rival to the
United States has put Russia definitively in the shade. As Bobo Lo, associate fellow at Chatham House,
argues, “the real threat [for Russia] is [that] China’s rise will lead to Russia’s steady marginalization from
regional and global decision making.””®

President Putin’s actions in Ukraine — which are economically and politically self-inflicting — may well
be a reflection of his own desires to return Russia to its traditional rank of global superpower. Another
explanation could simply be that the Kremlin requires an external enemy to rally the domestic elites
and population around it.”” Regardless of its motivation, Russia has consistently been willing to go to
extraordinary lengths to preserve its political power in countries within its sphere of influence, as seen
in Ukraine. It may do so again, possibly in direct competition with China — Central Asia, for example, is
a venue that is already inviting competition between the countries and is likely to be a key battleground
in the future. The uncertainty of China’s long-term intentions could also stoke fears in Russia’s Far East,
where it shares a border with China.

Developments in Ukraine and the Middle East continue to require immediate, high-level attention for
U.S. and European policymakers. Nevertheless, Western leaders must also consider the broader strategic
picture. The crisis in Ukraine has altered the geostrategic landscape, but the outcome of the crisis and the
course of future Russian behavior is likely to depend on the balance of power. Correctly charting the course
of Russia-China relations, therefore, could have a profound impact on the future of the international order.
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The recommendations below seek to address these concerns.

Prospects for Russia-China relations: Considering China’s rise and Russia’s accompanied decline, Russia’s
role in fueling the Chinese economic miracle as a supplier state, and increasing Sino-Russian competition
in Central Asia, growing tensions in the bilateral relationship can be expected in the decades to come. The
United States and Europe should be attentive to developments in Russia-China relations — especially in
energy — but they need not panic. Russia and China may no longer consider themselves ideological rivals,
but both seek an enhanced role in international affairs — possibly at the expense of each other. Still, Russia
and China are thinking strategically about their interests and their long-term plans. The United States and
Europe should do the same, in particular by improving the EU’s energy balance-of-power relationship
with Russia and reenergizing and providing greater direction to the transatlantic partnership. Establishing
a more unified transatlantic voice in international relations would provide the foundation for a sensible,
long-term approach to the Russia-China relationship.

Strategic Response: Russia’s aggression in Ukraine and its approach to the crisis in Syria are issues that
continue to require immediate, high-level attention. However, U.S. and European leaders must also focus
on the broader picture. The outcome of the Ukraine crisis and the course of future Russian behavior will
depend on the balance of power. Russia in the short term has been severely weakened by the collapse
in the global oil price. However, its long-term power position will be shaped by its energy position and
its relations with Europe and China. Moscow in particular has declared its intent to make use of the
advantages presented in Asia at the expense of Europe. U.S. and European leaders must focus on these
strategic issues as well.

The Balance of Energy Power: The United States and Europe should work harder and act more decisively
to improve their balance of power positions with respect to energy. The United States is in good shape,
given its energy prospects. The EU is not in a good position;* addressing this must be a strategic priority.
Dependence on Russian energy exports makes it difficult for many European countries to support strong
responses to Russia’s aggression. The anti-trust case brought by the European Commission against Gazprom
in 2015 over alleged abuse of competition rules in the EU energy market,® commitments to solidify
Europe’s gas storage capacity as a hedge against potential Russian supply disruptions,® and the unveiling
of the EU “Energy Union” strategy® in February 2015 suggest that EU leaders are already heading in this

direction.

EU leaders should redouble these efforts. The scope for greater European oil and gas production is limited,
especially given the expected difficulties in extracting European shale gas reserves. However, capacity exists
to increase Europe’s Liquefied Natural Gas (LNG)-importing capacities, including from the United States.
Europe should prioritize new energy routes from Eastern Europe and Western Asia that exclude Russia,
and also discourage new Russian initiatives — under pressure from the EU, Moscow has already been forced
to cancel its proposed “South Stream” pipeline which aimed to transport Russian gas through the Black
Sea to Eastern Europe.®* Many EU gas contracts with Russia are also set to expire in the next few years,
which will provide member states with the option to diversify their supply.®®

Meanwhile, the historic accord struck in July 2015 between leading world powers and Tehran to limit that
country’s nuclear capability, in exchange for the lifting of international sanctions, will free up additional
capacity to import energy from Iran. The U.S. Congress is also deliberating the lifting of the U.S. oil export
ban, which could also help Europe to diversify its oil supply, although its prospects are uncertain.®

Room for Diplomacy: The United States and Europe must continue to push for a diplomatic solution to the
conflict in Ukraine. With a ceasefire finally in place, the two parties should work with Russia to implement
measures that prevent a re-escalation of hostilities, and look to establish a clear roadmap towards long-term
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peace in Ukraine. To make these efforts more credible, the United States and Europe should avoid actions
that unite Russia and China in opposition to Western interests. For example, economic sanctions against
Russia over Ukraine were important measures to deter Russia but have had the consequence of pushing
Russia and China closer together. Bolstering NATO’s presence in Eastern Europe was also an important
and reassuring strategic move but may cause greater long-term instability by triggering a counteractive
Russian response — unless these moves are matched by increased diplomatic efforts.

'The nuclear deal struck with Iran in July 2015 was an example of cooperation between Western powers and
Russia on an issue in which their respective interests converge that could serve as a model for improving
relations — although Russia’s unilateral actions in Syria are a separate demonstration of the complexity
of modern Western ties with Russia. The United States and Europe should explore various avenues for
cooperation with Russia, including in the Middle East, that could improve global stability and restore
trust. Reestablishing forms of cultural cooperation with Russia that have been cut in tit-for-tat measures
by both sides could also help. The restoration or expansion of student exchange programs, simplification of
tourist travel requirements, and similar forms of public diplomacy could promote cultural understanding
and reduce the prospects for a long-term deterioration of relations.®”

Concluding TTIP and TPP: U.S. and European leaders should re-double their efforts to complete
the Transatlantic Trade and Investment Partnership (T'TIP) and the Trans-Pacific Partnership (TPP),
proposed multilateral trade accords. T'TIP and TPP will mean the expansion of free-trade and international
economic standards across the breadth of Europe and the Asia-Pacific in line with Western interests. From
a geopolitical standpoint, the former deal should strengthen trans-Atlantic and intra-European political
solidarity, in particular by giving the West a more united front with respect to Russia.®® TTIP can also
bolster European energy security, by facilitating U.S. LNG exports to Europe largely restricted under
current U.S. regulations.®” Negotiations for the TPP were concluded in October 2015, with the deal now
awaiting ratification by the countries involved. Prospects for T'TIP are more uncertain, although negotiators
still hope to conclude the agreement under the current U.S. administration. Moving ahead on T'TIP would
be an important display of unity between the United States and the EU and demonstrate the continuing
strength and relevance of the transatlantic relationship.

CONCLUSION

'The Russia-China natural gas deal agreed in 2014 is a significant strategic development that forms part
of a deeper, broader Russia-China relationship in development since 1991. In cultivating their bilateral
relations, both countries are engaging in sound strategic policy. Russia is expanding its energy and security
options by developing its relations with Asia. China, for its part, is increasingly self-confident on the world
stage and has established a region-wide energy policy that supports this strategy.

But the ongoing difficulties surrounding the gas deal are symptomatic of the delicate and complex nature
of modern Russia-China relations. It is no longer clear that the deal meets the interests of both parties,
which may explain its complicated recent history. The Russia-China partnership is not, after all, one bound
by a common vision, but rather one borne of expedience. It is uncertain whether Russia and China will
remain friendly in the future, especially given the range of political and economic challenges that the two
countries already face.

Russia has identified its relations with China and Asia as critical to its future. However, should this be at the
expense of its economic relationship with Europe, it is difficult to see how Russia will benefit in the long-
term. Russia’s economic security will continue to be linked with Europe, a situation made more complex
by the collapse in oil prices. The loss of revenues resulting from the oil price crash has and will continue
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to limit Moscow’s foreign policy options until it either successfully diversifies the country’s economy or
energy prices recover to previous levels. The former will be difficult; the latter is uncertain.

As Russia faces the possibility of a sustained economic recession, the balance-of-power between Russia and
China — and Russia and the rest of world — is tilting away from Russia at the very time that its president
seeks a more powerful role in world affairs. In response to the Ukraine crisis, the EU is seeking to reduce its
dependence on Russian energy that limits European countries from supporting strong, unified responses
along with the United States in the face of Russian aggression. In addition, Russia’s gas agreements with
China will not come online for several years; while figures indicate that gas sales of Gazprom, Russia’s
largest supplier, to Europe, declined by 8.5 percent in 2014.” With overall trade between Russia and China

down significantly in the first half of 2015 due to a fall in Chinese demand, the health of the two countries’

economic relationship is increasingly open to question.

'The United States and Europe should keep a close eye on relations between Russia and China. However,
they should adopt a measured policy approach, identifying ways to redress Europe’s energy relations with
Russia and working to revitalize the transatlantic partnership. The Russia-China relationship, after all,
is one built on shaky foundations and it faces an uncertain future. A little more than a year after the gas
agreement was signed to so much fanfare, the case for the deal — and the Russia-China alliance —looks less
and less compelling.

13



10.
11.
12.

13.
14.

15.

16.
17.

18.

19.
20.
21.
22.
23.
24.

25.

26.

27.
28.

Jane Perlez, “China and Russia Reach 30-Year Gas Deal,” New York Times, May 21,2014.

“China, Russia to fully implement gas deal,” Xinhua, May 22, 2014.

An op-ed in RT, for example, proclaimed the “birth of a Eurasian century” consisting of an “expansive symbiosis of trade
and commerce across much of the Eurasian land mass — at the expense of the United States.” Pepe Escobar, “The birth of a
Eurasian century: Russia and China do Pipelineistan,” R7, May 20, 2014.

“Russia and China sign Framework Agreement on gas supplies via western route,” Gazprom, November 9, 2014.
“Construction of Chinese part of the Eastern Route of Russia-China Gas Pipeline commenced,” China National Petroleum
Corporation, June 30, 2015.

“PetroChina Suspends Natural Gas Contract with Russia,” CRI English, July 29, 2015.

“Interview: Russia sees expansion of ties with China undoubted diplomatic priority: Putin,” Xinkua, May 19, 2014.
Gilbert Rozman, “Sino-Russian Relations: Will the Strategic Partnership Endure?”, Demokratizatsiya, Vol. 6, No. 2, (1998),
396.

“China and Russia: partnership of strategic coordination,” Ministry of Foreign Affairs of the PRC.

“China and Russia: partnership of strategic coordination,” Ministry of Foreign Affairs of the PRC.

Patrick E. Tyler, “Russia and China Sign Friendship Pact,” New York Times, July 17,2001.

For example, the SCO has regularly adopted principles that pledge against Western “interference” and reject international
criticisms of member states’human rights practices. Marcel de Haas, “Russian-Chinese Security Relations Moscow’s Threat
from the East?” Netherlands Institute of International Relations Clingendael, Report No. 3, March 2013, 36.

de Haas, “Russian-Chinese Security Relations Moscow’s Threat from the East?”, 15.

With the notable exception of a brief period during President Obama and then-Russian President Dmitri Medvedev’s
“reset” in relations that was initiated in 2008, during which time the two leaders concluded several agreements. These
included, for example, the “New START” arms control treaty. On President Putin’s return to the Kremlin in 2012, relations
cooled considerably again.

U.S. foreign affairs expert Ian Bremmer, for example, argues that China is “the big winner [from the Ukraine crisis] —
everybody wants to work with them.” Jeremy Bender, “Here’s How The Ukraine Crisis Is Deepening Military Ties Between
China And Russia,” Business Insider, October 15, 2014.

Chen Weihua, “China-Russia-US triangle discussed in Washington,” China Daily USA, June 10,2014.

The “Chinese Dream” was announced by Chinese President Xi Jinping in 2013. According to President Xi, “the great
renewal of the Chinese nation is the greatest dream for the Chinese nation in modern history.” “Chinese Dream,” Xinbua,
(http://www.xinhuanet.com/english/special/chinesedream/), retrieved October 1, 2015).

Chen Qimao, “Sino-Russian relations after the break-up of the Soviet Union,” in Gennady Chufrin (ed.), Russia and Asia:
The Emerging Security Agenda, (SIPRI: Oxford University Press, 1999), 293-94.

Peter Coy, “Putin’s Shame: Russia Is Becoming China’s Junior Partner,” Bloomberg Businessweek, March 25, 2014.

“China media: Trade with Russia,” BBC News, October 23, 2013.

Coy, “Putin’s Shame: Russia Is Becoming China’s Junior Partner,” Bloomberg Businessweek, March 25, 2014.

Roman Goncharenko, “Moscow aims to trade energy for Chinese investment in Russia,” Deuzsche Welle, May 21,2014.
“Irade between Russia and China may reach $200 billion before 2020 - deputy PM,” Vaice of Russia, June 30, 2014.

Jane Perlez, Neil MacFarquhar, “Friendship Between Putin and Xi Becomes Strained as Economies Falter,” The New York
Times, September 3, 2015.

Jim Nichol, “Russian Political, Economic, and Security Issues and U.S. Interests,” Congressional Research Service, March
31,2014, 38.

Linda Jakobson, Paul Holtom, Dean Knox, Jingchao Peng, “China’s Energy and Security Relations with Russia: Hopes,
Frustrations and Uncertainties,” SIPRI Policy Paper No. 29, vii.

de Haas, “Russian-Chinese Security Relations Moscow’s Threat from the East?”, 14.

In 2011 and 2012, just one percent of the $24 billion of foreign investment in the Russian Far East originated from China.
Rens Lee, “The Russian Far East and China: Thoughts on Cross-Border Integration,” Foreign Policy Research Institute,
November 2013; Fears in Russia over Chinese migration in the Russia Far East region have been exacerbated by media

reports which have frequently exaggerated the number of Chinese migrants in the region. Maria Repnikova, Harley Balzer,

14



29.

30.

31.

32.

33.
34.

35.
36.
37.
38.
39.

40.

41.

42.

43.

44,

45.

46.

47.

48.

“Chinese Migration to Russia: Missed Opportunities,” Wilson Center, Eurasian Migration Papers, No. 3, 9.

Bobo Lo, Andy Rothman, “China and Russia: Common interests, contrasting perceptions,” CLSA Asia-Pacific Markets,
Asian Geopolitics Special Report, May 2006,” 14.

Peter Ferdinand, “Russia and China: Converging Responses to Globalization,” International Affairs, Vol. 83, No. 4, (2007),
657.

Dmitri Trenin, “True Partners? How Russia and China See Each Other,” Centre for European Reform, February 2012, 33.
“Russia’s economy falls in first quarter as woes mount,” BBC News, May 15, 2015.

Maria Kiselyova, Olga Sichkar, “Russia’s Rusagro toasts crisis as weak rouble boosts growth,” Reuters, September 29, 2015.
Russia’s dilapidated energy sector, for example, is estimated to require investments of $100 billion a year for 20 years to
maintain current productivity. “Energy Policies Beyond IEA Countries — Russia 2014,” International Energy Agency, Paris,
June 2014, 11.

Kathrin Hille, “Wooing China runs into difficulty in Russia Far East,” Financial Times, July 14,2014.

“Rising China, Sinking Russia,” 7he Economist, September 14, 2013.

Carrie Grace, “Brothers again? How deep is the Xi-Putin bromance?” BBC News, April 24,2015.

Jing-dong Yuan, “Sino-Russian Defense Ties: The View from Beijing,” in James Bellacqua (ed.), “The Future of China-
Russia Relations,” (The University Press of Kentucky, 2010), 207.

Paradorn Rangsimaporn, “Russia’s Debate on Military-Technological Cooperation with China: From Yeltsin to Putin,’
Asian Survey, Vol. 46, No. 3, (May/June 2006), 480.

Most recently, in May 2015 the two countries held their first ever joint naval exercises, described by Russia’s deputy defense

”

minister Anatoly Antonov as a reflection of a common understanding of “challenges and threats...[and] the need to
restructure the current world order.” Tom Parfitt, “Russia-China clinch tightens with joint navy exercises in Mediterranean,”
The Telegraph, May 11, 2015.

Alexander A. Pikayev, “Defence spending and procurement in post-Communist Russia,” in Andrew T. H. Tan, “The Global
Arms Trade: A Handbook,” (Routledge, 2010), 151.

China military specialist Dennis Blasko lists the following acquisitions by the Chinese military from Russia made by
1998: 40 or more Mi-17 helicopters, approximately 50 Su-27 fighter jets, at least 220 SA-10 surface-to-air missiles,
14 IL-76 transport aircraft, 3 KILO-Class Submarines, and 100 RD-33 aircraft engines. Dennis J. Blasko, “Evaluating
Chinese Military Procurement from Russia,” JFQ, (Autumn/Winter 1997-98), 91-2; In the 21st century, Jim Nichol of the
Congressional Research Service notes that Moscow has negotiated sales of more advanced Su-30 multi-use fighter aircraft,
Sovremenny-class destroyers, and licenses for the production of Su-27 aircraft, as well as other military applications to
Beijing. Jim Nichol, “Russian Military Reform and Defense Policy,” Congressional Research Service, August 24, 2011, 27,
meanwhile, SIPRI estimates that 90 percent of Beijing’s imported major conventional weapons between 1990 and 2010
were supplied by the Kremlin. Jakobson et al., “China’s Energy and Security Relations with Russia: Hopes, Frustrations, and
Uncertainties,” SIPRI Policy Paper 29, October 2011, vi.

China’s purchases of Russian Su-27s, for example, are believed to have provided the technology from which the People’s
Liberation Army (PLA) developed its own J-11 fighters. Yu Bin, “China-Russia Relations: Tales of Different Pivots,”
Comparative Connections, Vol. 14, No. 3, (January 2013), 140.

Jakobson et al, “China’s Energy and Security Relations with Russia: Hopes, Frustrations, and Uncertainties,” SIPRI Policy
Paper 29, October 2011, vi.

“Russia S-400 will increase China military capability,” Oxford Analytica: The Oxford Analytica Daily Brief, December 22,
2014.

Stephen Blank, “Shared Threat Perceptions Begin Renewal of Sino-Russian Arms Trade,” The Jamestown Foundation,
February 15,2013.

Both countries have specific interests in combating regional separatist movements — in Russia’s case, in Chechnya; for
China, its restive Uyghur population in China’s northwest. Kevin Ryan, “Russo-Chinese Defense Relations: The View from
Moscow,” in Bellacqua (ed.), “The Future of China-Russia Relations,” 189.

As political scientist Bobo Lo notes, “the CSTO['s]...one crowning virtue from Moscow’s point of view [is that] China is

not a member.” Bobo Lo, “Russia-China: Axis of Convenience,” Centre for European Reform, May 20, 2008.

15



49.

50.
51.

52.
53.
54.
55.

56.
57.
58.

59.
60.

61.

62.

63.
64.
65.
66.
67.

68.

69.

70.

71.

'The threat of a Chinese attack is considered especially significant given the size and capabilities of Russia’s land forces which
pale in comparison to those of the PLA. Andre de Nesnera, “Next US-Russia Arms Talks Could Involve Short-Range
Nuclear Weapons,” Voice of America, July 2,2013.

“China and Russia: Best frenemies,” 7he Economist, May 22, 2014.

Both the 1996 “Strategic Partnership Agreement”and the “Treaty for Good Neighborliness, Friendship,and Cooperation”in
2001 pledged cooperation in areas including joint opposition to U.S. missile defense plans, use of strategic nuclear weapons,
and anti-terrorism cooperation. Tyler, “Russia and China Sign Friendship Pact,” New York Times, July 17,2001; The treaty
is also alleged to have included secret appendices on common defense, military cooperation in space, and cooperation in
military technologies. de Haas, “Russian-Chinese Security Relations Moscow’s Threat from the East?”, p. 14.

“Russia’s Gazprom and CNPC agree terms on massive gas deal,” South China Morning Post, September 6, 2013.
“Turkmen gas exports to China to hit 65 bem/year by 2020,” Reuters, September 3,2013.

Alexei Anishchuk, “Gazprom, CNPC agree terms of big gas deal, except price,” Reuters, September 5,2013.

Anishchuk, “As Putin looks east, China and Russia sign $400-billion gas deal,” Reuters, May 21, 2014; Liu Yijun, professor
at the China University of Petroleum, noted that “the deal [reflected] the final compromises from the two country’s
enterprises, especially in the pricing method.” “China, Russia ink long-awaited gas deal,” Xinhua, May 22,2014.

David Koranyi, “Don’t Panic: Russia’s Energy Pivot to Asia and European Energy Security,” Atlantic Council, July 7,2014.
Alexei Anishchuk, “Russia, China ink framework deal on second major gas supply deal,” Reuzers, November 10, 2014.
Edward C. Chow, Michael Lelyveld, “Russia-China Gas Deal and Redeal,” Center for Strategic and International Studies,
May 11, 2015.

Chow, Lelyveld, “Russia-China Gas Deal and Redeal,” Center for Strategic and International Studies, May 11, 2015.
Denis Pinchuk, Svetlana Burmistrova, and Katya Golubkova, “Exclusive: Russia could postpone gas pipe to China touted
by Putin —sources,” Reuters, March 18, 2015.

While Russian Energy Minister Aleksandr Novak admitted in May 2015 that “there is still no agreement on the commercial
price” for this route. “Russia Yet to Reach Agreement on Price of Gas With China,” Oil and Gas Eurasia, May 11, 2015.
Mineral extraction taxes and export customs duties on oil and natural gas formed 50 percent of the federal government’s
budget in 2013. “Oil and natural gas sales accounted for 68% of Russia’s total export revenues in 2013,” U.S. Energy
Information Administration, July 23,2014; The country as a whole is estimated to lose about $2 billion in income for every
dollar fall in the oil price. Tim Bowler, “Falling oil prices: Who are the winners and losers?” BBC News, January 19, 2015.
Pinchuk et al., “Exclusive: Russia could postpone gas pipe to China touted by Putin —sources,” Reuzers, March 18, 2015.
Andrew Walker, “Will China’s economic slowdown be a bumpy ride?” BBC News, October 19, 2015.

Nicholas Owen, “As China weakens, recession stalks North Asia,” Reuters, October 21, 2015.

Perlez, MacFarquhar, “Friendship Between Putin and Xi Becomes Strained as Economies Falter,” 7he New York Times,
September 3,2015.

Perlez, MacFarquhar, “Friendship Between Putin and Xi Becomes Strained as Economies Falter,” 7he New York Times,
September 3,2015.

As Harvard University fellow Morena Skalamera notes, “if the European market was a question mark before the Ukrainian
crisis, now with sanctions, Putin needs China even more. Politically, it is important for Putin to show that the ‘Greater
Russia’ is back on the international scene and that it has other, non-Western options to restore its rightful place.” Perlez,
“China and Russia Reach 30-Year Gas Deal,” New York Times, May 21,2014,

Laura Schwartz, “Looking East Amid a Crisis to the West: Russia’s Energy Export Strategies: An Interview with Tatiana
Mitrova,” National Bureau of Asian Research, September 9, 2014.

Russia also agreed in June 2013 to sell equity stakes to CNPC in LNG and oil projects in East Siberia in moves that
signaled that Russia may be more willing open up its energy sector to Chinese equity investment. Jane Nakano, Edward C.
Chow, “Russia-China Natural Gas Agreement Crosses the Finish Line,” Center for Strategic and International Studies,
May 28, 2014; Reinforcing this view, Russia Deputy Prime Minister Arkady Dvorkovich stated in February 2015 that
“there are no [longer] political obstacles” to majority Chinese investment in its energy assets. Alexander Kolyandr, “Russia
Weighs Chinese Investment in Energy Reserves,” The Wall Street Journal, February 27, 2015.

“China’s junior ally in the Kremlin,” Financial Times, May 21,2014.

16



72.

73.
74.
75.

76.
77.

78.

79.

80.

81.

82.
83.

84.
85.

86.
87.

88.

89.

90.

China’s agreements with Turkmenistan are set to deliver a little short of double the proposed amount between Russia and
China through the “Power of Siberia” agreement. “Turkmen gas exports to China to hit 65 bem/year by 2020,” Reuters,
September 3,2013.

Meghan L. O’Sullivan, “New China-Russia Gas Pact Is No Big Deal,” Bloomberg View, November 14, 2014.

“An interview with the president,” The Economist, August 2, 2014.

Germain Moyon, “Russian energy giant Gazprom faces challenges as output slumps,” Agence France-Presse, August 16,
2015.

Chow, Lelyveld, “Russia-China Gas Deal and Redeal,” Center for Strategic and International Studies, May 11, 2015.
Many U.S. analysts had predicted that President Xi would maintain a focus on economic development. Instead, the Xi
administration’s has adopted a more combative stance in foreign affairs, such as in defending its interests in the East China
and South China Seas and in increasing the power of its nuclear forces after decades of maintaining minimal strategic
forces. David E. Sanger, William J. Broad, “China Making Some Missiles More Powerful,” New York Times, May 16, 2015.
Lo, “Russia-China: Axis of Convenience,” Centre for European Reform, May 20, 2008.

Stepan Kravchenko, “Putin Accuses U.S. of Blackmail, Weakening Global Order,” Bloomberg, October 25,2014.

If the EU fails to take decisive action to address its dependence on foreign energy, the Union may be reliant on foreign
imports for up 80 percent of its oil and gas by 2035. “EU plans to reduce Russian energy dependence,” Eurdctiv, March
21,2014.

“Antitrust: Commission sends Statement of Objections to Gazprom for alleged abuse of dominance on Central and Eastern
European gas supply markets,” European Commission, April 22, 2015.

“Conclusions of the European Council: 26/27, June 2014,” EUCO 79/14, June 27, 2014.

European Commission, “Energy Union,” (http://ec.europa.cu/priorities/energy-union/index_en.htm, retrieved September
25,2015).

Darya Korsunskaya, “Putin drops South Stream gas pipeline to EU, courts Turkey,” Reuters, December 1, 2014.

Vessela Tcherneva, Louisa Slavkova, and Chi Kong Chyong, “Europe’s alternatives to Russian gas,” European Council on
Foreign Relations, April 9, 2015.

Amy Harder, “House Votes to Lift Oil-Export Ban,” The Wall Street Journal, October 9, 2015.

A 2015 survey by the Pew Research Center found that opinions of each other among Russian and American citizens have
significantly worsened in the past few years, while Russia’s standing in the world has dipped considerably since the Ukraine
crisis began. Exchange programs and other forms of cooperation among U.S., EU and Russian citizens help to reduce
misconceptions among citizens and improve understanding. Bruce Stokes, “Russia, Putin Held in Low Regard around the
World,” August 5, 2015.

'The strategic case for T'TIP and TPP was laid out in bold terms in an open letter to Congress signed by multiple high-
profile former U.S. military leaders: “There are tremendous strategic benefits to TPP and T'TIP, and there would be harmful
strategic consequences if we fail to secure these agreements. In both Asia-Pacific and the Atlantic, our allies and partners
would question our commitments, doubt our resolve, and inevitably look to other partners. America’s prestige, influence, and
leadership are on the line.”“Former Defense Secretaries and Military Leaders Call For TPA, TPP,” (http://tppcoalition.org/
voices-former-defense-secretaries-and-military-leaders-call-for-tpa-tpp/, retrieved October 3, 2015).

The conclusion of TTIP would remove current barriers to U.S. LNG exports to Europe opened up by U.S. shale gas
production. “U.S. trade talks could deliver cheaper energy for Europe,” Reuters, December 16, 2013.

“Gazprom’s consolidated financial statements under International Financial Reporting Standards (IFRS) for the year ended

December 31,2014,” Gazprom, April 29, 2015.

17



BIBLIOGRAPHY

“An interview with the president,” The Economist, August 2,2014.

Anishchuk, Alexei, “Gazprom, CNPC agree terms of big gas deal, except price,” Reuters, September 5,
2013.

Anishchuk, Alexei, “Russia, China ink framework deal on second major gas supply deal,” Reuzers, November
10, 2014.

“Antitrust: Commission sends Statement of Objections to Gazprom for alleged abuse of dominance on
Central and Eastern European gas supply markets,” European Commission, April 22, 2015.

Bender, Jeremy, “Here’s How The Ukraine Crisis Is Deepening Military Ties Between China And Russia,”
Business Insider, October 15,2014.

Blank, Stephen, “Shared Threat Perceptions Begin Renewal of Sino-Russian Arms Trade,” The Jamestown
Foundation, February 15, 2013.

Blasko, Dennis J., “Evaluating Chinese Military Procurement from Russia,” /FQ, (Autumn/Winter 1997-
98), pp. 91-96.

Bowler, Tim, “Falling oil prices: Who are the winners and losers?” BBC News, January 19, 2015.

Chen, Qimao, “Sino-Russian relations after the break-up of the Soviet Union,” in Gennady Chufrin (ed.),
Russia and Asia: The Emerging Security Agenda, (SIPRI: Oxford University Press, 1999), pp. 288-300.

Chen, Weihua, “China-Russia-US triangle discussed in Washington,” China Daily USA, June 10, 2014.
“China and Russia: Best frenemies,” 7he Economist, May 22,2014.

“China and Russia: partnership of strategic coordination,” Ministry of Foreign Affairs of the PRC.
“China media: Russia gas deal,” BBC News, May 22, 2014.

“China media: Trade with Russia,” BBC News, October 23,2013.

“China, Russia ink long-awaited gas deal,” Xinhua, May 22, 2014.

“China, Russia to fully implement gas deal,” Xinhua, May 22, 2014.

“China’s junior ally in the Kremlin,” Financial Times, May 21, 2014.

“Chinese Dream,” Xinhua, (http://www.xinhuanet.com/english/special/chinesedream/).

Chow, Edward C., Lelyveld, Michael, “Russia-China Gas Deal and Redeal,” Center for Strategic and
International Studies, May 11, 2015.

18



“Conclusions of the European Council: 26/27, June 2014,” EUCO 79/14, June 27, 2014.

“Construction of Chinese part of the Eastern Route of Russia-China Gas Pipeline commenced,” China
National Petroleum Corporation, June 30, 2015.

Coy, Peter, “Putin’s Shame: Russia Is Becoming China’s Junior Partner,” Bloomberg Businessweek, March 25,

2014.

de Haas, Marcel, “Russian-Chinese Security Relations Moscow’s Threat from the East?” Netherlands
Institute of International Relations Clingendael, Report No. 3, March 2013, 36.

de Nesnera, Andre, “Next US-Russia Arms Talks Could Involve Short-Range Nuclear Weapons,” Voice
of America, July 2,2013.

“Energy Policies Beyond IEA Countries — Russia 2014,” International Energy Agency, Paris, June 2014,
11.

Escobar, Pepe, “The birth of a Eurasian century: Russia and China do Pipelineistan,” R7, May 20, 2014.
“EU plans to reduce Russian energy dependence,” EurActiv, March 21, 2014.
European Commission, “Energy Union,” (http://ec.europa.eu/priorities/energy-union/index_en.htm).

Ferdinand, Peter, “Russia and China: Converging Responses to Globalization,” International Affairs, Vol.
83, No. 4, (2007), 657.

“For an open and secure global maritime domain: elements for a European Union maritime security
strategy,” Joint communication to the European Parliament and the Council, European Commission, June

3,2014.

“Former Defense Secretaries and Military Leaders Call For TPA, TPP,” (http://tppcoalition.org/voices-

former-defense-secretaries-and-military-leaders-call-for-tpa-tpp/).

“Gazprom’s consolidated financial statements under International Financial Reporting Standards (IFRS)
for the year ended December 31,2014,” Gazprom, April 29, 2015.

Goncharenko, Roman, “Moscow aims to trade energy for Chinese investment in Russia,” Deutsche Welle,

May 21, 2014.

Grace, Carrie, “Brothers again? How deep is the Xi-Putin bromance?” BBC News, April 24, 2015.
Harder, Amy, “House Votes to Lift Oil-Export Ban,” The Wall Street Journal, October 9, 2015

Hille, Kathrin, “Wooing China runs into difficulty in Russia Far East,” Financial Times, July 14,2014.

“Interview: Russia sees expansion of ties with China undoubted diplomatic priority: Putin,” Xinhua, May
19, 2014.

19



Jakobson, Linda, Holtom, Paul, Knox Dean, and Peng, Jingchao, “China’s Energy and Security Relations
with Russia Hopes, Frustrations and Uncertainties,” SIPRI Policy Paper No. 29, vii

Kiselyova, Maria, Sichkar, Olga, “Russia’s Rusagro toasts crisis as weak rouble boosts growth,” Reuters,

September 29, 2015.

Kravchenko, Stepan, “Putin Accuses U.S. of Blackmail, Weakening Global Order,” Bloomberg, October 25,
2014.

Kolyandr, Alexander, “Russia Weighs Chinese Investment in Energy Reserves,” The Wall Street Journal,
February 27, 2015.

Koranyi, David, “Don’t Panic: Russia’s Energy Pivot to Asia and European Energy Security,” Atlantic
Council, July 7,2014.

Korsunskaya, Darya, “Putin drops South Stream gas pipeline to EU, courts Turkey,” Reuters, December 1,
2014.

Lee, Rens, “The Russian Far East and China: Thoughts on Cross-Border Integration,” Foreign Policy
Research Institute, November 2013.

Lo, Bobo, Rothman, Andy, “China and Russia: Common interests, contrasting perceptions,” CLSA Asia-
Pacific Markets, Asian Geopolitics Special Report, May 2006,” 14.

Lo, Bobo, “Russia-China: Axis of Convenience,” Centre for European Reform, May 20, 2008.

Moyon, Germain, “Russian energy giant Gazprom faces challenges as output slumps,” Agence France-Presse,

August 16, 2015.

Nakano, Jane, Chow, Edward C., “Russia-China Natural Gas Agreement Crosses the Finish Line,” Center
tor Strategic and International Studies, May 28, 2014

Nichol, Jim, “Russian Military Reform and Defense Policy,” Congressional Research Service, August 24,
2011.

Nichol, Jim, “Russian Political, Economic, and Security Issues and U.S. Interests,” Congressional Research

Service, March 31,2014.

“Oil and natural gas sales accounted for 68% of Russia’s total export revenues in 2013,” U.S. Energy
Information Administration, July 23, 2014.

O’Sullivan, Meghan L., “New China-Russia Gas Pact Is No Big Deal,” Bloomberg View, November 14,
2014.

Owen, Nicholas, “As China weakens, recession stalks North Asia,” Reuters, October 21,2015

Parfitt, Tom, “Russia-China clinch tightens with joint navy exercises in Mediterranean,” The Telegraph,
May 11, 2015.



Perlez, Jane, “China and Russia Reach 30-Year Gas Deal,” New York Times, May 21, 2014.

Perlez, Jane, MacFarquhar, Neil, “Friendship Between Putin and Xi Becomes Strained as Economies

Falter,” 7he New York Times, September 3, 2015.
“PetroChina Suspends Natural Gas Contract with Russia,” CRI English, July 29, 2015.

Pinchuk, Denis, Burmistrova, Svetlana, and Golubkova, Katya, “Exclusive: Russia could postpone gas pipe
to China touted by Putin —sources,” Reuters, March 18, 2015.

Pikayev, Alexander A., “Defence spending and procurement in post-Communist Russia,” in Andrew T. H.

Tan, “The Global Arms Trade: A Handbook,” (Routledge, 2010), pp. 151-165.

Rangsimaporn, Paradorn, “Russia’s Debate on Military-Technological Cooperation with China: From

Yeltsin to Putin,” Asian Survey, Vol. 46, No. 3, (May/June 2006), pp. 477-495.

Repnikova, Maria, Balzer, Harley, “Chinese Migration to Russia: Missed Opportunities,” Wilson Center,
Eurasian Migration Papers, No. 3.

“Rising China, Sinking Russia,” The Economist, September 14, 2013.

Rozman, Gilbert, “Sino-Russian Relations: Will the Strategic Partnership Endure?”, Demokratizatsiya,
Vol. 6, No. 2, (1998), pp. 396-415.

“Russia and China sign Framework Agreement on gas supplies via western route,” Gazprom, November

9,2014.
“Russia and China seal historic $400bn gas deal,” R7, May 21, 2014.
“Russia’s economy falls in first quarter as woes mount,” BBC News, May 15, 2015.

“Russia’s Gazprom and CNPC agree terms on massive gas deal,” South China Morning Post, September 6,
2013.

“Russia S-400 will increase China military capability,” Oxford Analytica: The Oxford Analytica Daily
Brief, December 22, 2014.

“Russia Yet to Reach Agreement on Price of Gas With China,” Oi/ and Gas Eurasia, May 11, 2015.

Ryan, Kevin, “Russo-Chinese Defense Relations: The View from Moscow,” in James Bellacqua (ed.), Z5e
Future of China-Russia Relations, (University Press of Kentucky, 2010), pp. 179-202.

Sanger, David E., Broad, William J., “China Making Some Missiles More Powerful,” New York Times, May
16, 2015.

Schwartz, Laura, “Looking East Amid a Crisis to the West: Russia’s Energy Export Strategies: An Interview
with Tatiana Mitrova,” National Bureau of Asian Research, September 9, 2014.



Stokes, Bruce, “Russia, Putin Held in Low Regard around the World,” August 5, 2015.

Tcherneva, Vessela, Slavkova, Louisa, and Chyong, Chi Kong, “Europe’s alternatives to Russian gas,”
European Council on Foreign Relations, April 9, 2015.

“Trade between Russia and China may reach $200 billion before 2020 - deputy PM,” Voice of Russia, June
30, 2014.

Trenin, Dmitri, “True Partners? How Russia and China See Each Other,” Centre for European Reform,
February 2012, 33.

“Turkmen gas exports to China to hit 65 bem/year by 2020,” Reuters, September 3, 2013.

Tyler, Patrick E., “Russia and China Sign Friendship Pact,” New York Times, July 17,2001.

“U.S. trade talks could deliver cheaper energy for Europe,” Reuters, December 16, 2013.

Walker, Andrew, “Will China’s economic slowdown be a bumpy ride?” BBC News, October 19, 2015.

Yu, Bin, “China-Russia Relations: Tales of Different Pivots,” Comparative Connections, Vol. 14, No. 3,
(January 2013), pp. 137-146.

Yuan, Jing-dong, “Sino-Russian Defense Ties: The View from Beijing,”in James Bellacqua (ed.), Zhe Future
of China-Russia Relations, (University Press of Kentucky, 2010), pp. 203-229.



23






