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Introduction

Economic relations between Russia and China have been growing over
the years. Of particular importance in Russia-China economic relations
is the gas and oil trade. Russia has the world’s largest natural resources,
while China is the world’s largest energy consumer. In 2014, an agree-
ment was reached to build a new gas pipeline and increase gas exports
to China. If the planned volume of gas can be exported to China on
a stable basis, Russia will be able to supplement some of the economic
sanctions imposed by the West. However, there is much uncertainty as
to whether China can be a stable export destination for Russia. There
is a significant gap in the trade scale between Russia and China and
asymmetrical dependence in the relationship between them. In addition,
international pipeline projects have substantial financial and time costs,
and the two countries’ intentions sometimes differ. The purpose of this
research is to clarify the current state of trade interdependence between
Russia and China and to study whether China can be a stable economic
partner for Russia. This paper consists of three main parts, with an in-
troduction and conclusions. The first part explains an overview of trade
and asymmetric interdependence between Russia and China. It then
analyses the anticipated benefits and vulnerabilities of increased Russian
gas exports to China. The third section investigates the uncertainties of
China as a gas importer in terms of China’s dependence on Russia.
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Literature review

Russia has the world’s largest natural gas reserves, and natural gas ex-
ports have long been a significant driver of the Russian economy?. Min-
eral products in 2020 accounted for 50% of Russia’s total export rev-
enues®. For Russia, the EU was its largest trading partner. However, the
stagnation of the European economy since 2008 and economic sanc-
tions following the annexation of Crimea in 2014 have hurt the Russian
economy*. With the Russian economy in the doldrums, China’s financial
resources are more attractive to Russia and economic relations between
China and Russia are expected to deepen’. However, the economies of
China and Russia are very different in size. As the share of energy and
raw materials in Russia’s exports to China is increasing, the importance
of high-tech products in Russia’s imports from China is also growing.
On the other hand, Russia’s role in the Chinese economy remains mar-
ginal, except for energy and some raw materials such as logs®. Also, Covi’
states that countries like Russia, which rely exclusively on exports of
certain commodities, are more susceptible to external shocks. Nelson?®
notes that new sanctions in response to Russian aggression could have
a lasting impact on the structure of the global economy. The integration
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nature of Russia in the global economy makes it impossible to isolate
Russia completely, and economic sanctions have already had numerous
impacts worldwide.

Where there are mutual cost effects from transactions, interdepen-
dence arises regardless of symmetry. However, less dependent actors
benefit less from cooperation when interdependence is asymmetric.
They tend to force the other party to make more concessions because
they are less concerned about the failure of negotiations’. It is also ar-
gued that power asymmetries intensify conflict, making reaching coop-
eration more difficult’®. On the other hand, Pfetsch and Landau?? state
that symmetry on both sides contributes to successful negotiations but
that symmetry alone is not a sufficient condition for success; the critical
thing is whether the parties are satisfied with the negotiation outcome.
Negotiations are initiated to generate some benefits for both parties.
Therefore, even in asymmetric economic interdependence, the weaker
party does not necessarily have to be at the mercy of the stronger par-
ty*2. Finally, the vulnerability of interdependence hinges on the relative
availability and cost of alternatives that the various actors have?®s. In
light of the above, this report uses the literature to analyse the fragility
of economic relations between Russia and China from the perspectives
of Russia and China, respectively, as well as the dependencies and ad-
vantages of both sides.
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Russian Gas Exports to China

In Russia, the importance of diversifying gas export destinations and
moving away from dependence on Europe has increased!. As part of
this policy, contracts were signed in 2014 by Gazprom to build and sell
gas from Eastern Siberia to north-eastern China and a gas pipeline from
Western Siberia to north-western China?®>. Henderson and Mitrova'®
state that the Power of Siberia 2 pipeline could be an alternative export
route that would not only compensate for the decline in Russian sales
to Europe but could also be used as a threat in negotiations with West-
ern countries. The construction of international pipelines has signifi-
cant geopolitical implications. Russia’s richest natural gas reserves are in
Western Siberia, and natural gas is sent from this region to the European
direction by several pipelines. Currently, there is no gas pipeline con-
necting Western Siberia with China. The gas that is no longer exported
due to European economic sanctions cannot be sold directly to China.
Therefore, completing the pipeline to China would not only simply in-
crease the volume of exports to China. It will make negotiations with
Europe more favourable because of the reduced dependence on them.

In addition, Rautava'” states that Russia needs to review its current
policy stance, not only about China but as a whole. Besides China, Rus-
sian gas exports to Brazil, India and Turkey have increased by at least
50% year-on-year since the war began in 2022, Expanding markets to
these countries would help to move away from a one-sided dependence
on Europe and China. Furthermore, it has been noted that Russia’s grow-
ing dependence on exports of energy resources and raw materials has
made its trade more vulnerable to fluctuations in international commod-
ity prices®. Even if Russia succeeds in moving away from its asymmet-
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ric dependence on Europe and diversifying its export destinations, its
economy will be vulnerable to external shocks if it remains dependent
on gas exports. Russia must bear in mind that the overexploitation of
natural resources as a relatively easy source of budgetary revenue will
risk the decline of the rest of the economy?°.

Uncertainty Over China’s Gas Imports

China overtook Japan to become the world’s largest LNG importer in
2021. The rapid increase in China’s natural gas production and imports
is mainly driven by government policies to promote switching from coal
to natural gas to reduce air pollution and meet emissions targets?*. How-
ever, China's growing demand for energy does not naturally contribute
to a steady increase in imports from Russia. Essential aspects are China’s
dependence on other trading partners, the feasibility of alternative en-
ergy production methods to replace imported energy, and the costs of
pursuing these options. Concerning gas imports, China has a wide va-
riety of options and is not as dependent on Russia. China has already
made faster progress in cooperation with Central Asian countries than
Russia on essential energy issues??. China’s current primary source of
pipeline imports is in Central Asia. The largest source is Turkmenistan,
which connects to China’s domestic pipelines via Uzbekistan and Ka-
zakhstan. A pipeline from Myanmar supplies gas from the Bay of Bengal
to the south of China. Furthermore, several LNG regasification facilities
on China's eastern coast import gas by sea from several countries?®. On
the other hand, if both Power of Siberial and Power of Siberia2 pro-
ceed as planned, Russia’s share of China’s total gas imports is expected
to exceed 35% between 2020 and 20302, This would mean going in
the opposite direction to the Western countries that impose economic

20 K. Falkowski, Trade interdependence between Russia vs. the European Union and
China within the context of the competitiveness of the Russian economy, “Equi- librium.
Quarterly Journal of Economics and Economic Policy” 2018, 13(4), p. 678.
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2 ). Rautava, op. cit., p. 56.
23 ). Henderson, T. Mitrova, op. cit.,, p. 12.
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sanctions and would also increase the risk to China of deepening its
dependence on Russia.

In addition, China’s gas supply and demand problems have led to
uncertain import demand for Russia. In June 2014, in a speech to Com-
munist Party officials, President Xi Jinping emphasised the energy revo-
lution and stressed his determination to diversify into non-coal energy
resources, led by gas, renewable energy and nuclear power?. In the first
eight months of 2022, China’s spot LNG imports were 59% lower than
in the same period last year. This is because of a warm winter, weak eco-
nomic activity, the lockdown caused by COVID-19 and strong growth in
electricity generation from renewable sources, which has reduced gas
consumption?, Further contributing to the uncertainty in energy im-
port volumes is unconventional gas, particularly shale gas. China has the
world’s most enormous shale gas resources. However, current projec-
tions conclude that a shale gas revolution in China by 2020 is unlikely
due to geology, water scarcity, land access and service industry limita-
tions. On the other hand, it is also reported that 110 bcm of Chinese
shale production is expected by 2040%’. While much remains very uncer-
tain about shale gas, this uncertainty further complicates China’s supply-
demand balance and the potential for future gas imports. In turn, this
uncertainty in demand for China’s gas imports will be a barrier to com-
pleting the pipeline’s construction. Pipelines are built at huge expense
to build facilities for specific export destinations. Once completed, it
can only be sold to that country. The implication is that the destination
of valuable resources is fixed for a long period. As a result, construction
can only be undertaken if there is confidence in future supply and de-
mand trends and the reliability of the buyers. Therefore, it is vital to keep
abreast of developments in China, where the construction of pipelines
has strategic implications.

25 5. Cornot-Gandolphe, China’s Coal Market: Can Beijing Tame “King Coal”?, “Working
Paper CL-1" 2014, Oxford Institute for Energy Studies, p. 12.
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gas-market-report-q4-2022, p. 25.
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Conclusion

Russia and China are moving closer to each other in expanding economic
relations, including agreements to build pipelines and increase gas ex-
ports. This will help Russia, which relies on European exports, diversi-
fies its export destinations and risks. On the other hand, the question
remains as to whether China can be a convenient trading partner for
Russia on an ongoing basis. Although China is the world’s largest con-
sumer and gas purchaser, Central Asia is its main trading partner, and
Russia’s importance to China is relatively low. China also has alterna-
tives such as CNG purchases, renewable energy development and shale
energy. The actual costs and feasibility of moving to these alternatives
are unknown, but there is no guarantee that China will purchase a stable
volume of gas. Because of the above, in gas trade between Russia and
China, pipeline construction, cost negotiations and economic relations,
China, which is less dependent on gas imports from Russia, would have
the advantage. However, Russia is not entirely dependent on China and
Europe. Greater cooperation with countries such as India and Brazil,
which have increased their imports from Russia since before the war in
2022, would help to improve their asymmetrical dependence on China
and, to a lesser extent, Europe?®.

There are many uncertainties in economic relations with China. How-
ever, it is clear that there are some benefits, at least for both sides, and
it is expected that the two countries will continue to have certain eco-
nomic relations. The structure of economic relations, such as the degree
of dependence and dominance, changes not only according to the share
of the other country in one’s economy and the size of the deficit but
also according to relations with third countries and policy alternatives.
In further analysing relations with China, it is necessary to consider the

28 More on China's geopolitical situation, also in relation to Russia, see: J. Mar-
szatek-Kawa (red.), The Multidimensional Aspect of Asian Poltics From History through the
Present to the Future, Wydawnictwo Adam Marszatek, Torun 2018; J. Marszatek-Kawa, T.
Dmochowski (red.), Selected Socio-Economic and International Relations Issues in Contem-
porary Asian States, Wydawnictwo Adam Marszatek, Torun 2021; M. Dahl et al., Balancing
Changes. Seventy Years of People’s Republic of China, The Nicolaus Copernicus University
Press, Torun 2022.
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domestic policies of Russia and China and trade relations with other
countries surrounding both sides and world affairs.
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Summary

Economic relations between Russia and China have been growing over the
years. Of particular importance in Russia-China economic relations is the gas
and oil trade. Russia has the world’s largest natural resources, while China is the
world’s largest energy consumer. In 2014, an agreement was reached to build
a new gas pipeline and increase gas exports to China. If the planned volume of
gas can be exported to China on a stable basis, Russia will be able to supple-
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ment some of the economic sanctions imposed by the West. However, there
is much uncertainty as to whether China can be a stable export destination for
Russia. There is a significant gap in the trade scale between Russia and China
and asymmetrical dependence in the relationship between them. In addition,
international pipeline projects have substantial financial and time costs, and the
two countries; intentions sometimes differ. The purpose of this research is to
clarify the current state of trade interdependence between Russia and China
and to study whether China can be a stable economic partner for Russia. This
paper consists of three main parts, with an introduction and conclusions. The
first part explains an overview of trade and asymmetric interdependence be-
tween Russia and China. It then analyses the anticipated benefits and vulnera-
bilities of increased Russian gas exports to China. The third section investigates
the uncertainties of China as a gas importer in terms of China’s dependence on
Russia.
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