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SUMMARY

Since the West imposed sanctions on Russia, in response to its annexation of Crimea
and destabilisation of eastern Ukraine in 2014, the country has accelerated its 'turn
to the East' and notably to like-minded China, in an attempt to offset its loss of access
to Western financial markets and advanced technology. Three years on, the economic
outcomes appear to have fallen largely short of Russia's high expectations.

The most visible signs of the incremental Sino-Russian economic rapprochement have
been long-term and large-scale deals orchestrated by the two countries' top
leaderships in a number of state-controlled strategic sectors. Politically, these highly
publicised agreements were meant to signal to the West that Russia under sanctions
had ample other options. Economically, the jury is still out on whether they will be
beneficial for Russia in the long run, since it has had to make major concessions to
China. The asymmetry of their relationship has thus become further entrenched,
although appearances may suggest otherwise. Moreover, the state-led deals have so
far failed to generate major spill-over effects to other less state-dominated sectors.

China and Russia pursue two competing concepts of regional integration for Eurasia
– the China-initiated Silk Road Economic Belt and the Russian-led Eurasian Economic
Union – which experts consider incompatible. It remains to be seen what form, if any,
their envisaged coordination will take, and how this will reshape the economic order
in the EU's neighbourhood. Closer Sino-Russian strategic alignment on global
governance issues – despite its limits – is likely to diminish the space for governance
concepts developed by Western liberal democracies and the core values associated
with them.
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Russia's 'turn to the East' and 'pivot to China'
In the wake of Russia's annexation of Crimea and
destabilisation of Ukraine's eastern Donbas
region in 2014, the EU and USA imposed
sanctions on Russia; the latter responded with
counter-sanctions. Cut off from Western
financial markets and advanced technology, and
excluded from what used to be the Group of
Eight (G8), Russia has accelerated its 'turn to the
East', originally aimed at boosting development
of the backward and sparsely populated Russian
Far East (RFE) and integrating the Russian
economy in Asian markets, as a way to offset the
impact of the sanctions.

In practice, Russia's 'turn to the East' has largely
been about forging closer ties with China.
However, to balance the growing asymmetry in
its ties with China and to avoid becoming its
permanent junior partner, Russia has pursued a
hedging strategy. It has reached out to other
Asian countries, such as India, Indonesia, Japan,
the Philippines and Vietnam, to upgrade its
economic, military and political cooperation
with them. This has been a daunting task, as
they all have tensions with China over territorial
issues. China, for geopolitical and domestic
policy reasons, has been 'marching west',
pursuing the Silk Road Economic Belt (SREB), the land-based pillar of its One Belt, One
Road (OBOR) initiative aimed at increasing connectivity between China and Europe. It has
thus been keen to make the most of Russia's pragmatic orientation to new opportunities.

Since 2014, Chinese and Russian rhetoric has portrayed Sino-Russian strategic ties as
being 'at the best point in history'. In Russia, this raised high expectations that China could
replace the West as an export market and a source of credit, large-scale investment and
advanced technology. Three years on, how do China and Russia partner on regional and
global governance? How has Russia's pivot to China materialised in key economic sectors?

Partnering on global and regional governance
Sharing similar historical grievances and great power ambitions
The close personal ties between the current Chinese and Russian presidents have become
the hallmark of a special relationship between what President Vladimir Putin called
'natural partners and natural allies'. They largely share geopolitical worldviews, including
the perception of being constrained by the West. Russia feels both threatened by NATO's
expansion into its 'traditional sphere of influence', and antagonised by the economic
integration model for Russia's neighbours conceived by the EU under its European
Neighbourhood Policy. For its part, China has perceived the US pivot to Asia and the
presently stalled Trans-Pacific Partnership (TPP), signed by 12 Asia-Pacific countries, as
an encirclement. Both countries' policies are driven by historical grievances against the
West, blamed in Russia for taking advantage of its post-Soviet decline in the 1990s, and
in China for a 'century of humiliation' (1839–1949), when after the outbreak of the First

Historical background
Rapprochement between China and Russia dates
back to the end of the 1980s, when relations
between the two countries gradually normalised
after their ideological split (1960-1989). Russia
emerged as the main arms supplier to China, which
the West had isolated after the 1989 Tiananmen
Square 'incident' by imposing an arms embargo,
which remains in place.
In 1994, the two countries concluded a
'constructive partnership', which was upgraded in
1996 and 2012, and then transformed into the
current 'comprehensive strategic partnership of
cooperation' in 2014. Despite the two countries
having concluded the Treaty for Good
Neighbourliness, Friendship and Cooperation in
2001 as well as several border demarcation
agreements in 1991, 2004 and 2008, which solved
all border conflicts, Russian distrust persists as
regards potential Chinese expansionism to the RFE
due to the sharp difference in population density.
China and Russia have coordinated on regional
non-traditional security issues in the Shanghai
Cooperation Organisation (SCO), created in 2001
jointly with the Central Asian states Kazakhstan,
Kyrgyzstan, Tajikistan and Uzbekistan, to combat
terrorism, separatism and religious extremism.

http://carnegieeurope.eu/2017/03/15/revisiting-2014-annexation-of-crimea-pub-68423
http://akarlin.com/2014/05/a-very-brief-history-of-chinese-russian-relations/
http://www.consilium.europa.eu/en/policies/sanctions/ukraine-crisis/
https://fas.org/sgp/crs/row/R43895.pdf
http://akarlin.com/2014/05/a-very-brief-history-of-chinese-russian-relations/
https://www.theguardian.com/world/2014/sep/11/russia-eu-sanctions-west-trade-embargos-cars-ukraine
http://zmeetsworld.com/2010/10/11/the-sino-soviet-split-a-timeline/
https://www.theguardian.com/world/2014/mar/24/g7-countries-snub-putin-refuse-attend-g8-summit-russia
http://factsanddetails.com/china/cat2/sub7/item77.html
https://www.pri.org/stories/2016-06-03/how-china-has-censored-words-relating-tiananmen-square-anniversary
https://www.pri.org/stories/2016-06-03/how-china-has-censored-words-relating-tiananmen-square-anniversary
http://www.deutschlandfunk.de/massaker-vom-tiananmen-25-jahre-verordnetes-schweigen.724.de.html?dram:article_id=288316
https://www.sipri.org/databases/embargoes/eu_arms_embargoes/china
http://www.voanews.com/a/russias-turn-to-the-east-more-economic-than-ideological/2752514.html
http://www.voanews.com/a/russias-turn-to-the-east-more-economic-than-ideological/2752514.html
http://www.eastasiaforum.org/2015/03/31/russia-looks-beyond-china-to-avoid-a-shaky-asian-pivot/
https://www.swp-berlin.org/fileadmin/contents/products/comments/2016C07_kle_wep.pdf
http://thediplomat.com/2016/12/behind-china-and-russias-special-relationship/
http://www.fmprc.gov.cn/mfa_eng/wjdt_665385/2649_665393/t15771.shtml
http://www.reuters.com/article/us-russia-china-east-idUSBRE85314M20120604
https://www.researchgate.net/publication/297895680_The_asymmetric_partnership_Russia%27s_turn_to_China
https://www.swp-berlin.org/fileadmin/contents/products/projekt_papiere/BCAS2013_Alexander_Lukin.pdf
https://www.researchgate.net/profile/Susanne_Oxenstierna/publication/281619606_China_and_Russia-A_Study_on_Cooperation_Competition_and_Distrust/links/55f0112208ae199d47c0460f/China-and-Russia-A-Study-on-Cooperation-Competition-and-Distrust.pdf
https://kuscholarworks.ku.edu/bitstream/handle/1808/14947/LairdEssay_Du.pdf;sequence=1
http://www.theasanforum.org/russo-chinese-relations-in-strategic-perspective/
http://www.eastasiaforum.org/2015/03/31/russia-looks-beyond-china-to-avoid-a-shaky-asian-pivot/
http://thediplomat.com/2017/04/is-russias-asia-outreach-bearing-fruit/
http://www.en.netralnews.com/news/currentnews/read/2732/russia.aggressively.increases.arms.sales.to.countries.such.as.indonesia
http://carnegie.ru/commentary/?fa=69934
http://uk.reuters.com/article/uk-philippines-defence-usa-china-idUKKCN18B0Z8
http://vccinews.com/news_detail.asp?news_id=34490
http://www.europarl.europa.eu/RegData/etudes/BRIE/2015/564368/EPRS_BRI(2015)564368_EN.pdf
http://www.europarl.europa.eu/RegData/etudes/BRIE/2015/564368/EPRS_BRI(2015)564368_EN.pdf
http://eng.sectsco.org/
https://www.brookings.edu/blog/up-front/2013/01/31/march-west-chinas-response-to-the-u-s-rebalancing/
https://www.sipri.org/publications/2017/other-publications/silk-road-economic-belt
http://www.europarl.europa.eu/RegData/etudes/BRIE/2016/586608/EPRS_BRI%282016%29586608_EN.pdf
http://www.europarl.europa.eu/RegData/etudes/BRIE/2016/586608/EPRS_BRI%282016%29586608_EN.pdf
http://valdaiclub.com/a/highlights/russia-s-turn-to-the-east-just-the-beginning/
https://www.theguardian.com/commentisfree/2017/jul/05/trump-north-korea-strategy-china-russia
http://thediplomat.com/2016/12/behind-china-and-russias-special-relationship/
http://carnegie.ru/2016/06/03/putin-xi-friendship-driving-russia-china-ties-pub-63733
http://www.laender-analysen.de/russland/rad/pdf/Russian_Analytical_Digest_169.pdf
https://www.lawfareblog.com/text-russia-china-joint-declaration-promotion-and-principles-international-law
http://www.independent.co.uk/news/world/europe/russia-romania-clear-threat-nato-outpost-us-anti-missile-shield-putin-tensions-a7571031.html
https://www.theguardian.com/world/2017/may/25/montenegro-tensions-russia-joins-nato-member
http://www.europarl.europa.eu/RegData/etudes/ATAG/2016/593478/EPRS_ATA(2016)593478_EN.pdf
http://www.europarl.europa.eu/RegData/etudes/ATAG/2016/593478/EPRS_ATA(2016)593478_EN.pdf
http://thediplomat.com/2017/01/the-pivot-to-asia-was-obamas-biggest-mistake/
https://www.nytimes.com/2017/07/14/business/trans-pacific-partnership-trade-japan-china-globalization.html
https://ustr.gov/trade-agreements/free-trade-agreements/trans-pacific-partnership
http://www.hscentre.org/asia-and-pacific/chinas-national-century-humiliation-context-todays-tensions/
https://ocw.mit.edu/ans7870/21f/21f.027/opium_wars_01/ow1_essay01.html
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Opium War parts of Chinese territory stayed under foreign control. However, China and
Russia have employed different strategies to pursue their great power ambitions. China
privileges economic over military means, since the legitimacy of its one-party state is
strongly linked to economic performance. China's focus on economic growth as a source
of its great power status contrasts with Russia's unpredictable use of hard power even at
the risk of substantial economic losses.

In recent years, Russia has extended the policy of military power projection to Syria, a
policy it previously applied to Georgia and Ukraine, to assert itself not only as a great
regional, but also as a great global power. Since China became the world's second-largest
economy in 2010 and massively strengthened its military capabilities, it has become more
assertive in pursuing its 'core interests' of territorial unity (in response to separatism in
its Tibet/Xinjiang provinces), reunification (with Taiwan) and the incorporation of
disputed maritime features in the East and South China Seas. To this end, it has been
using diplomatic, economic and (para-)military coercion to incrementally change the
status quo, albeit without provoking military conflict.

Coordinating competing concepts of regional integration for Eurasia
Russia pursues regional economic integration with Armenia, Belarus, Kazakhstan and
Kyrgyzstan through the Eurasian Economic Union (EEU), an inward-looking customs union
and single market. It is at odds with China's ambitious but highly vague SREB, an inclusive
pro-globalisation initiative aimed at fostering Chinese trade and investment by creating
energy and transport infrastructure in Eurasia, and thereby at expanding China's
economic and political power. Before the launch of the SREB in 2013, China kept urging
the Shanghai Cooperation Organisation (SCO) to step up its economic dimension, including
through a free-trade zone, but Russia resisted, unwilling to pursue economic cooperation
in a configuration in which it was likely to end up playing second fiddle to China.

However, faced with new geopolitical and geo-economic realities, Russia made a U-turn
and endorsed the idea of seeking mechanisms for integrating the EEU and the SREB into
its emerging Greater Eurasia geostrategic framework that envisages a number of EEU
free-trade agreements, including with the SCO. Work on coordinating the EEU and the
SREB is in its early stages. As a first step, a non-preferential trade and economic
cooperation agreement between the EEU and China is being negotiated to address
current imbalances in their relationship. As a second step, a still very remote EEU-SREB
free-trade area may follow. If these initiatives are realised, their impact on the EU, despite
their perceived incompatibilities, is likely to go far beyond the estimates of a 2016 study
by the Bruegel think-tank of a possible decline in competitiveness of certain EU export
items in Russia, due to closer Sino-Russian trade ties and bilateral trade liberalisation.

Jointly re-shaping the current world order
China and Russia have both voiced their displeasure with the current unipolar world order
featuring US military and economic leadership and a dominant role for the US dollar. They
are eager to transform it into a multipolar world order that empowers emerging
countries. However, the two countries differ in their attitudes towards cooperation with
the USA and vision of their role in this new world order. To boost change, they have
partnered in calling for reforms of the Bretton Wood institutions (the IMF and the World
Bank), and – since reforms were not forthcoming as expected – in creating new
multilateral structures that exclude the USA, such as the BRICS (Brazil, Russia, India, China
and South Africa) and the Asian Infrastructure Investment Bank (AIIB).

However, these platforms are of different relevance to China and Russia. After its
diplomatic isolation in 2014, Russia has used BRICS summits to signal to the West that it

https://ocw.mit.edu/ans7870/21f/21f.027/opium_wars_01/ow1_essay01.html
http://www.diva-portal.org/smash/record.jsf?pid=diva2%3A822590&dswid=-1721
http://pure.diis.dk/ws/files/712738/The_Russian_gambit_in_Syria_webversion.pdf
http://www.tandfonline.com/doi/abs/10.1080/09592310902975398?src=recsys&journalCode=fswi20
https://www.rand.org/blog/2016/06/russias-great-power-choice.html
http://www.nytimes.com/2010/08/16/business/global/16yuan.html?pagewanted=all
https://www.rand.org/paf/projects/us-china-scorecard.html
http://www.chinausfocus.com/foreign-policy/what-are-chinas-core-interests-2/
http://thediplomat.com/2016/07/tibet-xinjiang-and-chinas-strong-state-complex/
http://thediplomat.com/2017/07/the-danger-of-china-philippines-south-china-sea-joint-development/
https://amti.csis.org/flexible-response-deter-south-china-sea/
https://amti.csis.org/flexible-response-deter-south-china-sea/
http://www.europarl.europa.eu/RegData/etudes/BRIE/2017/599432/EPRS_BRI(2017)599432_EN.pdf
http://www.ecfr.eu/article/essay_eurasian
http://www.eurasianet.org/node/72701
https://www.ipinst.org/wp-content/uploads/publications/ipi_e_pub_shanghai_cooperation.pdf
http://cc.csis.org/2014/01/putins-glory-xis-dream/
http://www.ecfr.eu/article/essay_eurasian
http://eng.globalaffairs.ru/number/The-Birth-of-a-Greater-Eurasia-18591
http://carnegie.ru/2017/07/20/russia-s-evolving-grand-eurasia-strategy-will-it-work-pub-71588
http://valdaiclub.com/a/reports/report-chinese-perspective/
https://en.riss.ru/analysis/20356/
http://www.eurasiancommission.org/en/nae/news/Pages/2-06-2017.aspx
http://www.sciencedirect.com/science/article/pii/S2405473917300041
https://eabr.org/en/press/comments/china-eaeu-correcting-imbalances/?sphrase_id=2031
http://russianeconomicreform.ru/wp-content/uploads/2017/08/New-Eurasian-Age-with-Chinese-Silk-Road-and-EAEU-in-SCO-Space-Update.pdf
http://bruegel.org/wp-content/uploads/2016/07/WP-2016_04-180716.pdf
https://www.ifri.org/sites/default/files/atoms/files/lo_russia_china_india_triangle_2017.pdf
http://www.europarl.europa.eu/RegData/etudes/ATAG/2014/542177/EPRS_ATA(2014)542177_REV1_EN.pdf
https://fas.org/sgp/crs/row/R44754.pdf
http://www.ecfr.eu/article/commentary_a_german_view_of_the_aiib_7275
https://www.ifri.org/sites/default/files/atoms/files/ifri_rnv_92_bobo_lo_brics-eng_march_2016_0.pdf
https://www.rbth.com/international/2016/10/16/can-brics-2016-help-russia-dismiss-claims-of-global-isolation_639273
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has alternative options. At the 2015 Ufa (Russia) summit, it achieved a diversification of
the BRICS agenda; so far, this has yielded few deliverables. For its part, China has privileged
the AIIB and the SCO to foster its OBOR-related economic diplomacy and to showcase its
embrace of multilateralism, while relying on its economic clout in bilateral deals.

Teaming up on major global security issues on a case-by-case basis
Since 2011, Sino-Russian policy coordination has been particularly prominent as regards
(in)action of the United Nations Security Council (UNSC) over the Syrian civil war, based
on geopolitical interests (e.g. Russia's strategic interest in the Syrian port of Tartus) and
on the adherence (stricter by China than by Russia) to the principles of territorial
sovereignty and non-interference into the internal affairs of other countries, as enshrined
in the UN Charter. The adherence to these principles also serves to rule out the risk of
UN-led interventions on humanitarian grounds possibly turning into 'colour revolutions'.

Regime change in Libya and ensuing instability following the 2011 UN-mandated military
intervention in the country under the emerging but controversial principle of the
responsibility to protect (R2P), which China and Russia allowed to go forward, has
cemented their hostility to similar efforts in Syria. The two veto-wielding powers have
repeatedly supported the incumbent Syrian President, Bashar al-Assad. China vetoed six
of eight draft UNSC resolutions on Syria in tandem with Russia, twice signalling partial
disagreement by abstaining. However, Russia's 2015 military intervention in Syria,
although at the request of the Syrian president and thus formally in line with international
law, is an example of Russia's unpredictable behaviour being at odds with China's
opposition to the use of force for political gains under its 'peaceful development' concept.

As for the security situation on the Korean Peninsula, in the past, China and Russia took
part in the stalled Six-Party Talks and supported the often watered-down sanctions in
UNSC resolutions against North Korea for its nuclear and missile programmes, while
guaranteeing the survival of the totalitarian regime to different degrees (through trade,
supply support, hosting of North Korean migrant workers and granting of free transit to
North Korean suspects). Although China, Russia and the USA share an interest in the
denuclearisation of North Korea, their pathways to achieve this differ significantly. While
the USA believes that China and Russia are the key economic enablers of North Korea's
nuclear weapon and ballistic missile programme, and that economic pressure on the
country is the best form of deterrence, China and Russia are unwilling to risk North
Korea's regime collapse and the ensuing instability, with China worrying about millions of
North Korean refugees entering its north. They privilege economic engagement with the
hermit regime to ensure North Korea's survival as a buffer zone to US troops deployed in
South Korea and to prevent a US-led reunification of the two Koreas.

After North Korea's July 2017 intercontinental ballistic missile launches, Russia and China
made a joint statement calling on North Korea to halt its missile and nuclear tests, and on
the USA and South Korea to stop their joint military drills, which the USA considers
defensive, but North Korea perceives as preparation for invasion. China and Russia
endorsed tougher UN sanctions in August and September 2017 which ban North Korean
exports worth US$1 billion out of a total of US$3 billion a year, but stop short of
prohibiting all North Korean oil imports. In the meantime, UN monitoring of the sanctions’
implementation has increased. Before the 'double-freeze' proposal, China and Russia
aligned their stances against the USA's deployment in South Korea of the Terminal High
Altitude Area Defence (THAAD) anti-missile system, saying it infringes on their strategic
security interests.

http://cc.csis.org/2015/09/tales-two-parades-two-drills-two-summits/
http://www.brics.utoronto.ca/docs/150709-ufa-declaration_en.html
https://www.forbes.com/sites/sarahsu/2017/01/14/how-chinas-asian-infrastructure-investment-bank-fared-its-first-year/
https://news.usni.org/2017/01/20/russia-syria-agree-tartus-naval-base-expansion-refit-syrian-ships
https://pesd.princeton.edu/?q=node/258
https://www.opendemocracy.net/globalization-institutions_government/colour_revolutions_3196.jsp
http://www.atlanticcouncil.org/blogs/menasource/why-libya-s-stability-matters-to-the-region
http://www.responsibilitytoprotect.org/
https://www.un.org/press/en/2011/sc10200.doc.htm
http://carnegietsinghua.org/2012/02/08/china-s-veto-on-syria-view-from-china/ex8f
http://edition.cnn.com/2017/04/13/middleeast/russia-unsc-syria-resolutions/index.html
https://www.rt.com/business/gasprom-oil-gas-057/
http://www.meforum.org/5876/why-putin-wants-syria
http://www.tandfonline.com/doi/abs/10.1080/09700161.2017.1278878?journalCode=rsan20
http://www.china.org.cn/english/2005/Dec/152669.htm
https://www.armscontrol.org/factsheets/6partytalks
http://thediplomat.com/2016/09/the-real-answer-to-chinas-thaad-dilemma/
https://www.un.org/sc/suborg/en/sanctions/1718/resolutions
https://www.nytimes.com/2017/04/13/world/asia/china-north-korea-trade-coal-nuclear.html?_r=0
http://www.dw.com/en/russia-steps-up-north-korea-support-to-constrain-us/a-38867861
http://www.independent.co.uk/news/long_reads/north-koreans-in-russia-work-basically-in-the-situation-of-slaves-a7841831.html
http://www.fpri.org/article/2017/04/thinking-beyond-china-dealing-north-korea-role-russia/
http://www.washingtonexaminer.com/rex-tillerson-targets-russia-and-china-for-being-enablers-of-north-koreas-ballistic-missile-launch/article/2630091
http://www.dw.com/en/russia-steps-up-north-korea-support-to-constrain-us/a-38867861
https://asia.nikkei.com/Politics-Economy/Policy-Politics/North-Korea-s-nuclear-weapons-program-since-1984
http://www.abc.net.au/news/2017-07-06/north-korea-missile-launch-pits-us-against-china-russia/8683034
http://www.mid.ru/en/foreign_policy/news/-/asset_publisher/cKNonkJE02Bw/content/id/2807662
http://www.reuters.com/article/us-southkorea-usa-drills-idUSKBN1683HQ
https://www.un.org/press/en/2017/sc12945.doc.htm
https://www.un.org/press/en/2017/sc12983.doc.htm
http://www.chicagotribune.com/news/nationworld/ct-north-korea-sanctions-20170911-story.html
http://www.scmp.com/news/asia/east-asia/article/2114654/north-korea-cargo-ships-banned-all-ports-violating-un-sanctions
http://thediplomat.com/2017/07/why-trump-should-beware-the-north-korea-double-freeze-deal/
http://economictimes.indiatimes.com/news/defence/thaad-the-fear-of-china-anxiety-of-russia/articleshow/57273866.cms
http://cc.csis.org/2016/05/h-bomb-plus-thaad-equals-sino-russian-alliance/
http://news.xinhuanet.com/english/2016-06/26/c_135466187.htm
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Managing a 'marriage of convenience'
Cases where Russia's and China's behaviour violates the principles of international law,
to which both countries claim to adhere, have revealed the limits but have also proved
the resilience of the Sino-Russian strategic alignment. China adopted a neutral position
on Russia's war against Georgia in 2008. It abstained from voting on a draft-UNSC
resolution related to the issue, while not recognising Abkhazia and South Ossetia as
independent states. Its response to Russia's annexation of Crimea in 2014 was similar.
China abstained in the vote on a draft UNSC resolution on the referendum in Crimea. It
did not recognise Crimea as Russian territory, but criticised Western sanctions against
Russia. This allowed it to build Crimea's underwater 'energy bridge', while at the same
time consolidating Ukraine as a major SREB transit hub and expanding arms trade, space
and agricultural cooperation with it. China, which faces unsolved territorial integrity
issues of its own, has been unwilling to back Russia's military aggression or to denounce
it as a violation of international law, as this might have been understood as China's
indirect backing of what it has perceived to be a West-orchestrated 'colour revolution'.

In return for China's 'amicable neutrality' on Ukraine, after the 2016 ruling of the
Permanent Court of Arbitration against China in favour of the Philippines' maritime claims
in the South China Sea, Russia made statements and held naval exercises in the region
with China, which China has been able to interpret as Russia siding with it.

Overall, the Sino-Russian strategic alignment on global governance issues post-2014 has
remained selective in scope (and has therefore been dubbed an 'axis of convenience'),
with no common ground on UN peacekeeping and climate change, areas in which Russia
is keeping a low profile, while China is in or is heading towards a leadership position.
Notwithstanding this, closer Sino-Russian strategic alignment on global governance issues
– despite its limits – is likely to diminish the space for governance concepts developed by
Western liberal democracies and the core values associated with them.

Forging closer economic ties in an asymmetric relationship
Western sanctions have further entrenched the asymmetry of Sino-Russian ties and have
weakened Russia's bargaining power to China's advantage. This has had a major impact
on the terms of the large-scale and long-term deals between the two in a number of state-
dominated strategic sectors. Next to Russia's key aim to establish a strategic energy
partnership with China, a shared vital goal has been to pool research and technologies to
build joint indigenous production capabilities so as to challenge Western dominant
positions on global markets in fields such as civil aircraft, where significant future demand
is expected. Similar to the military field, Sino-Russian cooperation in the nuclear energy
sector could be challenging, given the potential for competition in third markets.

Gas supplies
Western sanctions have catalysed the conclusion of a flagship Sino-Russian natural-gas-
supply deal between state-owned China National Petroleum Corporation (CNPC) and
Russian monopolist Gazprom. This deal envisages the export of over 38 billion cubic
metres (bcm/year) of East Siberian gas worth US$400 billion, from 2025 on over a period
of 30 years, initially starting with smaller volumes, as well as the construction of the
Power of Siberia Pipeline (see Figure 1). To put the figure in context, natural gas from
western Siberia supplied to European markets was 178 bcm/year in 2016. Russia hailed
the agreement as a breakthrough in concluding a strategic gas partnership with China
after more than two decades of negotiations, which had stalled due to price
disagreements.
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Repeated delays and
financial shortages
have since arisen and
scepticism has grown
as to the project's
profitability for Russia.
Moreover, Russia has
not been able to
realise its plan to
construct a second gas
pipeline, the Altai
Pipeline, set to
conduct West Siberian
gas, mostly used for
European markets,
through the Altai
Mountains to western China. Low gas prices and uncertainties about futureChinese gas
demand are major obstacles. The project would have allowed Russia to act as a 'swing
supplier', potentially pitting its European and Asian customers against one another.

Oil deals
In 2013, Russian state-controlled oil company Rosneft concluded a landmark supply deal
with CNPC worth US$270 billion for 25 years. The amount of the supply, covering about
half of Rosneft's total crude oil exports, would be delivered through the Daqing branch of
the Eastern Siberia-Pacific Ocean (ESPO) pipeline, whose main spur leads to the Pacific
supply centre of Kozmino (see Figure 2).
In 2016, China alone absorbed 70 % of
ESPO oil, and Russia became China's
largest oil supplier followed by Saudi
Arabia, Angola and Iraq. Although China
may, on energy security grounds, prefer
land-based oil supplies to maritime
supplies passing through US-controlled
choke points like the Malacca Strait, the
deal has been politically and financially
more important for Russia than for
China. China has a broad range of oil
suppliers, with Russia accounting for only
13 % of total Chinese oil supplies in 2015.
Nor has the deal changed much for
Russia's dependence on oil deliveries to
the West. As a percentage of total Russian exports, China accounts for 16 %, the EU for
61 %, Japan for 6 % and South Korea for 5 %.

Despite sizable Sino-Russian hydrocarbon trade, Chinese equity investment in Russian
assets accounted for only 2.5 % of Chinese overseas oil and gas production in 2013.
Investment barriers and mistrust remain. As Russia is reluctant to allow China to acquire
any controlling stakes, in 2016 a 49.9 % stake in Russia's new Vankor oil field ultimately
went to Indian rather than Chinese investors. India has emerged as a major country in
Russia's energy diversification strategy, as evidenced by Rosneft's acquisition of a stake
in Indian Essar Oil and Vadinar port allowing for new oil flows from the Russian east.

Figure 2 – Eastern Siberia-Pacific Ocean (ESPO) pipeline

Source: Petroleum Intelligence Weekly, 2013.

Figure 1 – Gas export routes from Russia to China and to the Asia-Pacific region

Source: Playing Chess with the Dragon, Oxford Institute for Energy Studies, August 2016, p. 53.
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Military cooperation
Since 2014, Sino-Russian military ties have deepened, with the two militaries staging
more complex exercises whose geographic reach has expanded into strategically
important areas (the Mediterranean in 2015, the South China Sea in 2016 and the Baltic
Sea in 2017), fuelling a debate about an emerging military alliance. As for military-
technical cooperation, two high-profile deals on the sale of advanced-weapons systems
from Russia to China were signed in 2015 after years of talks. The agreements cover the
supply of six battalions of Russian S-400 anti-aircraft missile systems – designed to
destroy aircraft as well as ballistic and cruise missiles at a range of up to 400 km – and
24 Sukhoi Su-35 combat aircraft. China and Russia have also launched strategic industrial
partnerships and joint production deals (e.g. advanced heavy-lift helicopters).

Some analysts consider these sales a major shift in Russian policy towards China, away
from Russia's long-standing concerns about China reverse-engineering Russian
technology and selling cheaper versions of Russian products in third markets. Due to an
informal Russian ban on sales of advanced technology items to China, Russian arms sales
to China have declined after - 2005 (see Figure 3), and have featured components such
as aircraft engines, but not complete weapon
systems. Some experts have explained these
sales with Russia's strategic interest in
weakening the USA by upgrading China's
capabilities, and Russia's need to strike a deal
before China's indigenous capabilities match
its own making further sales futile as well as
to fund Russia's own development of next-
generation arms technology. The sales have
also been seen as a threat to India, Russia's
biggest client, and the regional power
balance.

Financial cooperation
China-Russia financial cooperation aims to replace the use of the US dollar in bilateral
transactions with the two countries' currencies and payment systems. As for the currency
swap agreement concluded in 2014, it appears to have so far failed to work as envisaged.

According to Central Bank of Russia data, Chinese loans to the Russian 'non-financial
sector and households' increased to US$11.6 billion and US$14.9 billion in 2014 and 2015
respectively, but dried up dramatically in 2016 (US$-0.7 billion). Chinese financial support
has come chiefly from China's main state-owned policy banks, the China Development
Bank (CDB) and China Exim (export-import) Bank, for the creation of joint development
funds that have been used for energy, transport infrastructure, agriculture and the RFE.
For example, the funding of the Russian liquefied natural gas (LNG) project at Yamal in
the Arctic was at risk when Russian Novatek was placed under Western sanctions in 2014.
China seized this opportunity to foster its Arctic ambitions by entering the project via
CNPC and the state-led Silk Road Fund, and by injecting US$13 billion from CDB and China
Exim Bank into it. In line with their typical lending practices, these two banks have tied
the loans to a requirement that 80 % of equipment comes from China.

To Russia's surprise, Chinese commercial banks have been reluctant to provide loans to
Russian projects targeted by sanctions out of fear they could be barred from operating in
Western markets. This reflects a broader issue: China's strong economic interdependence

Figure 3 – Russia's arms exports to China and others

Source: China, Russia and the shifting landscape of arms sales,
Sipri, 2017.
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with the USA and the EU has set limits to Sino-Russian economic ties. China has not been
willing to sacrifice its ties with its major trading partners, the USA and the EU, for the sake
of closer cooperation with its minor trading partner, Russia.

Trade relations
Sino-Russian trade has
remained focused on Russian
exports of hydrocarbons in
exchange for Chinese
manufactured goods. Figure 4
shows the significant
contraction of trade levels
between 2013 and 2016. The
value of Russian oil exports
dropped mainly due to the
global oil-price decline, even
though exports had actually
increased in volume. The sharp
oil price-induced depreciation
of the rouble resulted in a loss
of purchasing power in Russia
and – coupled with Russian import-substitution policies including agriculture – led to a
strong drop in imports of manufactured goods from China. Russian farm and machinery
exports may have benefitted from a devalued rouble, as they grew slightly, suggesting a
possible incipient diversification of Russian exports to China.

Geographical distance, different laws, regulations and standards, business practices,
consumer preferences and mutual distrust continue to pose major challenges to
economic rapprochement. The lease of agricultural land in the RFE by Chinese farmers
has remained too politically sensitive, due to historically rooted mistrust among the
Russian population as well as environmental and food-safety concerns. A joint cross-
border cooperation programme for East Siberia and the RFE (2009-2018) has faced weak
implementation in Russia for lack of capital and workforce, but runs smoothly in China.
The economic impact of Russia's pivot to China has thus largely fallen short of Russia's
high expectations. The low volume of Chinese foreign direct investment (FDI) flows to
Russia is a case in point. As for trade, in 2016, despite sanctions, the EU-28 still accounted
for a 43.3 % share in Russia's trade, while China's share stood at 14.1 %.
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Figure 4 – Sino-Russian trade structure prior and post-sanctions

Graphic by Eulalia Claros, EPRS, based on Comtrade data.
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