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Introduction 

 
China’s quiet shift to net oil importer status in 1993 marked a forced departure from the 

Communist Party’s three decades experiment in self-sufficiency and left open the possibility that 

China could some day be as vulnerable as other industrial nations to unexpected world events 

such as the 1973 oil embargo and Iraq’s invasion of Kuwait. 

 

The impact of this realization on Chinese foreign policy formation is still playing itself out.  But 

it is safe to say that oil security concerns are increasingly influencing China’s foreign initiatives 

and strategic calculus.  The shift to oil importer status is bringing China’s interests closer in line 

to those of the oil-dependent West.  But it is also raising a host of challenges for the West in co-

opting China to its points of view.   

 

As China imports more oil, it will become more vulnerable to pressure from energy regions, 

including countries seeking sensitive military equipment not being made available by the West 

or parties needing light arms for regionalized conflicts and civil wars.  The thirst for oil has 

certainly convinced Beijing of concrete benefits that can be reaped from taking advantage of 

U.S. sanctions policies.  China’s oil industry is reaping spoils in the Sudan, has planted its flag in 

Iraq and Iran and is courting Libya.  Beijing will also develop stronger ties with oil power Saudi 

Arabia, potentially offering the Saudis an expanding alternative market to the U.S. and Japan. 

 

The challenge for the U.S. and its allies will be to convince an ambitious, energy-hungry China 

that secure energy supply for all concerned will be dependent on cooperative foreign policy that 

seeks to minimize geopolitical rivalry and lessen the chances for disruptive armed conflict inside 

oil producing areas.   

 

China’s initial inclinations seem to be pointing towards the pursuit of bilateral approaches with 

key oil producing states in the Middle East and Africa, and to a lesser degree in Latin America.1  

Bilateral approaches, in periods where oil markets are tight such as the past two years, can lead 

to strings attached in exchange for stable supply, especially increased pressure from oil suppliers 

for political concessions.  At its worst, this might portend increased demands on China for 
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deliveries of weapons of mass destruction to these politically sensitive markets.  The U.S., Japan 

and Europe have faced similar problems, especially in the 1970s, and have taken certain unified 

policy steps to lessen exposures.  China, however, has yet to consider seriously a multilateral 

alliance with other oil consuming countries and has instead reached out in greater measure to 

individual oil exporting countries.   

 

China’s Energy Dilemma 

 

In recent years, in line with remarkable economic progress, China’s oil demand has grown faster 

than its domestic oil production.  In the last decade, oil consumption rose from 2.1 million b/d in 

1990 to 3.5 million b/d in 1997 and is about 4.6 million b/d currently.2  China’s now ranks third 

in the world for oil products use, after the U.S. and Japan. 

 

This growth has transformed China into a major importer of oil and mineral resources.3  

According to Chinese Customs agency data, crude oil imports stood at 1.2 million b/d in 2001, 

down slightly from 1.40 million b/d in 2000.4  Net refined product imports totaled some 365,000 

b/d in 2001, or 50 percent of consumption, not including an additional 70,000 b/d to 100,000 b/d 

of illegally smuggled gas oil, fuel oil and other products.5  These product imports are expected to 

more than double over the next 15 years, particularly for China’s economically vibrant and yet 

energy resource poor Southern and Eastern coastal provinces.6     

 

The total level of these imports is forecast to grow substantially in the coming years as China’s 

domestic oil requirements increase and its domestic oil production fails to keep pace.  Depending 

on its pace of economic growth, China’s oil use is projected to increase by between 750,000 b/d 

and 3 million b/d, totaling between 5.4 million b/d to 7.5 million b/d by 2010.  By 2020, China’s 

oil demand could be as high as 7 to 12 million b/d if strong economic growth continues.7  Should 

China’s oil production levels remain relatively stagnant, as has been the case for several years, 

China’s oil import levels will grow to between 2.0 million b/d and 4 million b/d over the next ten 

years.  If oil use in the transportation sector rises from the current 60% to 90% as is more 

customary in industrialized nations, Chinese oil demand in 2010 could be even higher at between 



China’s Oil Diplomacy and Relations with the Middle East 

3 

6.3 million b/d and 8.1 million b/d, and depending on GDP growth rates, between 11.4 million 

b/d and 17.9 million b/d in 2020.8   

Table One: 
Estimates of Chinese Oil Demand 

(Millions of barrels per day)9 
 

Year Baker 
Institute 
(1999) 

IEA 
(2000) 

APERC 
(1998) 

SDPC 
(1998) 

PRC State 
Council  
(1996) 

SETC 
(2001) 

2000   4.3 4.0 4.0  
2005   5.5   4.9 
2010 6.2 7.1 6.8 5.7 5.2  
2015 7.4   6.8   
2020 8.8 10.1   6.4  

 

While some analysts continue to predict that Chinese oil production could rebound over the next 

ten years, there are many factors that might work against this result.  They include: capital 

shortages within China’s major industries, fiscal deficits facing the central government, the fiscal 

challenge to local governments and state corporations posed by the social welfare costs of 

restructuring, a lack of interest among foreign investors in acreage offered for exploration, and 

the prospects that oil prices could remain low over the long term.10   

 

For these and other reasons, domestic output is generally expected to remain relatively flat over 

the coming decade.  As seen in Table Two, forecasts for 2010 among respected sources generally 

range from 3.0 million b/d to 3.9 million b/d.  And as seen in Table Three, production in the 

largest and oldest fields in Northeast China has declined in recent years.  These declines are only 

slightly offset by increases from offshore and Western areas. 

 
Table Two: 

Estimates of Chinese Domestic Oil Production 
(Millions of barrels per day)11 

 
Year Baker 

Institute 
(1999) 

IEA 
(2000) 

US 
DOE 
(2001) 

APERC 
(1998) 

SDPC 
(1998) 

PRC 
State 

Council 
(1996) 

SETC 
(2001) 

Wood 
Mac-
kensie 
(1998) 

East-
West 

Center 
(1997) 

2000    3.4 3.2 3.1 3.2  3.3 
2005   3.1 3.6   3.4  3.5 
2010 3.3 3.1 3.1 3.9 3.8 3.3  3.0 3.7 
2015   3.0  4.1     
2020 3.5 2.1 3.0   3.6    
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Table Three: 
Daily Production in Chinese Major Oil Fields by  

Region, Province and Chinese Company,  
As Reported by Field Administration and Company, 

1998-2000 
(Thousand barrels per day)12 

 
Field/Region Province Company 1998 1999 2000 1998 

%Total 
2000 

%Total 
2000/ 
1998 

Northeast   1493.2   1462.2   1424.1  50.8 47.9 .953 
   Daqing Heilongjiang CNPC 1133.9 1109.5 1079.0     .951 
   Jilin Jilin CNPC 80.8 77.4 76.4     .945 
   Liaohe Liaoning CNPC 278.5 274.3 268.7     .964 
North   745.3   713.2  722.3  25.3  24.3  .969 
   Shengli Shandong Sinopec 531.0 509.0 519.0     .977 
   Zhongyuan Henan Sinopec 78.0 72.0 73.0     .935 
   Dagang Hebei CNPC 86.5 82.5 80.5     .930 
   Henan Henan Sinopec 37.1 (37.1)  36.9      .994 
   Jidong Hebei CNPC 12.7 12.6 12.9      1.015 
East/Yangtze   41.8 41.8   51.7  1.4  1.7  1.236 
   Jiangsu Jiangsu Sinopec 25.1 (25.1) 30.9   1.231 
   Jianghan  Hubei Sinopec 15.1 (15.1) 19.2   1.271 
   Anhui Anhui Sinopec 1.6 (1.6) (1.6)   (1.000) 
Northwest   121.9 137.9 144.0 4.1 4.8 1.181 
   Changqing Gansu CNPC 81.4 87.6 94.5     1.160 
   Yanchang Shaanxi CNPC 32.5 42.3 41.3     1.270 
   Yumen Gansu CNPC 8.0 8.0 8.2    1.025 
West    356.1  400.6 421.7 12.1  14.2  1.184 
   Xinjiang Xinjiang CNPC 178.5 184.1 188.5     1.056 
   Tarim Xinjiang CNPC 78.8 85.7 89.0     1.129 
   Tu-Ha Xinjiang CNPC 63.6 63.6 61.5     .966 
   Qinghai Qinghai CNPC 35.2 38.0 40.0     1.136 
   Tahe Xinjiang Sinopec 0.0 29.2 42.7   (n.a.) 
Southwest   5.3  5.1  4.6 <.1  <.1  .867 
   Sichuan Sichuan CNPC 4.3 4.0  (4.0)      (.930) 
   DianQianGui Yunnan Sinopec 1.0 (1.0) .6     .600 
Offshore   170.9 168.3 200.1 5.8 6.7 1.170 
   Nanhai East (South) CNOOC 105.5 88.0 90.0   .853 
   Nanhai West (South) CNOOC 20.3 35.1 46.4   2.285 
   Bohai (East) CNOOC 45.1 45.2 63.7   1.412 
         
Total   2934.5 2929.1 2968.5 100.0 100.0 1.011 
 

Table Four shows estimates, under varying growth scenarios, of China’s future oil import needs.  

Foreign experts generally predict that China will import 3 to 4 million b/d in 2010 and 5 to 8 

million b/d in 2020.  Although more recent public reports suggest a convergence toward foreign 

projections, in recent years Chinese government agencies and industry sources have predicted 

China will import 1.3 to 1.9 million b/d in 2010, and from around 2 to 3 million b/d in 2020. 
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Table Four: 
Estimates of Chinese Oil Imports 

 (Millions of barrels per day)13 
 

 

Recognizing the limits to domestic oil resources and the economic and environmental costs of 

continuing to rely heavily on coal, China’s leadership has been seeking new ways to enhance its 

trade and investment ties to oil-rich countries in the Middle East. 

  

First and foremost, China has been seeking oil exploration deals in the Middle East but also 

increased oil supply deals.  Numerous articles about the importance of launching a Middle East 

strategy have been crafted by Chinese foreign policy analysts and pundits.14  Some Chinese 

authors point out, however, that the West’s strong position in the Middle East could be used to 

limit China’s access to the same supplies were China not to pursue its own bilateral ties.15   

  

Chinese officials are thus deeply concerned about what they view as an emerging energy security 

threat to China’s economy posed by the United States led war against terrorism in the Persian 

Gulf.  It is worth quoting at length the views expressed in January 2002 of Chen Huai, deputy 

head of the Market Economy Research Institute of the State Council’s Development Research 

Center:  

     
After the 9.11 incident, the United States, in the name of 
combating terrorism, carried out a severe military attack against 
the Taliban regime of Afghanistan.  However, many people in the 
know, one after the other, have pointed out that the real goal of the 
United States is to realize the presence of the U.S. military in 
Central Asia.  This kind of situation constitutes a kind of actual 
threat to the sources and passageways of the strategic resources of 
our country.  Not only this, in the middle and latter period of the 

Year Baker 
Institute 
(1999) 

IEA 
(2000) 

APERC 
(1998) 

SDPC 
(1998) 

PRC  
State  

Council 
 (1996) 

PRC  
Industry  

(1999) 

SETC 
(2001) 

2000   .9 .7 .9 .7 1.2 
2005   1.9    1.7 
2010 3.0 4.0 2.9 1.9 1.7 1.3  
2015    2.7    
2020 5.4 8.0   1.8 2.6  
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1990's, during the process of our country's oil strategy 
implementing the intention of "going out," the opportunity to 
purchase definite production rights and obtain "a portion of oil" 
was realized.  However, the primary place of deployment of the 
successful projects was in Sudan, and other sensitive countries.  
This time the United States has already publicly declared in the 
name of combating international terrorism that any country or 
government that has supported terrorism is on the list for U.S. 
attack.  Sudan and others are very possibly on this name list.  
Recently, after the Taliban regime fell from power, U.S. voices 
with regard to expanding the scope of military attacks have 
become unceasingly sharper.  This has brought an extremely large 
unstable factor to China's foreign resource production areas.  It is 
possible that the core of our country's oil security shifts from price 
security to foreign resource and production rights security.16  

 

Chinese officials therefore are also concerned about the safety of the sea lanes of the Strait of 

Malacca, through which some 60 to 70 percent of China’s oil imports from the Middle East and 

Africa pass.  They are also worried about potential disruptions in the planned supply of oil and 

gas coming from Kazakhstan and Xinjiang to Eastern China via several large pipeline projects.17  

Chinese military analysts have publicly expressed concern about potential military ties between 

the United States and India.18 

 

China also has an incentive to use military sales to forge closer links to the region while at the 

same time offsetting some of its oil import costs.19  Although China’s arms sales represent only a 

very small portion of its exports, and thus may not figure prominently in the creation of the 

central government’s trade policies, the incentive operates at the firm level as Chinese industrial 

and trading conglomerates seek to expand product sales, including arms and machinery used in 

weapons manufacturing, to countries that export raw materials for their operations in China.  

This is likely to be especially true for arms companies, such as Norinco and Sorinco, which have 

exploration and transmission facility construction joint ventures with state oil and gas companies 

in the Middle East and Africa.   

 

According to State Economic Trade Commission figures, China’s imports from Iran jumped to 

217,000 b/d in 2001, up 55 percent 2000.  Purchases from Saudi Arabia have also risen sharply 

in the last two years, to 175,600 b/d in 2001, up 53 percent from 2000.  Crude imports from 
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Kuwait and the United Arab Emirates have also increased somewhat; but those from Oman and 

Yemen saw decreases of 48 percent and 37 percent.20 

 

As seen in Table Five, China has met its rapidly growing oil import needs in recent years by 

shifting from Asian sources to a few Middle East countries – particularly Iran, Saudi Arabia, 

Oman and Yemen – and, increasingly, to Africa, Russia and Central Asia.  Overall, Africa 

became the second-largest source of oil imports for China in 2001, with 217,000 thousand b/d, or 

some 22 percent of total imports.  Crude imports from Sudan increased to 99,400 thousand b/d in 

2001, an increase of 50 percent from 2000.  Over the same period, imports from Angola shrunk 

56 percent to 76,000 thousand b/d.21   

 
Table Five: 

Chinese Crude Oil Imports from Select Middle East Countries and 
Regions, 1992-1999 

(Thousands of barrels per day)22 
 

 1992 1993 1994 1995 1996 1997 1998 1999 
         
Oman 61.2 81.6 67.2 73.0 113.0 180.6 115.8 100.4 
Yemen 8.6 33.0 25.0 49.4 75.2 81.0 80.8 82.6 
Iran 2.2 1.3 1.3 18.6 46.2 55.0 72.4 79.0 
UAE 4.6 11.4 1.3 7.2 n.a. .9 10.2 nil 
Saudi Arabia 3.6 4.2 2.8 6.6 4.6 9.8 36.0 49.8 
         
Mid-East Total 80.6 131.8 98.0 155.2 239.2 335.6 333.2 348.2 
Mid-East % 36% 42% 40% 45% 53% 47% 61% 48% 
         
Africa Total 10.0 42.6 10.0 36.8 38.6 118.2 43.8 134.8 
Africa % 4% 14% 4% 11% 9% 17% 8% 18% 
         
Asia-Pacific Total 134.2 130.6 136.8 141.6 164.4 188.2 109.4 136.4 
Asia-Pacific % 59% 42% 55% 41% 36% 27% 20% 19% 
         
Other 2.2 8.2 1.8 8.0 10.2 67.4 60.0 112.8 
Other % 1% 3% 1% 2% 2% 10% 11% 15% 
         
TOTAL 227.2 313.4 247.0 341.8 452.4 709.4 546.4 732.2 

 
 

At the same time, China has also pursued oil field investment activities in the Middle East, 

including Iraq and Iran.23  CNPC and the Chinese state-owned weapons and industrial 

conglomerate Northern Industries Corporation, or Norinco, signed a “post-sanctions” 
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memorandum of intention in June 1997 for development of the Al-Ahdab field in central Iraq.  

The field contains an estimated 360 million barrels of oil and would require an investment of 

around US $1.3 billion.  Given United Nations sanctions blocking investment in Iraq’s oil 

industry, Chinese oil company activity has reportedly been limited mainly to surveying work on 

al-Ahdab.  In 1998, CNPC began negotiations for a second field, the Halfayah field, but no 

contract has been reported as signed.  CNPC has investigated the possibility of service 

agreements with Iran but no final transactions have been reported.24  Sinopec, however, has 

moved forward, signing deals with the Iranian state oil company to jointly explore for oil in 

Zavareh and Kashan.25 

 

China has pursued “cross investment” arrangements with Saudi Arabia.26  Under such a strategy, 

China would allow Saudi Arabian companies to make downstream refinery and petrochemical 

investments in China and Chinese oil companies would pursue upstream oil field activities in the 

kingdom.  Both Riyadh and Beijing see the benefit to some link-up as China offers a potentially 

growing market for Saudi crude while Saudi Arabia is important to China’s future strategic 

interests because it remains the single largest supplier to world oil markets.  As this relationship 

grows, the cost in hard foreign currency to Beijing will rise dramatically.  China’s hydrocarbon 

imports from the Kingdom totaled only US 155 million dollars in 2000, but in 2001, they 

skyrocketed to just under US 2 billion dollars.27  The incentive to work out cross-investment 

strategies between the two countries will only increase as Saudi and Gulf State production of 

petrochemical feedstock rises in future years, matching the enormous demand for these from 

China’s growing textile and light-manufacturing industries.  According to petrochemical industry 

experts, China is already the largest importer of many olefins, and by 2006, its imports are 

expected to represent 57 percent of world demand.28   

 

The diplomatic groundwork for Sino-Saudi Arabia cooperation was promoted by an oil 

cooperation agreement between the two countries signed in September 1999 when Chinese 

President Jiang Zemin visited Saudi Arabia.  Under the agreement, China promised to open its 

downstream refining business to the Saudis.  The agreement stipulated, however, that Saudi 

Arabia would open its domestic market to Chinese investment except in oil exploration and 

development.   
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In late 2001, Saudi Aramco, the Saudi state oil company, ExxonMobil and Fujian Petrochemical 

Company signed an agreement for a joint feasibility study for a 250,000 b/d upgrading of the 

Fujian refinery.  Saudi Arabia has also proposed to construct a 100,000 b/d refinery in Shandong 

province and is negotiating with Sinopec to expand the refinery at Maoming.  China, strapped for 

cash, is interested in Saudi financing for investment projects that would allow Chinese refineries 

to handle a larger amount of Saudi crude supply.  Still, foreign entry into the Chinese 

downstream industry has proved very difficult, and few ventures have proceeded smoothly.  

Total SA of France holds a 20% stake in West Pacific Petrochemical Company (WEPEC) for an 

investment in the refinery at Dalian.  Exxon, ARCO and Caltex have also pursued downstream 

ventures in China.  BP currently owns over 20% in the Zhenhai refinery.  The overall difficulty 

of China’s investment climate in the refining sector will likely inhibit wide-scale construction of 

new facilities to meet rising internal demand for petroleum products, barring major reforms in 

the oil sector.     

 

Political aspects accompanied China’s Middle East deal making activities.  China, for example, 

has shown support for Iraq in the United Nations.  Throughout the 1990s, China joined ranks 

with France and Russia to call for the early lifting of United Nations sanctions against Iraq and it 

has opposed military strikes against Baghdad.29  Chinese foreign policy officials and 

commentators cynically refer to the U.S. “Rogue State Policy,” and the war against Iraq, as a 

thinly-veiled attempt to gain control of the oil resources of the Persian Gulf.30  Chinese diplomats 

have also aggressively courted states in the Middle East and Africa, trying to persuade them to 

recognize the PRC and not Taiwan as the sole legitimate government of China.  Saudi Arabia 

severed diplomatic links with Taiwan in 1990 when it established diplomatic relations with 

Beijing.31  In 1992, China re-established relations with Israel, formalizing economic and political 

ties that had grown throughout the 1970s and 1980s, including extensive sales of sophisticated 

military technology to China.32  Although China’s growing economic ties with Arab oil-

exporting states, and the potential for arms transfers to these by China, poses a challenge for 

Sino-Israel relations and continued arms sales to the PRC, China’s status in the United Nations’ 

Security Council and access to other sources of sophisticated weapons – as seen in reports of 
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Russia’s recent sale of eight more “Kilo” class submarines to the PLA Navy33 – makes it a 

desirable economic and political partner for Israel and Arab states alike.    

 

Finally, China is likely to face pressure to accept some sort of linkage between oil supply from 

the Middle East and provision of military assistance.  Beijing is considered a prime alternative 

for countries seeking ballistic weapons and aircraft technology that might not be available from 

the U.S.  In 1991, China briefly assisted Saudi Arabia in developing a chemical warhead for its 

CSS-2 missiles, and the kingdom, in light of recent events, considers China a possible target for 

diversifying its arms procurement.34  And although Chinese arms sales to Saudi Arabia are 

dwarfed by those from the United States and European countries, in 2000, the Saudis reportedly 

asked Beijing to continue the maintenance and training of military personnel servicing the 

missiles China sold the kingdom in 1988.35  Meanwhile, Beijing is continuing to help Pakistan 

modernize its military technology.  In December 2001, the first ships arrived in Karachi to 

deliver advanced Chinese F-7 aircraft that will replace the aging F-6 fighters currently in 

Pakistan’s arsenal.36   

 

Despite Chinese efforts to build ties to the Persian Gulf, barriers remain to a close oil supply link 

between China and key Middle East suppliers.  International sanctions against Iraq have 

prevented China from moving forward there, and commercial factors have thwarted progress on 

investment plans in Iran.  Moreover, so far, Saudi Arabia has only indicated a willingness to 

consider foreign investment in integrated natural gas projects, and CNPC says it has no strong 

interest in this kind of investment.37  At present, Chinese sources say CNPC is pessimistic about 

whether it is possible to complete an oil exploration/production arrangement in Saudi Arabia but 

China continues to pursue a dialogue on cross-investment to keep options open.   

 

Rising Chinese oil imports from the Persian Gulf would leave the Asian superpower more 

vulnerable to U.S. influence.  China’s military and particularly its naval buildup, though sizeable, 

is far from sufficient to guarantee East Asian sea-lanes, much less protect security in the Persian 

Gulf.38  Thus, for the foreseeable future, ironically, China will be forced to rely on the U.S. 

military to protect its access to this oil, greatly constraining its geo-strategic options that in recent 

years have included support or sponsorship of nations hostile to U.S. regional allies.  China’s top 



China’s Oil Diplomacy and Relations with the Middle East 

11 

Party leaders do not acknowledge this dependency in public speeches or documents, but foreign 

policy scholars and oil industry experts have recently revived criticism of the U.S. energy and 

security policies, and by implication their own dependency on the US, after a brief lull following 

September 11.39 

 
Implications for the U.S. 

 

On the face of it, China’s emergence as a major oil and gas importing country could result in 

Beijing finding its strategic interests in the Middle East more closely in line with those of the 

West.  The U.S. should exploit this possibility as a means to entice China into its orbit. 

 

The consequences of not doing so could be costly.  China’s continued pursuit of stronger 

bilateral ties with key oil producing states such as Iraq, Iran, Saudi Arabia, the Sudan, and Libya 

may run counter to U.S. interests.  These bilateral approaches could easily lead to pressure on 

Beijing for political concessions and could portend increased demands on China for deliveries of 

weapons systems to these politically sensitive markets and weaken U.S. leverage in these 

important regions.  In a worst-case scenario, China’s activities, if accompanied by increased 

arms sales and military training, could fuel existing instability that ironically could hamper the 

stability of both the West’s and China’s own oil supplies.  China is obviously aware of this 

dilemma but knowledge is only half the battle.  The need to build its own bridges to the regimes 

in question, to ensure energy supply and gain overall support of its “one-China” politics, may be 

hard to implement without the promise of side benefits such as political concessions and military 

assistance.  The dynamic of this phenomenon could hurt U.S. chances of forging a long-term, 

constructive dialogue with Beijing.      

 

The OECD governments have become experienced in utilizing international institutions and 

multilateral approaches for ameliorating vulnerability to oil supply disruptions and have worked 

together to eschew bilateral trade-offs between energy supply and political issues unrelated to oil 

and gas.  It will be in U.S. interests to find ways to co-opt China to band together with other 

large consuming nations in the eventuality of an oil disruption rather than pursue go-it-alone 

bilateral energy relationships.  Encouraging Beijing to reduce its vulnerability to an international 
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supply disruption through the building of a strategic oil reserve whose use could be coordinated 

with the International Energy Agency (IEA) countries would reduce the possibility of deleterious 

competition in tight oil markets and reduce the chances that any oil producer or group of oil 

producers could organize an oil supply cutoff to influence political events not related to oil 

markets.  The rule making of the WTO in the energy trade area is another instrument that can be 

tapped to discourage bilateral agreements on non-competitive terms.   

 

A Chinese strategic petroleum reserve would not only reduce China’s vulnerability to pressure 

from foreign oil suppliers but also aid all consuming countries by eliminating a major importer’s 

free-riding off other countries’ stock releases.  If major Asian consumers like China and India 

agree to build stocks and joint emergency management with the International Energy Agency, it 

would be a means to expand the volume of stocks available during a supply cutoff without the 

IEA footing the entire bill.  It would also make the distribution of oil during a supply emergency 

more efficient and globally diffuse, thereby lessening the effects of any dislocation and the 

related immediate jump in world oil prices. 

 

The Chinese government seems committed to only the gradual construction of a strategic 

petroleum reserve, of undetermined size and location, and it has not expressed any intention to 

work cooperatively with either its Asian neighbors or OECD countries to develop measures to 

safeguard against disruptions in supplies of oil and refined products from the Middle East.40  As 

late as December 2000, State Economic and Trade Commission (SETC) officials publicly 

declared there was no pressing need to establish a reserve, and yet in March 2001 the State 

Council and the State Development Planning Commission included a “strategic petroleum 

reserve” as a key project in the new 10th Five-Year Plan.41  Since then the SETC and other 

government agencies have proposed creating a reserve of eight million cubic meters, or 8.3 

million tons and some 30 days’ supply, by 2005, up from the current estimated reserves of some 

21 days.  Many discussions call for the storage of a two to three month supply by 2010, on par 

with Chinese estimates of U.S. and Japanese stockpiles.42   

 

The creation of such a stockpile, however, will likely be hampered by disagreement over size, 

location and funding between Party leaders, State Council agencies, National People’s Congress 
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deputies and the three central-owned state oil and gas companies.  Significantly, China’s top 

Party leaders, including Party Secretary Jiang Zemin and Premier Zhu Rongji, their designated 

heirs apparent, Hu Jintao and Wen Jiabao, and even the Minister of the State Development 

Planning Commission, Zeng Peiyan, have issued no public statements containing details of a 

strategic petroleum reserve.  Wang Tao, National People’s Congress standing committee 

member and, until 1997, president of China National Petroleum Corporation (CNPC), has 

proposed that the government compensate one of the state oil and gas companies for a recently-

discovered domestic oil field and turn it into a strategic petroleum reserve capable of meeting 

import needs for three months by 2010.43  Debates within the NPC for any such funding, as with 

the Three Gorges Dam Project, are likely to be contentious.   

 

The three state companies, CNPC, Sinopec and CNOOC seem to be much more interested in 

obtaining central government subsidies and tax breaks for the exploration and development of 

domestic oil fields, and in pursuing their “Going Abroad” (zou chuqu) strategy of purchasing 

mature foreign fields in the Middle East, Southeast Asia, Central Asia, Africa and Latin 

America, than in constructing a domestic strategic petroleum reserve.44  Neither CNPC nor 

Sinopec include information on investments in strategic reserves in their corporate reports or 

comprehensive annual yearbooks.  The discussion of the location for a single stockpile facility, 

or the upgrading of existing facilities, is likely to be opposed by the state oil and gas companies.  

Because each has exclusive exploration, production and distribution rights in different parts of 

Chinese territory, a concrete discussion of location is by definition a means to decide which 

corporate entity will provide the billions of dollars necessary to create such a stockpile.45 

 

Perhaps in recognition of the above difficulties, the State Economic and Trade Commission has 

downplayed the creation of a strategic petroleum reserve in its plans to guarantee the flow of 

materials necessary to sustain China’s rapid economic growth.  In November 2001, Zhang 

Zhigang, vice-minister of the SETC, did not even include a strategic petroleum reserve in his list 

of the seven elements comprising China’s oil security strategy for the 21st Century:  (1) increase 

efficiency in coal consumption; (2) develop domestic oil exploration and production; (3) promote 

the “going abroad” plan of state oil and gas companies; (4) increase security in oil markets; (5); 
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rationalize pricing of oil markets; (6) develop utilization of natural gas; and (7) promote 

alternative energy technologies.46 

 

China should also explore other cooperative energy initiatives.  Research and development of 

alternative fuels and technologies that might lessen China’s rising need for imported oil have an 

important role to play (which incidentally could yield fruitful environmental gains as well).  

Japan is already working jointly with China on clean coal research and development.  Initiatives 

to help China leap frog existing gasoline car technology to favor propane, natural gas, or more 

efficient hybrid and fuel cell vehicles would also greatly reduce the rise in China’s need for oil 

while at the same time reducing its carbon and other emissions. 

 

Finally, while political obstacles might be great, the experience of the Western hemisphere is 

instructive on the benefits of international natural gas and shared electricity grids in improving 

access to supplies and lowering costs.  Several such grids have been proposed in Asia, including 

gas grids linking ASEAN countries.  Development of resources in Russia’s Far East could be 

instrumental in this regard in Northeast Asia. 

 

Policy analysts in Beijing, no different than their counterparts in the industrialized West and 

Japan, have tended to tackle the difficult subject of oil geopolitics by emphasizing gaining an 

edge in what might be a difficult competition for scarce resources.  But energy markets could 

just as easily be oversupplied as undersupplied in the coming decades, depending on how well 

key consuming nations band together into a cooperative framework.  The war against terrorism 

raises the possibility that a coalition, like the one formed against terrorist networks, could be 

tapped to avoid the more painful scenarios that can be imagined from the rising need for oil for 

developing countries like China.  The U.S. should take the lead in determining this better future - 

one where technology and political cooperation are utilized to ensure that secure, ample, cleaner 

energy supply is available at reasonable prices to fuel prosperity in the world economy.   
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