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THE SCO SPACE IN A GEOPOLITICAL CONFIGURATION OF EURASIA:
RAPPROCHEMENT AND CONTRADICTIONS OF ENERGY INTERESTS
(THE CASE OF CHINA)

The complex geopolitical processes in Eurasia led to the formation of a new format of regional in-
terdependence of all SCO member-states. One of the complex issues are conflicting energy interests of
oil and gas suppliers and consumers. The “middle position” of post-Soviet Central Asian states of Eurasia
became a natural geopolitical argument in favor of using the territory of CA as a transcontinental “bridge”
between the southeastern part of the SCO and Europe. The participation of Russia, China, India and
Pakistan in regional energy policy, as well as SCO observer-states is an important component of Eurasian
security, which adds a global dimension to the organization. SCO unites on a common platform export-
ers and importers of energy resources without the involvement of third countries.

At the same time, there is a contradictory nature of interaction between all participants of the Shang-
hai process, which has negative consequences and hinders the development of regional cooperation in
Central Asia itself. Many projects within the framework of the Chinese megatrend “One Belt, One Way,”
including the active participation of Kazakhstan, indicate the development of the multilateral format.
Considering that the source of China’s economic growth is in availability of hydrocarbon resources at the
proper level, the policy of China will focus on a wide support of energy projects under SCO.

The purpose of this article is to consider the multilateral format of SCO cooperation as one of the
possible ways to reduce the risk of contradictions in the field of energy resources and solve problems
through participation in joint energy projects.

Key words: SCO, energy interests, contradictions, Eurasia geopolitics, Central Asia, SCO Strategy,
cooperation.
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Eypasus reocasicatbiiaarbl LLIbIY-HbIH, peai:
3HEepPreTUKaAbIK MYAAEAETI XKaKbIHAACY MeH Kapama-KailubiAbiKTap (KbiTas ici)

Eypasusaarbl kypaeai reocascv npouectep LLbIY-Fakatbicylibl 6apAbik MEMAEKETTEPAIH aiMaKTbIK,
©3apa TAYEAAIAIriHIH XaHa popmaTbiH KaAbINTACTbIpyFa aAbin KeAal. Kypaeai 6arAaHbicTapAbiH Oipi
— MYHal >X8He rasAbl >KeTKi3yLWiAep MeH TYTbIHYLbIAAD EeAAEPiHIH Kapama-Kanllibl 3HepPreTMKaAbIK,
Myaaeaepi. Eypasmnsaarbl noctkeHecTik OpTablk, A3usiHbIH «OpTaAbIKTa OpHaAacy >karaarbl» LLIBIY-
HbIH OHTYCTIiK-LIbIFbIC O6AIri MmeH Eypona apacbiHAaFbl TPAHCKOHTUMHEHTAAAbIK, «kerip» peTiHae OA
ayMarblH NanAaAaHyAbIH reocasicn AdAeAi 60AAbl. Pecer meH KpiTaabiH, YHAICTaH XeHe [NoKicTaHHbIH,
coHpar-ak, LLIblIY-ra 6GakbiAayllbl MEMAEKETTEPAIH OHIPAIK 3HepreTMkaAblk, casicaTka KaTbICybl,
eypasmsIAbIK, KayircCi3AiKTiH MaHbI3AbI KypamAac GeAiri 60AbIn TabbiAaabl, aA OYA YibIMHbIH XKahaHAbIK,
eAlleMiHe YAKeH yAeC Kocaabl. LUbIY ywiHwi eAAepAiH KaTbICYybIHCbI3 3HEpPrus pecypcrapbiH
SKCMOPTTayLUbIAQP MEH MMIMOPTTAYLLbIAAPAbIH, OPTaK, NAaTchopmachiH GipikTipeai. bya perte LLlaHxai
MPOLECiHiH, 6apAbIK, KaTbICYLIbIAAPbIHbIH ©3apa iC-KMMbIAbIHbIH, Kapama-Kailibl cunaTtbl 6ankaraAbl.
Bya >xaraait Tepic canpapaapra uve xoeHe OA-HblH ©3iHAE 6HiIPAIK bIHTbIMAKTACTbIKTbIH AaMyblH
Texxenai. Kbitai meratpeHaitiv «bip 6eaaey, 6ip X0A» afCbiHAAFbI KenTereH >kobarapAbiH, GOAybI,
OHbIH iwiHAe KasakcTaHHbIH GeACEHAI KaTbICybl, KOMKaKTbl (POPMATTbIH AAMYbIH KydAaHAbIPAAbI.
KbITalAbIH 3KOHOMMKAABIK, ©CYiHIH KariHap Ke3i TMIiCTi AeHrenAe KemipcyTeri pecypcrapbiHbiH, GOAYbIH
eckepe oTbipbin, Kpitain cagcatbl LLIbIY-HbIH 3HEepreTrMkaAblk, nepcrnekTUBaAapblH KEHiHEH KOAAQyFa
LLOFbIPAAHATBIH GOAAAbI.
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Ocbl MakaAaHblH MakcCaTbl: 3HEpPreTMKaAbIK, PecypcTap CaAacblHAAFbl KAMLIBIAbIKTAP ToyeKeAiH
TOMEHAETYre >koHe OipAeCKeH 3HepreTMKaAblk, >xobaAapra KaTbiCy apKbIAbl MOCEAEAEPAi Liewyre
AABIM KEAETIH bIKTUMaA XXO0AAapPAbIH 6ipi peTiHae LLbIY bIHTbIMAaKTaCTbIFbIHbIH KOMXXaKTbl (DOpMaTbIH
KapacTbIpy.

Tyiin ce3aep: LLIbIY, sHepreT1KaAblk MyAAE MEH Kapama-KanlbIAbIKTap, Eypasusaaarbl reocascar,
TecTiK.

M. Ty6ainayaamHa', A. Eanbaesa?, Lin Ao’
'Ka3axXcKuii HaLUMOHaAbHbIN yHUBEPCUTET UM. aab-MDapabu, KasaxcraH, r. AAmathl,
e-mail: gubaidullinamaral@gmail.com
2YHuepcuteT Hapxos, KasaxcraH, r. AAMatbl

3Kaszaxckmi HauMOHaAbHbIM yHUBepcUTeT nm. aab-PDapabu, KasaxcraH, r. Aamarsl

MpocTtpaHcTBo LLOC B reonoanTHueckoi koHcmrypaumm EBpasum:
cb6AMKEeHHe M NpOTUBOpEUNns SHepreTuuecknx MHTepecos (the case of China)

CAO>Hble reonoAnTMYeckue npoteccbl B EBpasum npuBean K (popmMmMpoBaHMIO HOBOFO hopmata
pervoHaAbHOM B3aMMO3aBMCUMOCTH BCEX rocyAapCTB-yyacTHMKoB LLIOC. OaHa M3 CAOXHBIX CBA3ei —
3TO NPOTMBOPEUMBBIE SHEPrETUYECKME MHTEPECHI CTPaH MOCTABLLMKOB M NOTpedbuTeAen HedTH U rasa.
«CpeAMHHOE MOAOXKEHME» MOCTCOBETCKOM LleHTpaabHOM A3mm Ha EBpa3mitiCkoM KOHTMHEHTE CTaAo
€CTEeCTBEHHbIM FeONOAUTUUYECKMM apryMEHTOM B MOAb3Yy MCMOAb30BaHUsI Tepputopun LIA B KauecTtBe
TPAHCKOHTMHEHTAABHOIO «MOCTa» MEXAY 0ro-BoctouHon vactblo LLIOC m EBponoi. Yuactmne Poccumn
n Kutagd, MHAMM 1 TakncTtaHa B perMoHaAbHOM 3HEpreTMYeckoi MOAMTMKE, a TakXe rocyAapCTB-
HabAAateren LLIOC sBAsieTCsl BaXKHbIM KOMIMOHEHTOM €BPa3vicKoi 6e30MmacHOCTH, YTo A0GaBAsieT
raob6anbHoe un3mMeperue opranusaumm. LLIOC ob6beanHsieT Ha o6uieit naaTthopme 3KCMOPTEPOB U
MMIMOPTEPOB 3HEPropecypcoB 6e3 yuacTust TpeTbux CTpaH. [pu 3TOM OTMEYaEeTCsl MPOTUBOPEUMBDIN
XapakTep B3aMMOAENCTBUSI BCeX yvyacTHMKOB LlLlaHxaickoro mpouecca, YTo MMeeT OTpULATEeAbHble
MOCAEACTBUS M CAEPXKMBAET pPa3BUTME PErMOHAAbHOrO COTPYAHWYecTBa B camon LIA. MHoxecTBo
NMPOEKTOB B pamMkax KUTanckoro meratpeHAa «OANH NMOSIC, OAMH My Tb», B TOM UMCAE C aKTMBHbIM YYaCTUEM
KaszaxctaHa, CBMAETEAbCTBYET O Pa3BUTUM MHOFOCTOPOHHEro gopmaTa. YumTbiBasi, YTO UCTOUYHUKOM
3KOHOMMYECKOro pocTta Kutasg sSIBASETCS HaAMuMe YrAeBOAOPOAHBIX PECYPCOB Ha AOAXKHOM YPOBHE,
noantrka Kuras 6yaeT cocpeaoToueHa Ha LWMPOKO MOAAEPIKKE aHepreTuyecknx nepcnextms LLIOC.

LleAb AaHHOM — CTaTbW PAaCCMOTPETb MHOTOCTOPOHHUI hopmaT coTpyaHmuectBa LLIOC kak oaMH
13 BO3MO>KHbIX MyTei, KOTOPbIA MPUBEAET K CHUXKEHMIO PUCKA MPOTUBOPEYMIA B Chepe IHepreTuUeckmx

PEeCypcoB 1 peLeHuio MPobAeM vepes yyacTre B COBMECTHbIX aHepreTuueckmx npoektax LLIOC.
KaroueBble caoBa: LLIOC, sHepreTMuyeckme WMHTEpeEChbl, NPOTMBOPeYMs, reornoAmtmrka EBpasum,
LleHTpaabHasg A3us, Crpatermna LLIOC, coTpyaHMYecTBo.

Introduction

The energy security issues form anew framework
for modern regional and international relations in
Eurasia. The growing interdependence and deeply
interlacing interests of states and non-state actors
present a factor stimulating the multilateralism
policy. The configuration of Eurasia in regional terms
is very complicated and changeable. The formation
of SCO became a natural response to the growing
threats such as interstate conflicts of a regional type,
threats to territorial integrity, international terrorism,
economic and financial crises that appeared in the
XXI century. To break negative tendencies, and
ensure the regional security, the countries decided to
address to instruments of multilateral cooperation.

SCO is an organization that has multilateral
mechanisms. It is considered to be the largest in-
ternational regional organization of Eurasia. SCO

covers a considerable territory and population of
states such as Russia, China, Central Asian repub-
lics (except Turkmenistan), India and Pakistan; four
observer nations — Mongolia, Iran, Afghanistan and
Belarus; and six dialogue-partners such as Turkey,
Azerbaijan, Armenia, Cambodia, Nepal and Sri
Lanka.

The total area of the SCO states is 30 million
km? that is 60 percent of the territory of Eurasia. It
includes almost 44% of the world’s population, and
in terms of GDP is about 25-27% of world’s indi-
cator. (Alimov, 2017). All states possess one of the
world’s largest gas and oil reserves, making 25% of
the global oil reserves, over 50% of the gas reserves,
35% of coal and about half of the world’s known
uranium reserves. SCO has the biggest oil and gas
pipeline infrastructure including the Caspian pipe-
line consortium and the Eastern Siberia — Pacific
Ocean (Schafer, 2017).
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Despite of the fact that the SCO is a relatively young
formation, it is in the process of development with
growing impact on continental and world processes.
SCO, as ASEAN in Asia, was established in different
international conditions. The ongoing meetings
between leaders of the organization present some
kind of “alleviation channel” of tensions and allow
the external balance of relationship between major
powers presenting a leverage for control. It should be
borne in mind that the state’s power over decision-
making in Asia leads to immaturity of initiatives and
dependence on foreign energy supplies (Nicolas,
Godement, Yakushiji, 2008).

The successful implementation of integrational
approaches in Asia on the example of ASEAN shows
the importance of identification of “interest“as a ce-
menting and a basic element of regional cooperation
(Tripath, 2011). The emphasis on informal dialogue
and consensus building are the basis of values of the
organization that do not require high institutionaliza-
tion of the legal framework. The “Shanghai Spirit”
as the proclamation of the “ASEAN Asian values” is
a consensual model of interaction between countries
as in other regions, including Asia.

It is mportant to highlight also the other area of
cooperation defined in SCO Charter - “the support
for, and promotion of regional economic coopera-
tion, fostering favorable environment for trade and
investments” (SCOa, Charter).

In this context, the security concept of the Co-
penhagen School of research represents its timely
relevance, highlighting the importance of regional
level of security of those states that are united by
similar geographical boundaries and face common
problems, the solution of which will have a direct
impact on their national priorities (Buzan, Waever,
2003). This paradigm is of great conceptual sig-
nificance. To identify the patterns of foreign policy
behavior of the actor on regional level, on the ex-
ample of China, we focused on a system-functional
approach using the comparative method.

For the identification of complementary depen-
dence degree of “developing” and “peripheral” states
with an insignificant level of economic development
but decent resource potential in the region of SCO,
we used the geopolitical criterion as used for defining
the tension points in the issue of energy interests.

The purpose of this paper is to consider the mul-
tilateral format of SCO collaboration as one of the
possible ways to reduce the risk of contradictions
in the field of energy resources and solve problems
through participation in joint energy projects.

Results and discussion

SCO as a “new type of interaction” in the
geopolitical configuration of Eurasia

Globalization, with its growing interdepen-
dence, deep intertwining of the interests of states
and non-state actors became a factor of stimulating
the dynamics of integration processes and the policy
of multilateralism. The SCO, as declared in its docu-
ments, is a non-military political alliance that does
not intend to become one (SCO document 1a). One
of the features of the SCO is that it is in the status of
an intermediate position, which does not oppose any
military alliance, such as NATO or ASEAN (Alyson
J. K. Bailes et al., 2007)

Today, multilateral interaction and cooperation
with organizations in Asia is developing on the basis
of a network scenario. Also, the Shanghai organiza-
tion is developing as a multilateral structure, para-
doxically combining sustainable gravity with a bi-
lateral format. This two-sidedness under the “roof”
of a large multi-vector house with “windows and
doors” is open for partnership; the organization does
not comply with standards and models such as the
integration of the “classic organization”. The SCO
consists of states with different political systems
and regimes, with different political ideologies and
values, which are at different stages of their socio-
economic transformation.

The main connecting factor is the Eurasian
space, since all states are geographically adjacent
and have regional geopolitical and geo-economic
interests. Often the question arises of the identity of
the SCO, which is an important factor, but not yet
final. The organization emphasizes multiculturalism
and respect for each other’s diversity. Geographi-
cally, the SCO is in “concentric circles” of special
relations. The regional dimension of Central Asia al-
lows us to determine its middle position on the con-
tinent as Central Eurasia. The SCO fits into the new
security architecture, which is becoming more spe-
cific in Eurasia, as well as in the Asia-Pacific region
(APR). It has defined new organizational principles,
such as “equality, transparency, a legal and non-bloc
basis, as well as respect for the legitimate” interests
of all states.

If the West emphasizes the uniqueness of “dem-
ocratic values” and the “open world,” the SCO
acts as a conservative, offering mutual tolerance in
politics, economics, and culture. The SCO, accepts
the participation of states with various forms of
power, does not accept the Western liberal-univer-
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salist model. From 2015, a new direction has been
approved in the policy of the SCO states, which
“makes shifts” from “Greater Europe” to “Greater
Eurasia”. This was officially announced by the for-
mer Minister of Foreign Affairs of Russia, President
of the Russian Council on Foreign Affairs Igor Iva-
nov at the XX Annual Conference of the Baltic Fo-
rum in Riga. “The processes of Eurasian integration
and cooperation are gaining momentum. This is the
Eurasian Economic Union, the Shanghai Coopera-
tion Organization and the New Silk Road project.
The Greater Europe “from Lisbon to Vladivostok”
is being replaced by the new Eurasia “from Shang-
hai to Minsk”. “Although the contours of Greater
Eurasia are largely vague and unclear, one can al-
ready see the objective and long-term nature of the
formation of a new transnational economic and po-
litical structure. (Ivanov, 2015). The Euro-Atlantic
and Eurasian are new centers of global attraction,
and relations between them are turning into the main
axis of future world politics. Thus, the concept of
“Greater Eurasia” is finally fixed in the political-
geographical concept.

The philosophy of the Shanghai spirit is the
leitmotif of the development of the organization.
One of the guiding principles set forth in the SCO
Charter was the promotion of the Shanghai Spirit:
“a consolidating component for the development of
cooperation in Asia, presenting a source of unity and
spiritual strength through a common concept of se-
curity” (Depeirot, 2017). The Shanghai spirit, often
used by its leaders, has not become a stable term, al-
though it has a semantic meaning of “trust”, “mutual
benefit”, “equality”, “coordination”, “respect for the
diversity of civilizations”, “desire for common de-
velopment” and more.

This concept, which had a great power, was
formulated by the first SCO Secretary General and
former Chinese Ambassador to Russia, Zhang Pe-
guang. The SCO provides an example of a gradual
replacement of traditional diplomacy by the multi-
lateral diplomacy with Shanghai spirit. “The pro-
cesses of Eurasian integration and cooperation are
gaining momentum. This is the Eurasian Economic
Union, the Shanghai Cooperation Organization and
the New Silk Road project. The Greater Europe
“from Lisbon to Vladivostok™ is being replaced by
the new Eurasia “from Shanghai to Minsk”. “Al-
though the contours of Greater Eurasia are largely
vague and unclear, one can already see the objec-
tive and long-term nature of the formation of a new
transnational economic and political structure. As

stated in the Charter, the Organization functions as
a forum to confirm confidence and good neighborly
relations between member states, as well as to pro-
mote cooperation in the fields of politics, trade, eco-
nomics, culture, education, energy and transport. It
also opens the way to be engages in wide and close
cooperation with leading giants - Russia, China and
the countries of ASEAN and Southeast Asia. On
the other hand, all Central Asian states are adjacent
to the “neighbors” of the Eastern European region
(EU) and the Transcaucasian republics (Gubaidul-
lina, Yelibayeva, 2016).

The SCO is fairly considered a multilateral in-
tergovernmental organization with a number of fea-
tures of its development. The SCO became the first
regional organization of “a new type” in the XXI
century (Pan Guang, 2006 and 2008). In 2004, the
SCO initiated an extensive partnership network of
multilateral associate partnerships with APR, and
now the Organization is developing in accordance
with general trends in the formation of a clearly
structured and single common regional structure.
Today, the multilateral cooperation Asia is mainly
based on a network scenario. Last but not least,
these concerns are related to the development of a
single energy space.

Towards a single and diversified SCO energy
market

The structure of the global energy market is rep-
resented by two groups - consumers: the West (USA,
EU and Japan), Asia (China, India, Asia-Pasific) and
exporters (OPEC, Russia and Central Asia). A char-
acteristic feature of energy exporters is their ability
to influence world energy prices, as well as multi-
vector foreign policy interests. The growth of new
export markets, combined with increased consump-
tion in the EU, in Southeast Asia and North Amer-
ica, has led to the formation of a new type of inter-
action in the energy market. It is important to note
that the desire to diversify hydrocarbon flows deter-
mines the policy of main players in Central Asia-
the United States, Russia, China, India, Turkey and
the EU. Given that Asia is the largest producer and
consumer of hydrocarbon resources, this inevitably
should lead to inter-regional cooperation. The huge
energy potential of the SCO member states, whose
stock compared to world oil reserves is 25 percent,
more than 50 percent of gas and about 50 percent
of uranium, attracts foreign investment in the region
(Kassenova, 2010).
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The Central Asian oil and gas industry can be
viewed through the prism of the Stackelberg model,
which is characterized by the presence of a mono-
structured organization represented by a national
company that regulates the price of a monomict ex-
port product and political decisions on these issues
guaranteed by the state (Horak, 2012).

There are several objective arguments in favor
of creating the SCO energy structure: the geo-eco-
nomic factor will allow us to combine the interests
of exporters and importers. First, Russia and China
are the largest neighboring emerging markets, in-
fluenced by internal and external factors. Up to 30
percent of Russian exports go to China through two
main pipelines — from Eastern Siberia to the Pacific
Ocean and to Nakhodka, counting the needs of other
countries in the region. The second is the potential
capacity of Russia, China, Kazakhstan and Uzbeki-
stan in the development of the oil and gas sector. For
example, Russia supplies gas to China via the “east-
ern route” in accordance with an agreement signed
at the highest level. In accordance with the 30-year
contract (from May 2014), Russia will export 38 bil-
lion cubic meters of gas per year. It was a historic
breakthrough in joint gas relations. In addition to di-
rect oil and gas trade, China and Russia are actively
developing oil and gas cooperation at other levels.
This includes exploration and development, as well
as product processing and marketing. China became
a shareholder of one of the largest oil producers in
Russia, the Vankor project (Rosneft). Thus, their in-
teraction is of a long-term nature and interest.

The issues of energy cooperation are addressed
in a number of SCO documents. The Program of
Multilateral Trade and Economic Cooperation
(2003) developed more than 100 projects were de-
veloped and identified priority areas of strategic co-
operation in the field of energy (SCOb). The SCO
Charter defines the necessity to develop energy sys-
tems and environmental management in the region
through joint programs and projects, but member
states pursue their own energy policies, creating a
network of bilateral agreements on energy trade in
the region. The practical implementation of agree-
ments involves mutually beneficial “pilot” projects
with multilateral participation in the energy, trans-
port, and other fields. The Business Council and the
SCO Interbank Association are called upon to play
a significant role in this process. The formation of
the energy component is carried out on the basis of
the principle of openness to all interested states and
organizations sharing the goals and objectives of the
SCO (SCOd).
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In 2013, SCO ministers of economic develop-
ment at the meeting in Aktau (on the shores of the
Caspian Sea) proposed a high level of structuring
the energy space and correlation of energy strategies
of SCO states (Kazinform, 2013). Moreover, these
issues opened up prospects for the further enlarge-
ment of the Organization - the process of accepting
India and Pakistan as full members. This process
took several years to come. It is important that an-
other state with an “energy” component is Azerbai-
jan, which has received confirmation of the status
of a dialogue partner. The energy sector again was
highlighted as the central direction of the strategic
development of the SCO at the summit in Ufa in
2015, which adopted the SCO-2025 Strategy. The
Indian Prime Minister Narendra Modi announced in
Ufa that an expanded group consisting of India and
Pakistan will represent half the world’s population,
and will serve as a “springboard” for the economy
of Eurasia, making it the most dynamic in the world
(Radio Free Europe (2015). The SCO Secretary
General V. Norov noted that with the adoption of In-
dia and Pakistan in 2017, the SCO became the larg-
est trans-regional association in the world, covering
more than 44% of the world’s population and about
60% of Eurasia.

China’s energy pragmatism

The driving force behind the development of
SCO is China, whose economy is the second larg-
est in the world in terms of nominal GDP, and in
the first place in terms of purchasing power. In
matters of energy policy, the Shanghai Organiza-
tion has become a conductor for Chinese invest-
ment and economic policy in the Central Asian
region. It positions itself as one of the top eco-
nomic and trading partners for each Central Asian
country, which is also recognized by Central
Asian states.

There are four Central Asian states — members
of SCO that actively developing their rich energy re-
sources. According to the Asian Development Bank
evaluation given in 2010, the main problem of CA
states in their limited export possibilities and out-
dated pipeline infrastructure built in Soviet times.
Due to this situation, China expressed its interest in
further investment of infrastructure projects. Taking
into account the investment picture and instruments
of influence, used by China in economic, energy,
multi-level security and defence policy, we argue
that its policy in Central Asia is of strategic char-
acter. To meet the growing demand for energy re-
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sources, Chinese government is used transnational
companies in promoting its national interests.

The main actors are China National Petroleum
Corporation (CNPC), its subsidiaries - China Na-
tional Offshore Corporation for oil production
(CNOOC), the specialization of which lies in the area
of foreign investment; the National Corporation for
exploration and production of oil and gas (CNODC),
as well as oil company SINOPEC, which specializes
in investments in the refining of petroleum products.
The policy of “going abroad” is an incentive to en-
terprises in China to find the resources, technology
and markets applications. According to Chinese
Ministry of Commerce, 13.000 companies have
opened their offices in 178 countries and regions, in
all sectors of the economy by using Foreign Direct
Investments (Fan, Wang, 2014). It should be noted
that China used its investment capacity for helping
Central Asian states to overcome the consequences
of international financial crisis in 2009 by allocating
10 billion USD (SCO Observers Steal, 2009).

The ongoing energy projects in the region are
mainly focused on investment of oil and gas pipeline
construction based on bilateral agreements due to the
enhancing competition and inconsistency of econom-
ic strategy that restrains the energy markets integra-
tion. Unlike western countries, China does not limit
its partnership to establishing additional rules or con-
ditions for granting loans and aid to developing coun-
tries. However, the “implementation” of its policy in
Central Asian region sometimes is complicated by the
“containment policy” of western countries over the
Chinese initiatives (Lanteigne, 2010).

Kazakhstan and China operate on the basis of
the pipeline built in frames of the bilateral agree-
ment signed in 2004, which has initially attracted $
700 million. Russia has the same type of agreement;
it has built a gas pipeline with a length of 3371 km in
2015 with China. At the same time, China is looking
for opportunities for energy deals in the Arab world.
Large markets such as China and other Southeast
Asian countries are creating space for competition
among energy exporters. Accordinng Yang , China
controls a quarter of Kazakhstan’s oil and is building
a pipeline from the Caspian Sea to Xinjiang. Turk-
menistan has become the preferred partner for gas
exports; Kyrgyzstan has become a quasi-protector-
ate economy specializing in re-exports of Chinese
goods, and Tajikistan is the gateway to Afghanistan.
The current situation may describe China’s “soft he-
gemony” and the establishment of “vassal relations”
(Yang, 2013).

Chinese President Xi Jinping puts forward four
proposals at the XIIT SCO Summit in Bishkek. He
listed the key points of the Treaty on Long-term
Good Neighbourliness, Friendship and Cooperation
along with Shanghai spirit. It was agreed to sign the
Agreement on Creating Favourable Conditions for
International Road Transport Connecting the Baltic
Sea with the Pacific Ocean, and Central Asia with
the Indian Ocean and the Persian Gulf in the near
future. For the stabilization of energy supply and de-
man relation, PRC planned an establishment of SCO
Energy Club (Press releases, 2013). In November
2014, China established the Silk Road Project In-
vestment Fund with a capital of $40 billion.

In 2015, China adopted the Development Strat-
egy of the Shanghai Cooperation Organization until
2025, which aimed at estalishment of common ap-
proaches in Silk Road Economic Belt initiative and
promotion of economic cooperation in the region
(SCOc). The Strategy aims to form a common po-
sition of SCO States with regard to the Silk Road
Economic Belt initiative. This initiative has been
named one of the instruments to create favourable
conditions for promoting economic cooperation in
the SCO region. According to the SCO Strategy, the
SCO states will develop mutually beneficial multi-
faceted cooperation in the field of energy, including
the use of renewable and alternative energy sources.
The idea of the “New Silk Road” and Xi Jingping’s
mega-project “One belt, one road” is referred to the
complex of transport-logistical and infrastructure
projects including the transportation of oil and gas. It
was a combination of Eurasian and Chinese projects
in the context of growing confrontation between the
US and Russia. China has been particularly active in
the past few years. Many new trade, economic and
energy agreements have been signed at the initia-
tive of China. It should be noted that at the 2015
Ufa Summit, the SCO countries agreed to take steps
to establish a regional transport and transit corridor
that would expand international logistics centers.

As a result of agreements between Nazarbayev
and Xi Jinping in June 2017 in Astana was signed
a Memorandum on the extension of contracts with
Chinese companies for oil and gas production in
Kazakhstan. During N.Nazarbayev’s visit to China
in 2018, the Kazakh leader highlighted the main pic-
ture of PRC investment to Kazakhstan, which has
investd over USD 16 billion since 1991 and signed
127 documents for a total amount of USD 67 billion.
The volume of mutual trade came close to $11 bil-
lion. There are 1200 enterprises currently operating
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in Kazakhstan with the participation of Chinese cap-
ital (including CNPC, CGNPC and CITIC), 22 of
them are oil companies among which 10 companies
are with almost 100 perent of Chinese participation,
another eight - have 50 percent. Nazarbayev said,
“25 percent of oil in Kazakhstan is produced by Chi-
nese companies. over the past years there were 100
million tons of oil and 180 billion cubic meters of
gas supplied to China through Kazakhstan. They are
now raising questions about contract renewals. We
will look at it very carefully, because they are good
partners” (Kazakhstan Today, 2018).

The long-term interest of Kazakhstan is con-
fimed by Kazakh leaders’ approval of moving 51
enterprises from China to Kazakhstan. According
to the oil and gas sector analyst, after “Exploration
Production KazMunaiGas” company acquires from

29%
. 1 China

I Russia

Ukraine
| I .
Switzerland
18%
Rest of the world

Source: Committee on Statistics of the Republic of Kazakhstan
[KASE, 2019]

Figure 1 - Export of natural gas of the Republic of Kazakhstan
in January 2019 (in %)

Kazakhstan Stock Exchange JSC (KASE) is
regularly working on attration of oil and gas compa-
nies to the stock market and explains the opportuni-
ties for investment.

So, the interest of the Western states in the en-
ergy resources of the CA has led to the inevitable
response of its closest neighbors - China and Russia.
The dynamism of the fast-growing Chinese econo-
my, China’s interest in the energy resources of the
region and, accordingly, joint project development
of deposits, lead to a kind of unification of energy
markets within the framework of the SCO.

China, using its investment opportunities, pro-
vides political guarantees for the security of the
neighboring region and is testing leadership in the
new PRC format (Pan Guang, 2008).
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“KazMunaiGas” stakes in “Kazakhoil Aktobe”,
“Kazakhturkmunai” and “Mangistau Investments
B.V.”, China’s share will grow significantly as Chi-
na Investment Corporation and a number of other
companies under its control already have almost
30% in Exploration Production “KazMunaiGas”.
Moreover, the Kazakh president confirmed that “we
are currently moving 51 enterprises from China to
Kazakhstan” (Tengrinews.kz, 2017).

According to the Committee on Statistics of the
Republic of Kazakhstan, in January 2019, natural
gas exports in physical terms amounted to 3.1 bil-
lion m®. The main buyers of natural gas are China,
which accounts for 36% (1.1 billion cubic meters),
Russia - 16% (888.1 million cubic meters) and
Ukraine - 18% (566.9 million cubic meters).

Total Issuers
oil and gas industry

Wroro
aMUTEHTOB*
175

m other issuers

. 144;82% As of 07/15/2019

* excluding unlisted securities

Source: Kazakhstan Stock Exchange JSC [KASE, 2019]

Figure 2 - Share of oil and gas industry issuers in the total
number of KASE

The management is guided by China’s policy of
promoting institutionalization of organizational and
economic support for projects, which together help
to contain contradictions for the realization of its in-
terests.

SCO Energy Club

The SCO Energy Club today unites several
worlds’ largest energy producers, namely Russia,
Iran, Kazakhstan and Uzbekistan, with the largest
energy consumers in the world, China and India.
The SCO Energy Club aims to deepen energy co-
operation between member states in addition to en-
hancing energy security and updating energy strate-
gies (Daily Sabah, 2016).
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Initial discussions on the Energy Club began in
the early of 2000. The main point was the strength-
ening of the energy security policy in connection
with the growing interest in the economic poten-
tial. In October 26, 2005, during the SCO summit
in Moscow, the Secretary General prioritized the
energy projects under SCO, which involved the oil
and gas sector, the development of new hydrocarbon
reserves and the joint use of water resources. The
realization of these projects allowed the creation of
the SCO Interbank Council.

Starting from 2006, the question on the creation
of Energy Club was often raised due to the neces-
sity coordinate energy policies of member countries
and energy cooperation expansion. Shortly after the
summit in Shanghai (2006), President V. Putin an-
nounced the idea of creating the SCO Energy Club,
which would share energy resources among its
members and help develop them for export to world
markets. This proposal has caused a lot of criticism
in the West. Some Western experts suggested that
the SCO could become another OPEC or, rather, a
gas cartel: the total percentage of oil of the SCO and
Iran together make up about 20% of the world’s re-
sources, and gas - about 50. Other experts doubted
the idea of an Energy Club for several reasons (RIA
News, 2006).

A draft Charter document of the Energy Club
(Regulation on the Energy Club of the member-
states of the Shanghai Cooperation Organization)
was proposed at SCO Forum on June 15, 2007. Ac-
cording to Russian proposal, the concept of Energy
Club defines it as a platform for an informal ex-
change of views on the development of the fuel and
energy complex. Uzbekistan did not support this
version of the concept and refrained from support-
ing initiatives, confirming its bilateral format pref-
erence. Kazakhstan supported the creation of the
Club, and expressed it in his concept of the Asian
Energy Strategy, elaboation by Kazakhstan Interna-
tional Institute of Contemporary Politics.

The first rounds of official and informal meetings
of SCO member-states, leaders of observer-states and
other interested parties on the concretization of the En-
ergy Club proposal were conducted in October, 2009.
All participants welcomed the idea of the platform for
substantive regular discussion of the energy strategy,
joint implementation of projects related to the explo-
ration, production, processing, transportation and tran-
sit of hydrocarbons. The only question remained was
the balance of interests of all parties. The discussion
of joint bilateral energy projects, the strengthening of

energy security in the region, as well as issues of in-
stitutionalization of the SCO Energy Club led to the
understanding of necessity to create an “adequate pic-
ture of the energy world”. The next step in creation of
SCO energy structure was Xi’an Initiative of the heads
of energy ministries of Russia, China, Tajikistan and
Kyrgyzstan on September 23, 2011.

The final decision on the establishment of the
Energy Club was officially announced at a meeting
of the SCO Council of Heads of Government in St.
Petersburg on November 7, 2011. On December 6,
2013, four SCO member-states (Russia, China, Ka-
zakhstan, and Tajikistan) became participants in the
Memorandum on the establishment of the SCO En-
ergy Club. After joining the observer and dialogue
partners — Afghanistan, Belarus, India, Iran, Mon-
golia, Turkey and Sri Lanka, the Energy Club today
unites eleven members.

The Energy Club, “being a non-governmental
advisory body, brings together representatives of
states and business circles, as well as information-
analytical, research centers that work in the field of
the fuel and energy complex of the SCO member
states (Fredholm, 2017).

The growing number of participants in SCO
Energy Club in the context of globalization has its
own arguments. The Energy Club was designed as
the platform for discussing issues related to the har-
monization of energy legislation, ensuring energy
security of member-states, observers and dialogue
partners, coordinating the interaction of major re-
gional producers, transit countries and consumers of
energy resources, discussing problems pricing in the
global energy market.

The global energy market is undergoing major
changes. According to an analysis conducted by an
energy researcher with the National Development
and Reform Commission Zhou Dadi, and informa-
tion published by China News Service (CNS), these
changes occur at two levels (Zhou Dadi). The first is
a change of location. The center of energy produc-
tion is moving west, and the center of consumption
is expanding east. Both directions point to Central
Asia, where most of the SCO countries are located.
The second is a shift in energy structure. Reliance
on coal and oil as energy sources is weakening amid
growing demand for natural gas and various types
of new energy. China, one of the founding members
of the SCO, is the largest country in the world in the
field of photovoltaic and wind power plants. China
is ready to support other SCO members in the field
of energy cooperation.
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Figure 3 — Gas projects in Eurasia and potential partners of the SCO energy club

Energy cooperation consists of four compo-
nents: construction of infrastructure; energy trans-
port development; financing of joint and multilateral
energy projects; cooperation in research and devel-
opment in the field of technology. Consequently,
the Energy Club according to its concept should
harmonize national energy strategies for elaboration
of plans of various member-countries, providing a
platform for discussion of common programs and
projects in the field of energy production. According
to the 2018 SCO Development Report published by
the Chinese Academy of Social Sciences, coopera-
tion in the energy sector is a must for SCO members.
Countries could collaborate in the following three
areas to achieve their goal: 1. Stabilize the global
energy supply chain and prevent unnecessary black-
outs; 2. Create the best platform for negotiations
on energy prices; 3. Assist each other in research to
find cleaner and cheaper energy sources (Gong Zhe,
2018). In fact, the implementation of this project al-
lows organizing a self-sufficient energy system in
both global and regional contexts. Under the aus-
pices of the SCO Business Council, the Eurasian
Energy Forum is held annually to discuss strategies
and joint approaches. The ongoing energy projects
in the region of the SCO member-states are aimed
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at attracting external and internal investments for
the construction of oil and gas pipelines in Central
Asia. Basically, agreements on oil and gas pipelines
are concluded on a bilateral basis, which leads to in-
creased competition and inconsistency in the overall
economic strategy that hinders the integration of en-
ergy markets.

The Energy Club can help deepen the interac-
tion between energy producers (Russia, Kazakhstan,
Uzbekistan and Iran) and energy consumers (China,
Tajikistan, Kyrgyzstan, India, Pakistan and Mongo-
lia). Since the SCO member-states are at the center
of the global energy market shift; these countries
can improve existing energy supply chains around
the world, reaching a new global energy order. The
SCO Energy Club may be the first step towards a
common energy system.

In addition to multilateral agreements, members
also participate in bilateral agreements in the energy
sector. Turkey was the chairman of the SCO Energy
Club in 2017, that is, the first country - non-member
of the SCO. The appointment came after officials
from Russia and China gave the green light to An-
kara after President Recep Tayyip Erdogan state-
ments that SCO is alternative to Turkey instead of
the EU (Turkey’s accession to a non-western organi-
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zation). Turkey invited all SCO partner countries to
take turns chairing the Energy Club for a year. The
proposal was accepted and Turkey was unanimously
elected Chairman of the Energy Club in 2017 (Dai-
ly Sabah, 2016).

Due to the dispersed national energy policy and
interests, the proposed energy club can become a
useful forum where the interests of exporters and
importers will be represented. In matters of energy
policy, the SCO can serve as a forum for Chinese
investment and economic integration in the region.
The energy club of the Shanghai Cooperation Orga-
nization does not imply the implementation of spe-
cific projects in the energy sector. Along with the
Business Council and the Forum of the Shanghai
Cooperation Organization, the Energy Club serves
as an advisory body and serves as an auxiliary
mechanism for organizing multilateral cooperation
in the field of energy. At the moment, the Club has
not realized its potential until it can promote coor-
dinated energy projects under its auspices. At the
same time, the Club can become an excellent basis
for deeper coordination of countries in future plans.

Conclusion

A center of world energy and trade is increas-
ingly shifting towards Asia. Asia’s success is in un-
precedented growth of its economy and sustained
growth. China, using its investment opportunities,
provides political guarantees for the security of the
adjancent region and approbates the leadership in
the new PRC format.

Within the framework of the SCO, regions and
countries of the Eurasian space are drawing closer
together, it is confidently entering into cooperation
with ASEAN and the Asia-Pacific countries. The
Shanghai Cooperation Organization has the potential
to become a global player, a serious center of politi-
cal decision making. To make it come true, the SCO
must assert bigger interaction with other influential
international organizations such as the United Na-
tions (Schafer, 2017). The emergence multi-weighty
dialogue partners of SCO: Belarus (EU neighbour),
Turkey (stable partner and a candidate for EU mem-

bership), Sri Lanka (EU South Asian trade partner).
All these factors have significantly expanded the ge-
ography and the potential of the Shanghai Coopera-
tion Organization and simultaneously expanded the
scope for EU possible ties.

When considering the Eurasian dimension of re-
gional issues, we define two basic facts. First, the
Central Asian states as full SCO members are in
close engagement with major continental actors as
Russia and China, which in turn leads to acceptance
of their geopolitical insterest, directly effecting all
CA states. Second is the nature of SCO that was cre-
ated in a competition environment with the West.

Whereas some experts say the organization has
emerged as an anti-US bulwark in Central Asia, oth-
ers believe frictions among its members effectively
preclude a strong, unified SCO. In any case, due to
its relatively new power, the SCO may play a very
important role in creating more harmonious rela-
tions in Asia, especially as one way of decreasing
the risks of war among Asian nations and Western
ones, or to solve minor military incidents between
Asian nations as well.

The fundamental in SCO cooperation is not the
goal of integration, but the potential of organization
as structure-forming strand of the region. To break
negative tendencies, and ensure the energy regional
security, the countries decided to address to instru-
ments of multilateral cooperation, for example SCO
Energy Club.

The SCO’s prospects lie in its comprehensive
structure. A phased transition from bilateral to mul-
tilateral cooperation frameworks is quite possible,
as all member states are aware that the SCO has a
powerful potential for access to world markets.

Despite significant changes in China’s role and
becoming one of the effective hegemons in the
region, the unification of Eurasian countries into a
single political association under the aegis of China
is not seen as a real. Most promising in frames
of SCO is the focus on the principles of “open
regionalism” (Libman, 2006), which is based on
mutual interweaving of projects aimed at achieving
specific goals and underlying alternative channels of
economic cooperation.
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