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China’s sustained economic expansion presents the country and its policymakers 

with a formidable energy supply challenge. This has become particularly true since 

year 2000. Over the past four years, the annual average growth in China’s primary 

energy demand has been roughly equivalent to the total energy consumption of a 

Spain, or half that of France. In 2006, the growth of China’s electricity 

generation amounted to nearly half of the world total. The yearly addition to the 

generation capacity is now greater than the entire French electricity system. Over the 

past decade, China has accounted for more than a third of the growth in global oil 

demand. The growth in China’s energy demand has also turned into a massive 

increase in coal consumption: over the past decade, China has accounted for 70% of 

the growth in world coal demand. Such an impressive growth in energy consumption 

implies a very important effort to build energy-related infrastructure, especially the 

Roughly speaking, the Chinese energy system has lived up to the challenge of fuelling 

the country’s economic growth, so far. But the challenge for the next 20 years is such 

that it understandably generates an acute sense of energy insecurity

country’s leadership. This is all the more true as energy imports cover a growing share 

of China’s energy demand growth. 
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2. China’s integration into world energy markets is proceeding fast and smoothly. 

For China, as for any other country in the world, integration into international energy 

markets is an extremely economical way of covering its energy needs. There is no 

other type of goods for which it makes more economic sense to engage in international 

trade than energy commodities, especially crude oil and oil products. Integration into 

the world oil market is an easy process which requires very little, if any, government 

intervention. Over the past decade, Chinese oil imports have grown 27% per year on 

average against 7% per year for oil consumption. Imported oil now covers almost 

100% of incremental Chinese oil demand. At around 170 million tons, the country has 

become the second biggest importing nation after the United States and before Japan. 

China has started to import modest volumes of natural gas (from Australia) through 

the Guangdong LNG project. Two other such projects should come on-stream in the 

near future but China’s integration into international natural gas trade will remain 

limited as long as there is no large scale pipeline import, e.g. from Russia and Central 

Asia. The impact of China’s rising energy consumption is also felt strongly on the 

international coal market through declining Chinese exports, which contributed to the 

recent rise in price. 

Integration into world markets is not restricted to energy commodities and extends to 

energy technology and know-how, of which China has become a large importer, either 

directly or through foreign direct investment (FDI). Integration into world energy 

markets should be seen as part of a broader trend toward China’s integration into the 

world economy, especially its role in global supply chains. With China becoming the 

“workshop” of the world and attracting a lot of FDI in the manufacturing sector, it 

could be said that its economy consumes and imports energy partly “on behalf” of 

world consumers, notably American ones. 

Finally, it should be noted that while global energy markets have proved themselves 

effective at supplying China with rapidly growing volumes of imported energy at 

normal commercial conditions, those markets – especially the oil market – are not 

fully trusted by the Chinese policy-makers. Accordingly there is an important 

“perception gap” between China and the importing countries of the OECD/IEA. The 

IEA doctrine posits that markets are the fundamental institutions of the international 

energy security regime and that governments should concentrate on selective 

interventions, at domestic and international levels, to make them work better and 

hedge against some risks. By contrast, Beijing fails to appreciate the role that 

international markets play in the provision of energy security. Markets are not 

perceived as autonomous economic institutions and energy trade (especially the oil 

trade) is viewed through a filter of bilateral government-to-governments relations and 

agreements. Properly speaking, there is no such thing as a global oil market in 

Beijing’s vision. Accordingly, energy security is perceived as a “self-help” game: 

nations compete for “access to resources” and governments have to do what it takes to 

“secure” their share of the world’s oil. On the basis of this pronounced distrust 
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towards international energy markets, China has developed what some have called a 

“strategic approach” to external energy supply. 

 

3. China’s international energy policy and initiatives contribute very little to the 

country’s energy supply, and not at all to its energy security. A decade ago, China 

embarked into a policy of investment into international exploration and production 

projects (mainly for oil). China’s three major energy companies, Cnooc, CNPC and 

Sinopec have benefited from direct and indirect government support to join existing 

projects and bid for new ones. They have succeeded to some extent and their 

international deals have attracted increasing levels of attention from observers around 

the world, especially in Western countries. Part of the thinking behind this “going out” 

policy apparently was that “equity oil” owned by Chinese companies was considered a 

more “secure” supply for China than oil simply contracted from a seller on the market. 

It was described as a strategy of “controlling oil” as opposed to a strategy of just 

buying oil. A large part of China’s diplomatic activity is now analysed in Western 

countries as being driven by this strategy of “access to energy” and other raw 

materials. 

This policy has been criticised by governments and independent observers on several 

grounds, among which: 

- It could threaten the integrity and well-functioning of international energy markets 

by “locking-in” reserves outside the market; 

- Chinese financial help offered to resource-rich countries have perverse effects on 

governance, especially in Africa; 

- China is willing to provide direct and indirect support to governments accused of 

large-scale human right violations (Sudan), in breach of certain international 

obligations (Iran), or more simply deeply inimical to some Western countries 

(Venezuela); 

- State support to Chinese oil companies, especially cheap or free lending from 

“policy banks”, amounts to unfair competition against private international oil 

companies; 

- Regarding China’s policy in Africa, some observers go as far as drawing a parallel 

with 19
th

-century imperialism, if not colonialism. Several European government 

officials (including the French president) have publicly expressed serious concerns 

about China’s transforming its “quest for raw materials” into a policy of control. 

For all these reasons, China’s aggressive international energy policy has the potential 

– and to some extent has already started – to put the country at odds with other 

members of the international community, including the United States and other 

Western countries. 

Yet an important aspect of this “strategic”, or non-market, energy security policy has 

been largely overlooked by commentators: it does not work, and could not have. Not 
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only the equity oil owned by the Chinese companies is growing much more slowly 

than Chinese oil imports, but those companies market this oil as any other company 

would and do not ship it to China, unless it makes economic sense to do so. The 

factual reality is that the Chinese equity oil ends up diluted into the global oil supply 

and can not rigorously be analysed as “quasi-domestic” production. Even if 100% of 

the equity oil was shipped to China, it would provide no insulation against situations 

of tight markets, supply disruptions or price spikes, nor would it confer China any 

degree of control over critical shipping lanes like the Malacca straight. Importing oil 

means relying on the world market, irrespective of the amount of oil produced by 

Chinese government-owned companies abroad. Precisely because the Chinese 

companies are willing to operate where private International Oil Companies (IOCs) 

are often barred from or reluctant to work and more generally are less averse to 

political risk, their internationalisation marginally intensifies the global exploration 

and production effort, which all other things being equal tends to bring the world price 

down. But investing in foreign oil producing assets brings no energy security gains to 

China whatsoever – a conclusion supported by the past experiences of Japan, France 

and other countries. 

The trend towards diversification of the Chinese oil supply has also been wrongly 

attributed to China’s oil diplomacy, while it is mainly the product of the market 

working as it should, with an increasing number of suppliers marketing their oil to the 

fastest-growing market in the world. Moreover, the integrated nature of the world oil 

market means that China’s energy security is linked to diversity in the global oil 

supply, not Chinese oil imports. Yet China’s pipeline diplomacy has had at least one 

success: the oil pipeline from Kazakhstan, which would probably not have been built 

in the absence of the Chinese government’s strong and sustained diplomatic support. 

It is important to note that the rising economic presence of China in places like Africa, 

Latin America, Central Asia, Russia and the Middle East is the product of a 

multidimensional process of internationalisation of the Chinese capitalism, and not 

just a reflection of China’s “scramble for energy and raw materials”. Energy 

investments themselves should not simply be interpreted as the government seeking to 

“secure China’s oil”. They also reflect the commercial strategies of the Chinese oil 

companies, which have to expand overseas if they want to renew their reserves and 

join the league of international oil companies. They go first where there is less 

competition, starting with countries or projects where western oil companies are 

reluctant or precluded to go, and they are usually more than happy to enjoy their 

government’s support when they need it. There is some evidence that, as Chinese oil 

companies’ ambitions grow and they more fully join the competition for access to 

reserves (including on the merger and acquisitions market), too close a link with 

Beijing is starting to be perceived as a liability by the management. A few months 

before Cnooc launched its bid to take over US company Unocal in 2005 (which 

eventually failed) Cnooc’s CEO publicly acknowledged that further integration into 
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the international oil industry would require that Chinese companies stopped being 

perceived as vehicles of China’s foreign policy. 

Yet China’s willingness to tie-up explicitly trade deals, investment in extractive 

industries, development aid (including loans) and strictly diplomatic objectives like a 

state’s position on Taiwan, creates a unique situation which can not be compared even 

to the US “diplomacy of influence”. China’s economic diplomacy towards the 

developing world, with its strong emphasis on state sovereignty and strict non-

interference in internal affairs, is objectively at odds with important international 

norms – if not with international law – as they developed over the past 15 to 20 years. 

Finally, the “perception gap” over energy security between China and OECD nations 

has probably started to narrow. There is a debate in China about the “strategic 

approach” as more and more Chinese experts, not only economists but also in military 

think-tanks, question its effectiveness as an energy security policy. The idea that China 

can (and should) bypass the world market in order to “secure China’s oil” has lost a lot 

of its credibility. Dependence on international energy markets is considered more and 

more to be an inevitable consequence of Chinese economic growth. With the emphasis 

shifting to issues of risk-management and effective energy policies and regulations, 

the “strategic energy security policy” could gradually lose steam. If this trend was 

confirmed, it would be good news for both China’s energy security and its relations 

with the rest of the world. 

 

4. Improving China’s energy security mainly depends on China’s domestic energy 

policies. In the recent past, energy insecurity in China has taken the form of severe 

electricity shortages between 2002 and 2005, as well as oil product shortages 

especially in the summer of 2005. None of these problems were related to a lack of 

access to world energy resources or defective energy diplomacy. Like the vast 

majority of energy supply disruption problems in any country, they are mainly the 

product of defective energy policies and regulations – magnified in the case of China 

by very rapid growth in energy demand. Arguably, energy supply security in China 

has improved over the past few years; at least the shortages have not repeated. In 

particular, a wave of massive investments in electricity generation and transmission 

infrastructure have improved China’s security of electricity supply. The industry is 

now in a situation of over-capacity. Beijing is currently implementing the next step in 

the restructuring of the sector and is experimenting with regional electricity markets. 

The fuel shortages of 2005 were the consequence of China’s control over oil product 

prices. Since 1998 prices on the Chinese market have been set in reference to world 

market prices but the system is still one of administrative price control. The rise in 

world prices has been reflected in Chinese prices only with a time lag, and not in full. 

As the share of imports in the total oil supply grows rapidly the distorting effect of 

keeping prices below the market price increases too. The situation is not unlike that on 

the American market prior to the “decontrol” of oil prices in the late 1970s and early 
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1980s. In both cases, market distortions led to energy insecurity in the form of oil 

product shortages. Further deregulation of the oil market would bring important 

energy security benefits to China but is socially and politically very sensitive. Groups 

such as taxi drivers, fishermen and truck drivers have voiced protests at the recent 

increase in the price of oil products. In the current context, full deregulation would 

mean higher prices and full exposure to the world oil market instability. Energy 

subsidies are very difficult to reduce or phase out – just as energy taxes are difficult to 

put in place or increase when they already exist. However the Chinese oil companies 

which import crude at world market prices and sell refined products at regulated prices 

– that is, at a loss – have been strong supporter of deregulation. They have been 

compensated by the central government for some of the losses incurred but, as imports 

grow rapidly, the situation does not seem to be economically sustainable. Deregulation 

of the Chinese oil market is bound to remain a politically contested issue, but from the 

point of view of energy security, it is an important reform. In a rapidly growing market 

which is more and more dependent on imported oil, the current market distortions will 

leave Chinese policy-makers exposed to mounting pressures from both consumers – 

who demand both low prices and reliable supply – and Chinese oil companies – 

squeezed between the global and the Chinese oil markets. 

Beyond the phasing out of price controls, energy security also requires the 

liberalisation of the oil import regime. In fact, in the occurrence of a disruption in the 

oil supply to China, it is important that market players – whether they are directly 

impacted by the disruption or simply are in a position to seize profit opportunities 

created by the crisis – can turn to the open market to source alternative crude and 

products. The ability of the global market to reallocate supply almost instantaneously, 

hence transforming a localised disruption into a global rise in price, is the first line of 

defence of any country to deal with supply disruptions. The Venezuelan strike of late 

2002 and early 2003 and the damages caused by hurricanes Katrina and Rita in 2005 – 

both crises having seriously disrupted oil supply to the US market – are the latest 

illustrations of this phenomenon. Would freedom to import oil into the United States 

have been limited, or the domestic oil price disconnected from the global market price, 

the ability to source alternative oil from the open market would have been constrained 

and the US market could not have cleared: shortages would have occurred. Pursuant to 

China’s WTO membership agreement, the Chinese market for wholesale oil products 

is being partially liberalised. This implies a reform of the import regime too, though by 

no means a full liberalisation. Given the size and the rate of growth of the Chinese 

market, further deregulation would probably have broader structural impact on oil 

markets in Asia, accelerating the growth of oil trading and increasing market liquidity. 

In the early 1980s, the deregulation of the US oil market had a major impact on the 

international oil trade, triggering a shift to short-term market co-ordination which itself 

called for the emergence of futures and option contracts – a trend usually described by 

the term “commoditisation”. Though global market conditions are different, 

deregulation of the Chinese market would probably have an impact on the structure of 
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oil trade in Asia – currently not as “commoditised” as the Atlantic market – in the 

sense of more liquidity and flexibility, hence more energy supply security. 

The second line of defence in the event of an oil supply disruption is the release of oil 

from government-controlled emergency inventories. The Chinese government has 

started to invest in such an inventory, completing a first facility with a capacity of 50 

million barrels. If the policy is implemented consistently and the reserve becomes big 

enough – the US Strategic Petroleum Reserve has a capacity of over 700 million 

barrels and planning is under way under the Energy Policy Act of 2005 to increase its 

capacity to 1 billion barrel – it will bring additional insurance against oil supply 

disruptions. As this is a global market, the effectiveness of the Chinese emergency 

inventory would be enhanced if its use was co-ordinated with other governments – 

such co-ordination is currently limited to members of the International Energy 

Agency. 

 

5. There is little China’s foreign policy can do to improve the country’s energy 

security. The idea that China’s energy security depends on it acquiring a large 

military power is groundless. China will probably continue to increase its military 

power, including its navy and force-projection capabilities, because it aspires to great 

power status. But its energy security does not depend on it and will not be improved 

by it. The security of the global oil market is a global public good; the United States 

will remain strongly interested in this good being “produced” and will continue to take 

part in its production. Whether a more powerful China can effectively contribute to 

global oil market security is an open question, but it certainly cannot ensure its own 

energy security independently from the global market, nor can it provide security to 

the global energy markets “against” the United States. 

A bad relationship with Russia would certainly not help develop a large-scale energy 

trade between the two countries, but a good one is no guarantee of this either. The 

main determinant will be the political economy of Russia’s oil and gas industry. More 

generally, China’s energy security will not depend on the bilateral relations between 

China and large energy exporters, but on the continuing existence, well-functioning 

and security of global energy commodity markets. 

 

6. There is lot that can be done internationally to improve global (and Chinese) 

energy security. Will China help do it? From expanding and better co-ordinating 

emergency oil inventories, to increasing the pressure on resource-holder governments 

about the implications of their production and investment policies (as well as their 

secrecy about key reserves and depletion information), to investing co-operatively into 

the development and deployment of new energy technologies, to devising a new 

security architecture to the Persian Gulf region – there is a lot that could be done 

internationally to improve global energy security. Will co-operation with China be 

possible on such initiatives, or will China’s rise make it even more problematic to deal 

with global energy security problems? The Bush administration’s China policy, and 
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especially the theme of the “responsible stakeholder”, should be looked at with these 

types of questions in mind. 

Because the world economy will rely on internationally-traded energy goods and 

services for several more decades, the future of the relationship between the great 

powers (essentially the United States and China) will determine everybody’s energy 

security. But there is no reason to believe that energy in itself will determine what kind 

of great power China will be, or whether great powers can peacefully coexist in the 

21
st
 century. 


