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Introduction

flickers of interest in the Central Asian fuel | terest in other spheres of the region’s economy.

| n the mid-1990s, China displayed the first | ly growingsincethat timealongwith Beijing'sin-
and energy complex, which has been steadi- | In the latter half of the last decade of the 20th
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century, the project activities of Chinaand Chi-
nese companiesin the Central Asian energy seg-
ment were concentrated in Kazakhstan’s oil and
gas sector. In the early 21st century, however,
thisinterest began gradually spreading to therest
of theregion to become diversified by theindus-
try’ sbranches. Today, Chinais showing alot of

interest in the oil and gas of Kazakhstan and
Turkmenistan and in the nuclear power produc-
tion of theformer. Chinais paying enough atten-
tionto thefuel and energy complexes of the rest
of the region to promote its economic and polit-
ical interestsin each of the states and the region
asawhole.

The Role and Place of Energy
in China’'s Strategies

Domestic policy. China sgeneral strategy isgeared toward boosting the efficiency of the planned
and centralized state administration and management of itsramified and dynamically devel oping econ-
omy, while liberalizing economic activities at home. This calls for a balance between the traditional
socialist and the capitalist conceptual and ideological attitudes, principles, and goals designed to pre-
serve the country’ sintegrity and security and ensure its sustainable devel opment. The national -state
ideology and the leading role of the Communist Party of China are never questioned.

This means that the Chinese fuel and energy complex isintended to ensure consistent devel op-
ment of all the economic segments, social and economic stability, and stronger military and political
might. China's energy policy was and is concentrated on the following:

(1) stage-by-stage development of the domestic raw material base of the national fuel and ener-
gy complex;

(2) itsaccelerated technological modernization; and
(3) diversification of national power production by using all types of energy sources.

Foreign policy. Chinais seeking a place among the key players on the global economic and
political scene. Itisplacing itsstakes on greater efficiency and attractiveness of the Chinese economic
model while trying to find a niche for the country in the global processes and the quest for mecha-
nisms of their efficient management badly needed to preserve itsintegrity, sustainable development,
and security, aswell asits position in the world.

Appliedto the energy sphere, the above meansthat Beijing should protect itseconomicinterests
and itsinfluence in the global and regional energy markets by acquiring firm positions in long-term
contacts with fuel-rich countries (the Central Asian countries included) to guarantee a consistent in-
flow of raw materialsintoitsfuel and energy complex. Today, itsinterests are concentrated on hydro-
carbons; tomorrow they will spread to uranium. Thisisnot an end in itself, but rather the country’s
readiness to cooperate with other countries, particularly its neighbors, in order to guarantee China's
strategic interests in the economic, security, and political spheres.

Theroleand placeof Central Asia. Onthewhole, Central Asiaplaysasecondary rolein China's
security and raw material (energy resources) spheres: it isastrategic rear to berelied upon for greater
political efficiency (in the security, economic, and energy spheres) of China srelationswith thelead-
ing Western countries and APR neighbors, which are priority vectors for China.

In other words, China’s strategy based on carefully studied and analyzed international ex-
perience (Soviet experience included) isbeing successfully realized as part of along-term devel-
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opment program/algorithm. The Chinese intend to build a strong and self-sufficient state able to
survive global and regional calamities and prevent security threats in every, including the ener-
gy, sphere.

Thefact that this strategy underestimates the fundamental importance of the Eurasian heartland
and the potential of strategic partnership with the Russian Federation and Central Asiacan bedescribed
asone of themain faults of China’ sstrategic course. This, however, islargely predetermined by Rus-
sia sand Central Asia spolicy inthe energy sphere, which is still [imited to the interests of national
companies and geared toward larger fuel exports.

This explains why Chinaregards Russiaand the Central Asian countries as unreliable and tem-
porary allies rather than strategic partners; in the energy sphere, their role islimited to fuel and raw
material supplies. The interests of Russia and the Central Asian countries (including in the energy
sphere) are threatened by the factors described above rather than by Chinese policy per se. Energy-
and raw-material-related rivalry between Chinaand Russiaand the Central Asian countries cannot be
totally excluded.

The Central Asan Fud and
Energy Branches
in China’s Economic Poalicy

In the post-Soviet era, China’s economic policy in Central Asiahasbeen consistently placing
greater importance on the region as one of Beijing’s domestic and foreign policy energy-related
priorities.

Inthefirst half of the 1990s, China s economic interest in Central Asiawasfairly limited, con-
centrating mainly on Kazakhstan and Kyrgyzstan. In fact, at that time, the Central Asian countries
never considered China an important economic partner, their hopes being pinned on Russia and the
West, as well as on some of the financially attractive and culturally close Islamic states.

By the middle and end of the 1990s, China clarified itsinterestsin Central Asiato help pro-
mote the newly launched program of accelerated development of itsinland territories. Thisinterest
developed into the first projects of Chinese companiesin the oil and gas sector of Kazakhstan and
the much more prominent presence of Chinese producersintheregion’sconsumer markets. By that
time, the Central Asian countries had already developed an interest in China as an important eco-
nomic partner; they needed larger volumes of imported Chinese consumer goods and machine-build-
ing products.

Early inthe 21st century, Central Asia simportance as one of China sforeign economic factors
was boosted by the changed economic, energy, and geopolitical factors. In the wake of 9/11, the re-
gion, which had so far remained in the backwater of world development, found itself in the center of
hectic political activities. Beijing augmented its economic presence in Central Asia: it intensified its
project and investment involvement, even though thiswasstill limited to the region’ smineral and fuel
riches. Chinese producers expanded their presencein the Central Asian markets; larger |oans started
flowing into the Central Asian economies. Thismeant that Beijing identified the economy asalinch-
pin of its Central Asian strategy.

The Central Asian countries, in turn, learned to look at China not as an important trading part-
ner, but as a strategic investor/creditor for their economies.

China srapidly growing economic presence in the region and its bilateral and multilateral eco-
nomic relations (including in the fuel and energy complex) with the local states are still far from the
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ideal and from historically justified cooperation patterns; they hardly fit China slong-term interests
or those of the Central Asian countries and Russia

On the one hand, China' s economic presenceis limited to producing and importing industrial
raw materials (fuel in particular), which depletes Central Asia sresources, doesnothing for its process-
ing branches, and steps up competition or even rivalry with the Russian Federation. On the other hand,
the fact they have no or aweak industrial policy and strategy of economic integration into the post-
Soviet expanse is forcing the Central Asian republics (wittingly or unwittingly) to perpetuate their
status of “raw material (energy resourcesin particular) appendages;” they are gradually degenerating
into targets of the current global resource and influence game.

This does not fit the logic of positive development trends in the Eurasian heartland; the most
unfavorable scenarios—a clash of Chinese and Central Asiaor Chinese and Russian interests—| ook
possible; they are doing nothing for the sustai nable economic devel opment or security of Russia, Central
Asia, China, and other countries of continental Eurasia.

China’'s Economic Policy and
Energy Interests
in Each of the Central Asan Countries

Chinaand itscompaniesare mainly interested in the oil and gas sector of Kazakhstan and Turk-
menistan,* the hydrocarbon and export potential of which look preferable. So far, the oil and gas sec-
tor remains the core of China s economic and energy regional policies; the Chinese, however, are
showing much more interest than before in other economic branches as well.

In recent years, China has been demonstrating alot of interest in nuclear energy (Kazakhstan);
power production (Kazakhstan, Tgjikistan, Uzbekistan, and Kyrgyzstan); and coal mining (Kyrgyzstan).
This means that Chinais gradually spreading its economic influence to Tajikistan and Kyrgyzstan,
two countries with no considerable hydrocarbon resources, and Uzbekistan with considerable (so far
not exported on a great scale) oil and gas reserves.?

! The proven oil reserves of Kazakhstan are assessed at about 5.4 hillion tons (about 3% of the world’s total);
the figures for gas are about 1.8 trillion cu m (about 2% of the world’ stotal). The proven oil reserves of Turkmenistan are
assessed at about 100 million tons (about 0.06% of the world’s total), and gas reserves at about 2.9 trillion cu m (3.2%
of the world total) (for oil reserves, see:, June 2006—L.S. Beliaev, V.V. Bushuev, M.R. Lastovskaia, A.V. Lebedev,
0.V. Marchenko, P.A. Sergeev, S.V. Solomin, S.V. Filippov, Mirovaia energetika: sostoianie, problemy, perspektivy,
ed. by V.V. Bushuev, Energia Publishing House, Moscow, 2007, p. 588; gas related information can be found in Oil& Gas
Journal, No. 103.47, 2005, pp. 24-25—L.S. Beliaev, V.V. Bushuev, M.R. Lastovskaia, A.V. Lebedev, O.V. Marchenko,
P.A. Sergeev, S.V. Solomin, S.V. Filippov, op. cit., p. 587). The official oil and gas figures for Turkmenistan are slight-
ly higher than those quoted by respectable foreign sources. Turkmenistan assesses its oil reserves at 15 billion tons,
and gas at about 24 trillion cu m (see: Gazovaia industria Turkmenistana: perspektivy razvia, Information portal Turk-
menlnform (Turkmenistan), 24 April, 2009, available at [http://www.turkmeninform.com/ru/press/2009/04/25/
0000981.htm]).

2 Uzbekistan is one of the world's leaders with respect to gas production; its forecasted reserves are about 2.2% of
the world' s total. Its share in the world’ s total gas production is 2.5%. In 2008, its proven gas reserves were assessed at over
2 trillion cu m; oil reserves at 82 million tons, and gas condensate at 160 million tons. The figures for the republic’s fore-
casted gas reserves are 5.9 trillion cu m; for oil, 817 million tons of oil; and for gas condensate, 360 million tons. In recent
years Uzbekistan has been producing over 60 billion cu m of gas, between 40 and 49 billion cu m of which are used inside
the country; 10 to 16 billion are exported. At the same time, Uzbekistan depends on oil imports, this dependence increas-
ing even more in the future. In 2010, it will have to buy no less than 4.2 million tons of oil (see: the site of the National
Information Agency of the Republic of Uzbekistan [http://www.uza.uz]; the site of the National Holding Uzbekneftegaz
[http://www.uzneftegaz.uz]).
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Kazakhstan

Fromthevery first daysof their diplomatic relations, Chinahas regarded Kazakhstan asthe key
target of its economic and energy interestsin Central Asia. Inthefirst half of the 1990s, however, its
economic presence in Kazakhstan was limited mainly to trade. In the latter half of the same decade,
however, Chinademonstrated much moreinterest inthe energy sphere, mainly because Chinese econ-
omy devel oped into amajor energy consumer (oil in particular). Chinese companies cameto Kazakh-
stan with their projects and their money; the leading energy corporations of China becameinterested
inthe assets of Kazakhstan' soil and gas branch and involved in the devel opment of hydrocarbon fields
in the country’ s west.

Inthefirst decade of the 21st century, China s presence in Kazakhstan’ s economy and ivs ener-
gy sector became even more pronounced. China swidening presence in the republic’ s market is best
illustrated by the following figures: between 2001 and 2008, China increased its deliveries of com-
modities 11.3-fold: from $0.74 to about $8.4 hillion; the total trade turnover increased from $1.25 to
about $16 billion. In 2009, the volume of Chinese exports to Kazakhstan dropped by 10.5% against
the previous year and accounted for $1.514 billion; while the total trade turnover dropped by 15.5%,
to $13.482 billion (see Fig. 1).

Figure 1
Trade between China and Kazakhstan
(1992-2009)
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/S ources: Figures for 1992-2001—The Asian Development Bank (ADB), which refers N
to Kazakhstan’s national statistical structures; information for 2002-2009—
The Economist Intelligence Unit, which refers to Kazakhstan’s national
statistical structures.

)

Thetrade structure, however, testifies that Kazakhstan was obviously araw material source; in
2008, for example, over 93% of its exportsto Chinawere raw materials (energy fuels accounted for
about 82% of the total; ferrous and non-ferrous metals for about 12%). Kazakhstan bought products
of the machine-building and metal-working industries (about 53%), foodstuffs and consumer goods
(about 35%), and other commodities from China (see Table 1).

N\
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Table 1
Structure of Trade between China and Kazakhstan (2008)
e Supplies from China Supplies from
Description of Goods to Kazakhstan Kazakhstan to China

Chemical products — — 266 3.5
Ferrous and
non-ferrous metals — — 1,156 15.2
Energy resources — — 5549 73.0
Machinery and equipment 3,412 40.8 — —
Foodstuffs and
other consumer goods 2,968 35.5 — —
Other 1,004 11.7 631 8.3
Total 8,362 100 7,602 100

/S ources: The Economist Intelligence Unit, which refers to Kazakhstan’s national A

statistical structures (Kazakhstan: Country Report, The Economist Intelligence
Unit, London, March 2010). j/

.

After identifying Kazakhstan as the main target of its trade, economic, and energy interestsin
Central Asia, Chinalaunched amuch more active lending policy, favorableloans going mainly to the
projects developed by Chinese companies. Oil and gas were not the only targets of Chinese invest-
ments: |oans went to other economic branches as well.

On the whole, China’ s total investments in Kazakhstan’s economy amount to no less than
$23.6 hillion, including about $11 billion in investments, $0.55 billion in loans, and $12.1 billion in
assets® bought in various (mainly oil and gas) industries; the fuel and energy complex received over
93% of the above.

Onthewhole, China’ s economic (and energy) presence in Kazakhstan can be described as con-
siderable; Chinaand Chinese companiesare till involved in the raw material sector despite Astana's
frantic effortsto channel Chineseinterestsinto the processing branches and industrial and innovation
cooperation.

Kyrgyzstan

From the very first days of their diplomatic relations, China has regarded Kyrgyzstan not as a
market to befilled with Chinese products, but mainly asastrategic foothold from which Beijing could
expand its trade in Central Asia and the post-Soviet expanse. The trade relations between the two
countriesintensified after 2004.

3 Figures for the beginning of 2010.
23




Volume 11 Issue 3 2010 CENTRAL ASIA AND THE CAUCASUS

Figure 2
China’s Trade with Kyrgyzstan
(1992-2009)
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Table 2

Structure of Trade between China and Kyrgyzstan (2008)

Supplies from China Supplies from
to Kyrgyzstan Kyrgyzstan to China

Description of Goods

o [eeen| o]
168

Chemical products 14.2 — —

Ferrous and non-ferrous scrap — — 155 58.0

Machinery and equipment 60 5.1 — —

Textile raw materials

(hides and wool) — — 74 27.7

Consumer goods and

foodstuffs 735 61.9 — —

Other 223 18.8 38 14.3

Total 1,186 100 267 100

[S ources: The Economist Intelligence Unit refers to Kyrgyzstan’'s national statistics

structures (Kyrgyzstan: Country Report, The Economist Intelligence Unit,
London, March 2010).

N
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In 1992-2004, the volume of Chinese commodities in the Kyrgyz market remained within an
annual limit of $26-100 million, while trade turnover was at the $30-125 million level. In 2008, the
volume of Chinese exports reached $1,186 million with atotal turnover of $1,453 million. In 2009,
the volume of Chinese trade with Kyrgyzstan dropped from $1,186 to $528 million; total turnover
decreased from $1,453 to $657 million (see Fig. 2).

Thestructure of Chinese-Kyrgyz trade showsthat Kyrgyzstanisand will remain asource of raw
materials. In 2008, Kyrgyzstan exported mainly ferrous and non-ferrous scrap (about 61%) and tex-
tile raw materials (mainly hides and wool, about 30%) to China. China supplied Kyrgyzstan with
foodstuffs and consumer goods (about 72%); chemical products (about 10%); and machinery and
equipment (about 4%) (see Table 2).

So far, China's presence is limited to trade; Chinese investments in the Kyrgyz economy are
estimated at between $160 and $189 million (about 5% of the total isinvested in the fuel and energy
sector), $120 million of which were issued as loans and $40-60 million as investments.* China s fi-
nancial presence is mostly felt in small-scale mining, transportation projects, the production of con-
struction materials, and technical aid to the republic’s government. Projects in the fuel and energy
complex, therefore, are few and small even for Central Asia.

Tajikistan

Until the middle of thefirst decade of the 21st century, China seconomic presencein Tgjikistan
was limited to sporadic supplies of small batches of “Madein China’ consumer goods. Thisiseasily
explained by the civil war of 1992-1996, the fragile peace which took many yearsto be consolidated,
and the fact that Tajikistan is geographically isolated from China.

Their common border (over 500 km long), which passes through a high mountainous region and
until recently lacked transportation infrastructure, isolated the two countries from each other rather
than encouraged trade contacts. Chinese commaoditiesreached Tajikistan viaK azakhstan, Kyrgyzstan,
and Uzbekistan.

Tajikistan wasthelast of the Central Asian statesto sign aborder agreement with China, which
proved to be thefirst step toward more active contacts through the Karasu checkpoint and the high-
way across the Kulma Pass; China issued favorable loans, mainly to purchase Chinese consumer
goods.

Trade gradually began gaining momentum; in 2005, it grew more than nine-fold against the
previous year to reach $229 million. In 2007, the trade volume almost doubled; and in 2008, it grew
by another 10%. In 2009, trade turnover dropped by 17.3% against the previous year—from $755 to
$624 million (see Fig. 3).

Intensified trade between the two countries led to more active involvement of China and its
companiesin al spheres of the Tajik economy; between 2005 and 2009, Chinese business acquired a
fairly strong position in the republic’ s key economic sectors, the energy sector in particular.

China stested practice of easy loanson all sorts of economic and social projectsmadeit themain
creditor; it left international financial organizations and other countries far behind. The loans, as a
rule, are used by Chinese companies. On the whole, China’s financial resources in the republic are
assessed at $732 million (the fuel and energy sector accounts for about 44%), including $600 million
in loans, $50 million in investments, and $82 million in bought assets.®

4 Figures for the beginning of 2010.
5 Figures for the beginning of 2010.
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Figure 3
Trade between China and Tajikistan
(1998-2009)
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Sources: Figures for 1998-2001—ADB refers to Tajikistan’s national statistics structures;
figures for 2002-2009—The Economist Intelligence Unit refers to Tajikistan’s
national statistics structures.
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Turkmenistan

Until the middle of thefirst decade of the 21st century, China showed no intention of expanding
its economic presence in Turkmenistan, which is explained, among other things, by the countries
geographic location. For along time, the share of Chinese producers in the Turkmenian market was
practically indistinguishable even on the small scale of Turkmenistan’sforeign trade.

After 2006, however, as soon as Beijing clearly identified itslong-term strategic interestsin the
republic’ sgas sector, China’' s economic presence in Turkmenistan became much more noticeable. In
2006, trade turnover more than doubled to reach $125 million. In 2007, it grew another three-fold to
reach $377 million. In 2008, trade turnover increased by 76% ($663 million); deliveries from China
reached the $568 million level. In 2009, trade turnover increased by 58% against the previous year to
reach $1,048 million (the share of Chinese exports being $915 million) (see Fig. 3).

The recently shaped trade structure indicates that China exports machinery and equipment to
Turkmenistan to be used by the Chinese companies working in the Turkmenian oil and gas sector.

In 2008, for example, 90% of China sexportswere products of the machine-building and metal-
processing industries; Turkmenistan sold energy resources (about 81%), cotton and other textile raw
materials (about 6%) to China (see Table 3).

Project and investment activities of the Chinese companiesinvolved in Turkmenistan’s oil and
gassphere, aswell asin the branches of special interest to Ashghabad, continued along with therising
trade volumes. There too, Chinarelied on the mechanism of soft |oans tested in other Central Asian
countries.

26



CENTRAL ASIA AND THE CAUCASUS Volume 11 Issue 3 2010

Figure 4
Trade between China and Turkmenistan
(1997-2009)
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Table 3

Commodity Pattern of Trade between China and Turkmenistan (2008)

Supplies from China
Description of Goods to Turkmenistan

Supplies from
Turkmenistan to China

Textile raw materials — — 7 6.8
Energy fuel — — 80 84.5
Machinery and equipment 524 92.2 — —
Foodstuffs and
consumer goods 28 5.0 — —
Other 16 2.8 8 8.7
Total 568 100 95 100
/S ources: The Economist Intelligence Unit refers to Turkmenistan’s national statistics A
structures (Turkmenistan: Country Report, The Economist Intelligence Unit,
London, March 2010).

)

Thetotal volume of Chinesefinancial resourcesinthe Turkmenian economy isestimated at over
$1.1 billion (42% in oil and gas), including about $700 million in loans and $450 million in invest-
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ments.® Asarule, the money thus extended and equipment supplied from China are used by Chinese
companiesinvolved in projects being implemented in Turkmenistan. The republic, in turn, responds
by giving Chinafairly wide accessto its oil and gas industry.

Uzbekistan

Throughout the 1990s and early 21st century, China could not, for several reasons, consoli-
date its economic presence in Uzbekistan. Until the end of 2002, economic ties between the two
countries were limited to trade; after 2003, China began augmenting its economic involvement in
Uzbekistan.

Between 1992 and 2002, China' s exports to Uzbekistan never exceeded the $114 million level
every year, annual trade turnover being $136 million. In 2008, Chinaexported $791 million-worth of
goodsto Uzbekistan, the annual trade turnover being $1,335 million. In 2009, trade turnover between
the two countriesincreased by 43% against the previous year to reach $1,910 million. The volume of
Chinese exports grew 1.83-fold and reached $1,453 million (see Fig. 5).

Figure 5
Trade between China and Uzbekistan
(1992-2009)
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statistics structures; figures for the 2002-2009 period—The Economist
Intelligence Unit refers to Uzbekistan’s national statistics structures.
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On the whole, Uzbekistan exports amuch lower volume of raw materialsthan its Central Asian
neighbors; however the structure of itstrade with Chinarevealsafairly big share (40%) of raw mate-
rial exports. In 2008, Uzbekistan exported cotton (about 15%); non-ferrous metals (about 11%); raw
chemical materials (about 10%); and machinery and equipment (about 9%) to China. China sold
Uzbekistan machine-building products (about 59%); foodstuffs (about 8%); and chemical products
(about 11%) (see Table 4).

\

5 Figures for the beginning of 2010.
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Table 4

Commodity Pattern of Trade between China and Uzbekistan (2008)

Supplies from China Supplies from

Description of Goods to Uzbekistan Uzbekistan to China
Cotton — — 86 15.8
Chemical products 90 11.4 55/ 10.2
Non-ferrous metals — — 61 11.3
Ferrous metals 85 10.7 — —
Energy fuels — 23 4.2
Machinery and equipment 465 58.8 51 9.3
Foodstuffs and
consumer goods 62 7.9 — —
Other 89 11.2 268 49.2
Total 791 100 544 100
Sources: The Economist Intelligence Unit refers to Uzbekistan’s national statistics R

structures (Uzbekistan: Country Report, The Economist Intelligence Unit,
\\ London, March 2010). j/

Chinarelied ontied creditsto be used to buy Chinese goodsand servicesto consolidateits great-
er presence in Uzbekistan's trade turnover. Chinese companies intensified their involvement in the
republic’s project and investment sphere.

They are interested in several economic sectors, particularly the fuel and energy sector and re-
lated industries (oil and gas, energy production, and the chemical industry). Thetotal volume of Chi-
nesefinancial resourcesin Uzbekistan isassessed at no less than $640 million (up to 85% of whichis
invested in thefuel and energy branches), including $167 millioninloansand $473 millionininvest-
ments.”

Conclusion

China, which depends on energy resources for its sustainable economic development, is very
concerned about its energy and economic security. Itsenergy strategy consists of three major vectors:

— Attracting foreign investments and high technol ogies to modernize the national fuel and en-
ergy complex and related industrial branches (power engineering industry); the main hopes
are placed on the West rather than on Russia or the Central Asian countries;

" Figures for the beginning of 2010.
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— Guaranteeing the uninterrupted supply of energy resources and electric power from abroad,;

Central Asiaand Russia are seen as important, yet hardly priority, partners;

— Expanding China’ sinternal energy base by increasing the production of energy resources on

its own territory® and energy generation.

It seems that there are several reasons for China sinterest in Central Asian energy resources.

First, theregionisattractive both geographically and strategically: one of China’ sclosest neigh-
bors, it is part of the Eurasian heartland, which means that China (with no strong navy to be
used to defend its interests in the World Ocean) can rely on the energy routes from Central
Asiaas being fairly secure because of its common land borders and stable bilateral relations
with the countries of thisregion. Beijing spares no effortsto maintain political and diplomat-
ic relations at thislevel.

Second, Kazakhstan, Turkmenistan, and Uzbekistan boast fairly large depositsof oil and natural
gas, the production of which can beincreased; thismeansthat these countries can beregarded
as aternative and additional sources of hydrocarbons.

Third, Kazakhstan and Uzbekistan are rich in uranium (used for nuclear power production),
which adds another dimension to China’ sgreater interest intheregion: Beljing' splansinthis
sphere are very ambitious indeed.

Fourth, Central Asiaisvery attractive as a possible transit area for Iranian and Mid-East-
ern energy resources. the land routes, much shorter and much cheaper than the currently
used U.S.-controlled marineroutes, are potentially much more profitable and effective; the
fact that the region has a ramified system of pipelines (some of them going toward Iran)
adds to its attraction.

Fifth, theoretically, the hydropower potential of Kyrgyzstan and Tgjikistan is fairly tempt-
ing, however in the short-term perspective the large-scale development of these two coun-
tries' hydro resources is unlikely to become an important factor for the simple reason that
water and energy aretheregion’ ssore spots. Uzbekistan and, to alesser extent, Turkmenistan
and Kazakhstan (which heavily rely on theregion’ swater resources) are very concerned about
the intention of Kyrgyzstan and Tajikistan (which control over 90% of the region’s water
resources) to build fairly large hydropower stationsin their territories.

It does not seem likely that the water and energy problem will be resolved in this economically
and politically fragmented region. China prefersto keep away from this very sensitiveissue: hydro-
power projects are fairly expensive and slow on their returns. Beijing has opted for the wait-and-see
policy because, irrespective of its involvement in the Central Asian hydropower projects, the Xin-
jiang Uighur Autonomous Region of Chinaisthe closest and commercially most attractive market. So
far, the Central Asian countriesand Russiaastheir partner are being left to sort out the region’ swater
and energy problems themselves.

8 There isinformation that recently China has been following in the U.S.’s footsteps to gradually limit domestic pro-
duction of non-renewable energy sources and increase exports. It is still too early to describe this as a stable trend.
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