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China is a country with a population of 1.3 billion people and an economy that stably grows
on average by 8-10% per year. In the last decade, economic development in China has increased the
demand for oil. However, the growth of Chinese oil production could not ensure sustainable
economic development, which inevitably led to an increase in imports or quotas for oil. According
to the US Energy Information Agency (EIA) statistics, the consumption of petroleum products in
China surpassed Japan in 2003 and it became the second largest in the world after the US, on
average it consumed 5.56 million barrels of crude oil per day [1, 146p.]. China's dependence on oil
imports in 2004 reached 40%, and in 2007 - 69.3 billion cubic meters, an increase of 20 billion
cubic meters. EIA predicts that by 2025 China will consume at least 12.8 million barrels of oil per
day, of which 9.4 million will depend on imports, although China announced the continuation of
new oil and gas reserves in the future.

In China's oil and gas market are dominate five oil companies: PetroChina, Sinopec, China
National Offshore Oil Corporation (CNOOC), Sinochem Group and Yanchang Petroleum (a state-
owned company in Shaanxi Province). Sinopec controls 46 percent of the total refining capacity,
while PetroChina accounts for 31 percent. The rest is processed by small oil refineries. CNOOC
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focuses on the development of oil fields on the shelf and has limited processing capacity.

China Petroleum and Chemical Corp., known as Sinopec, is an oil and gas and chemical giant
with more than $ 440 billion of consolidated revenue. In 2014 the company produced about 361
million barrels of crude oil. Sinopec ranks first on this list on the basis of consolidated revenue, but
it is the second largest crude oil producer in China.

Sinopec conducts extensive operations throughout the entire oil supply chain, from
exploration and drilling to retail sales at more than 30,000 gas stations. Sinopec was founded in
1998 after the reorganization of its predecessor company China Petrochemical Corporation. Sinopec
issued shares on the Hong Kong Stock Exchange in 2000, since then it was registered on the
Shanghai and New York Stock Exchanges.

China National Petroleum Corporation or CNPC is the second largest crude oil producer in
China, has an impressive amount of revenue and industrial production. In 2014, the company
reported more than $ 425 billion in consolidated revenues and production of almost 1.2 billion
barrels of crude oil. Like Sinopec, CNPC manages businesses along the entire length of the oil
supply chain - from initial exploration to retail.

The Chinese National Petroleum Corporation, known as CNOOC, was established in 1982,
for the exploration and production of oil and gas in China's maritime waters. Since then, it has
evolved into an international company, whose activities are developing in more than 40 countries.
In 2014 CNOOC provided more than $ 95 billion in consolidated revenue.

In addition to exploration and production of oil and gas, CNOOC also deals with processing,
energy, retail marketing, engineering and technical services.

Sinochem Group was founded in 1950as a result of the reorganization of the largest
international trading company — ChinaNational Chemicals Import & Export Corporation. Sinochem
Group remains the largest chemical company in the country, but expanded its activities, including
energy, real estate, agriculture and financial services.

Sinochem Group reported about consolidated revenues of more than § 77 billion in 2014. It
began a serious development of its oil and gas business in 2014 and has since acquired rights to 39
blocks of oil and gas reserves in 11 countries.The production volume is more than 25 million
barrels of oil, which puts it on the fifth place in the extracted crude oil in China. Three subsidiaries,
such as Sinochem International, Franshion Properties and Sinofert, are listed on the Shanghai Stock
Exchange.

Yanchang Petroleum is engaged in exploration and production of oil and gas, as well as
operations for its processing in various parts of the world. In 2014 the company's consolidated
revenue is about $ 2.9 billion, and production is $ 91.5 million barrels [2].

The oil industry of China began to develop since the late 1950s. In the field of geological
prospecting,the PRC cooperated closely with the USSR — amajor oil producer. With the help of
Soviet specialists the largest oil and gas bearing field called Daqing was discovered in Manchuria
(geological reserves of oil amount to 6.36 billion tons, and natural gas - 1 trillion cubic meters at a
depth of 1-4 km)in 1959.

Joint development of the field was suspended because of the complication of international
relations between the USSR and the PRC because of the Soviet Union's cessation of assistance to
China in the nuclear field. Moscow recalled its specialists, equipment and demanded the payment of
debts, and also reduced oil supplies to China. Thus, China was forced to develop the Daqing deposit
independently, in difficult conditions, in the absence of modern technology and related
infrastructure.

The Chinese leadership decided to eliminate the dependence of China's economy on oil
imports. After Daqing, in the early 1960s, other oil fields were discovered that worked at an
accelerated pace under the leadership of the Minister of the Oil Industry — CanaShien. Thus, by the
early 1970s, China was able to provide oil not only to itself, but also to its neighbors [3].

In the mid of 1970's of last century, Vice Premier Minister Deng Xiaoping and other leaders
of the PRC came to understand that the doctrine of "self-sufficiency" of China's economy, which
operated until then, is not viable. China needs access to international technology and equipment for
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economic modernization and the resumption of economic growth. Thus, China's self-reliance
strategy has changed to the strategy of its openness. The historic decision to launch the policy of
"opening reforms" was proclaimed at the Third Plenum of the CPC Central Committee in 1978.

Xiaoping decided to expand oil exports, which turned the Chinese oil industry into one of the
main sources of foreign exchange inflow into the economy [4]. The closest market was in Japan,
which sought to reduce dependence on supplies from the Middle East.

Owing to oil export revenues, Chinese oilmen began importing modern drilling rigs, seismic
and technical equipment, which significantly expanded the innovative capabilities of the industry.

By 1993 the national oil industry had ceased to keep pace with the needs of a fast-growing
economy. The PRC government has faced the task of covering the energy deficit by importing.
Economic diplomacy received a practical solution to this problem.

It was necessary to modernize the structure of the oil industry, the foundation of which was
laid back in the 1980s. In this regard, to CNPC, Sinopec, CNOOC was given a certain
independence.

The next step in the late 1990s. has become a radical restructuring of these national
corporations, to make them modern, technologically advanced and more independent. Soon all three
companies implemented an IPO in international markets, which allowed them to play their role in
the oil business [3].

The government's oil policy is mainly described in the document "Technical Policy: China's
Energy Policy 2012", which describes the status, activities and goals of energy development in
China. The government's policy is also aimed at accelerating the development and use of non-
traditional oil and gas resources, including coal bed methane, shale gas and oil and oil sand. The
medium-term policy is aimed at improving the construction of backbone grids for crude oil, oil
products and natural gas, which will increase the share of transport that is carried out through
pipelines.

In the future, an industry may be opened for private investors, as well as will change
administrative regulations for the oil stock and protection of oil and gas offshore pipelines.

Improving the efficiency of the public sector is a key goal of the new leadership, which
announced in November 2013 the reform of the main SOE sector ("hybrid property reform").
Private investors are invited to invest in state owned companies. For example, China Petroleum &
Chemical Corporation (SINOPEC) discussed with 25 investors the issue of possible sales for 17.5
billion dollars of one of its divisions [4].

China's oil resources are mainly distributed in the northeast, the most scarce areas are the
provinces of Tibet, Yunnan and Guizhou in the south-west [5, p. 53].

Eight oil and gas fields, such as Pinhu, have been found in the Sihu-Saga in the central basin
of the East China Sea east of Zhejiang Province.

Oil production in China can’t meet the needs of economic development. According to
medium-term and long-term forecasts of foreign and Chinese energy agencies at home and abroad,
the gap between supply and demand grows year by year. It is estimated that the gap will reach 230
million tons by 2020, by that time it is expected that 70% of oil will need to be imported. Even in
2006, the volume of imports was more than production, and the balance of reserves was negative.
Therefore, the situation with oil supplies in China is not encouraging [6].

However, relying on its own resources, China in any case can’t ensure sustainable rapid
economic development in the coming decades. Excessive dependence on oil imports undoubtedly
creates great international risks and will be associated with the limitations and problems of Western
countries. The expansion of oil sources and their diversification will be a problem that China will
face in the short term. International experts also constantly point out that the energy security of the
country is the key to the diversification of energy [7].

There is a special State Chancellery for Oil Reserves and the Energy Administration as part of
the State Committee for Development and Reformsin China. To date, the Chinese government has
developed the 12th Energy Five-Year Plan. Based on this document, has been drawn up an action
plan to promote China's energy policy, and priority tasks have been identified, the implementation
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of which, according to the program's developers, will strengthen the PRC's national security system
in the field of energy.

As strategic tasks within the framework of China's new energy concept, the following areas of
development of the national energy complex of the country can be singled out:

- Strengthening its own energy reserves, searching for oil resources, increasing the financing
of foreign research, developing new projects, various forms of promoting international oil imports,
creating and improving the system of oil reserves;

- The strategic oil reserve is a matter of national defense and security, in this regard, the
government allocates low interest loans and provides political support to the construction projects
of oil enterprises [8].

Currently, more than half of China's oil imports are in the Middle East, and in Saudi Arabia -
about 17%. Oil supplies from the Middle East are the most insecure for China. Therefore, China
needs to step up efforts to expand the diversification of sources of oil imports and ensure the
security of oil supplies. They should learn from the practice of Japan, to reduce the volume of
imports in the Middle East and the gap in imports between several large oil-importing countries and
regions, to avoid excessive dependence on one country or region.

In recent years, China has consistently invested in the oil industry of Kazakhstan, Venezuela,
Sudan, Iran, Peru and Azerbaijan. Such activity gives the West the impression that the Chinese oil
industry is attacking the world and competing with transnational oil companies.

At the same time, China actively promotes oil diplomacy, continues to strengthen its oil
cooperation with Russia, West Africa, Central Asian countries and other regions. At the same time,
it increases the share of oil imports with a relatively low risk and develops new pipeline transport
routes to reduce the risk of oil imports. In addition, China should take a more active part in APEC,
ASEAN, the International Energy Forum, the World Energy Conference, the Asia-Pacific Pact for
the Development of Climate Partnership.

To improve the effectiveness of the oil policy, China needs to use a reasonable balance
between supply and demand, improve investment and taxation and bring it in line with international
price standards. In addition, it is necessary to create and improve the system of technical standards,
a nationwide network for monitoring fuel economy.

In terms of imports of natural resources, China places particular emphasis on Iranian oil,
which is about 12% of China's total oil imports. In the event of a conflict in Iran, triggered by an
internal political confrontation or external influence from the US and Israel, the Chinese economy
could be seriously affected by the shortage of hydrocarbon supplies.

In this regard, Beijing maintains close ties with the Iranian leadership. After the signing of the
China-Iranian long-term oil and gas contracts in 2004, Iran began to play a significant role in
ensuring China's energy security. In this context, the possibilities of laying a pipeline from Iran to
China through the territory of Central Asia are proposed [9].

However, at the moment there are a number of obstacles, due to which the idea doesn’t get
much popularity among the prospective participants of the project. Among them we can mention:

- the geopolitical motives for the implementation of the ground-based pipeline project from
Iran to China are fully justified, which can’t be said about economic and technical issues. In
particular, the shipping route remains a much more economically competitive alternative to land
transport;

- according to experts, the implementation of this project can raise the issue of Iran's
admission to the SCO. Although China supports Iran's admission to the Organization, other
members of the SCO don’t show their interest in the presence of Iran as a full-fledged participant.

Along with the increase in the volume of imports of Middle Eastern hydrocarbons, the
Chinese authorities in recent years have begun to pay attention to other countries that supply energy
resources, primarily to African countries. Thanks to the active penetration of Chinese energy
companies into African countries, Beijing over the past few years has been able to somewhat reduce
dependence on imports of Middle Eastern oil.

Today, Africa is the second largest oil supplier to China, providing about 27% of the country's
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total oil imports. Proceeding from this, Beijing intends to continue to develop the African vector of
its energy policy. It should be noted that African oil solves only one of two problems of China's
energy security - dependence on Middle Eastern oil. The second problem - the provision of safe
routes for the delivery of raw materials through the Straits of Malacca remains open. Given this
circumstance, China has taken a course to develop intracontinental land transport communications
to supply oil and gas raw materials to the country.

According to Chinese researchers, Russia and the countries of Central Asia will play an
important role in this regard. Moreover, these countries, in addition to transit opportunities, can also
export their own natural resources. So, Beijing plans to create a whole network of oil and gas
pipelines from Eastern and Western Siberia, as well as from Kazakhstan, Uzbekistan and
Turkmenistan, which will cover part of China's needs.

Its relevance in terms of ensuring energy security of the PRC gets the question of the rivalry
of global centers of power for access to energy resources, where China is at a disadvantage.
Virtually all major oil and gas supplying countries are already in the zone of traditional influence,
on the one hand the United States and Western countries, on the other - Russia and India. Therefore,
in the external energy policy of China, the countries of hydrocarbon resources exporters in South-
East Asia (Indonesia, Thailand, Malaysia) and Central Asia (Kazakhstan, Turkmenistan,
Uzbekistan) take a special place [7].

So, the Chinese oil policy can’t influence the world oil market. According to the International
Energy Agency, China's consumption in 2030 will grow to 13.1 million barrels per day. The
country invests heavily in alternative sources, but even 25 nuclear power plants under construction
will have less than 1 percent of its needs. The balance of supply and demand is still one of the
fundamental factors affecting prices. Now, according to various estimates, the excess supply over
demand is 1-1.5 million barrels per day.

Chinese oil companies have responded to investments in oil production around the world,
from Angola and Sudan to Kazakhstan. However, the total volume of foreign products owned by
Chinese firms in 2006amounted to only 0.675 million barrels - less than 19 percent of their imports.
This means that China continues to be dependent on Middle Eastern oil, with half of its imports
coming from Saudi Arabia and Iran alone. As elsewhere in the world, China will become even more
dependent in the future [10].

At best, the West and China could cooperate to manage a declining oil pool in the Middle
East, distributing resources on an equal basis and jointly guaranteeing security.

Thus, China's oil and gas industry has oil companies, whose shares are registered on
international stock exchanges, and oil production is increasing year by year. At the same time,
China has developed its strategy aimed at attracting foreign investment while simultaneously
developing markets in Africa, the Middle East, Central Asia and other regions.
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The Islamic Republic of Iran was one of the first countries in the world to recognize the
independence of the Republic of Kazakhstan. In 1993, in the city of Tehran, the embassy of the
Republic of Kazakhstan was opened and one year earlier, in 1992, in the city of Almaty, the
embassy of the Islamic Republic of Iran was opened.

Iran is one of Kazakhstan's most important partners in Central Asia and the Middle East. In
spite of the special political conditions of the region and the world, and considering the policy of the
global village and considering the various dangers and crises, the expansion of relations between
the two republics of Kazakhstan and Iran has been favorable. According to this experience, it can be
claimed that the relations we have come out of the history of the two countries. Over the years,
fortunately, there has been no major conflict or conflict between the two countries in the region and
in the world. The two countries have managed to maintain stable relations in all areas [1].

Bilateral cooperation between Kazakhstan and Iran and the promotion of political relations
based on the interest of the two countries to improve the welfare of the people and to strengthen the
security of the region has gradually expanded. The presidents of both countries were very important
for the strengthening and expansion of permanent mutual cooperation. For this reason, political
talks have been held over the years.

The volume of trade between Iran and Kazakhstan in 2014 was $ 987 million, with
Kazakhstan's share of § 893 million and Iran's exports of $ 94 million. Although this rate was 59%
higher than in 2013, due to the existence of a common water border in the Caspian Sea and the
presence of rich energy resources in the region and the establishment of political and economic
stability in Kazakhstan, this rate is not optimal. Particularly, the two countries now have a four-way
communication with rail, land, air and sea. However, due to the lack of direct access of Kazakhstan
to free waters and the presence of Iran in its southern shipping route, transport cooperation can be a
priority for the two countries'’ commercial ties. In particular, Kazakhstan also considers
communications and transportation two important factors in establishing relations and cooperation
with Iran. Hence, there is a potentially good potential for different forms of relations between the
two countries, which can be effectively applied with the sustainability of the direct shipping lines,
including aeronautical and terrestrial communications (railways). Because the Islamic Republic of
Iran is considered the best and most cost-effective transit route for the swap of goods of Kazakhstan
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