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EXPERIENCE, PROSPECTS
AND PROBLEMS OF COOPERATION
BETWEEN CHINA AND TURKMENISTAN
IN THE FIELD OF NATURAL GAS

Since 2007, the use of natural gas in China depends on the import, and with
an increase in natural gas consumption, gas imports are also constantly growing.
In 2018, China's natural gas imports approached 100 billion cubic meters, which
is 70 times more than in 2006. In recent years, increasing attention has been
paid to the use of natural gas in China. Turkmenistan is China's main source of
pipeline gas imports, and China is Turkmenistan’s largest exporter of natural
gas. In the framework of the traditional model of oil and gas cooperation, China
and Turkmenistan are facing such problems as the uniform content of coopera-
tion, lack of close ties in the field of multilateral cooperation and slow progress
in the development of the entire industrial chain. Cooperation between China
and Central Asia in the field of oil and gas is increasingly affecting the nerves of
other countries, except the five countries of Central Asia, but including Russia,
Afghanistan, Pakistan, India, Iran and other countries of the Middle East, Japan,
South Korea, etc. and even the European Union and the USA. Despite the favora-
ble trading environment for both parties, there are also problems in the domestic
market of Turkmenistan and the risks of international competition.

Key words: China and Turkmenistan, the gas pipeline, advantages and pros-
pects, challenges.

China is the largest developing country, it has been ranking first in the world
in terms of energy consumption since 2013, and in the context of energy savings
and reduced emissions, China also continues to increase the use of natural gas,
which is gradually becoming the main source of energy for the current and future
socio-economic development of the country. From the 60s to the 90s, the natural
gas consumption in China was small; since 2000, the natural gas consumption
in China has been increasing; in 2018, the gas consumption reached more than
230 billion cubic meters, the growth rate exceeded 830% against the year 2000.
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Moreover, until 2006, the natural gas production in China was higher or at the
same level as the volume of gas consumption in the country. Since the natural
gas reserves in China are not large, and the natural gas consumption continues to
grow, domestic natural gas production can no longer satisfy the country’s grow-
ing demand [5. Pp. 1086-1095].

Turkmenistan, rich in natural resources, is an important producer and export-
er of natural gas. Turkmenistan has a single economic and industrial structure,
where natural gas is an important pillar of national economic development, as
well as one of the main sources of income from the foreign exchange operations
and financial revenues. Turkmenistan opts for the strategy of the “energy-rich
country”, while China imports a large amount of natural gas from Turkmeni-
stan, which is why both sides are important partners in the field of natural gas.
The Turkmen gas is exported to China, Iran and Russia through pipelines. From
2011 to 2018, China’s imports increased by 54% [5].

Ways of China’s cooperation in the implementation of projects in Turk-
menistan. China’s natural gas imports are divided into pipeline natural gas and
liquefied natural gas. The development of pipeline natural gas started earlier and it
is more complex. China already has pipelines for transporting natural gas, among
them Central Asia-China, China-Russia and China-Myanmar. If compared with the
transportation of liquefied natural gas, natural gas transporting, once the pipeline is
completed, becomes safer and faster with the marginal costs showing a downward
trend. This article focuses on the analysis of the main source countries supplying
pipeline gas to China. Four countries are sources of pipeline natural gas in China:
Turkmenistan, Myanmar, Uzbekistan and Kazakhstan. Among them, the volume
of import fromTurkmenistan constitutes 81.1% (2018). Natural gas is a key fac-
tor of China’s development, energy consumption continues to grow, therefore, the
study of the situation in Turkmenistan with the extraction and export of natural gas
is of particular importance for the development of China’s strategy of trade in nat-
ural gas and for ensuring the safety of such trade [4. Pp. 2-29].

After obtaining the oil production franchise, the Chinese company signs
a contract with the Ministry of Oil and Gas Industry and Mineral Resources of
Turkmenistan, where the Chinese oil company unilaterally assums the responsi-
bility for the risks of exploration and development of deposits. It also undertakes
all investment costs, and in addition, receives a share from the division of oil and
gas products.

Firstly, in the process of oil and gas exploration, only the Chinese oil company
bears all investment costs and exploration risks. If an oil or gas field of industrial
value is discovered, then after the extraction and deduction of franchise fees, the
Chinese oil company may receive a certain percentage of the cost of developing
the production of oil and gas from the remaining oil and gas products. If in the
process of exploration, no oil or gas field of industrial importance is found, the
Chinese company unilaterally bears all losses [7. Pp. 274-275].
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Secondly, during the exploration and development of the fields, the Chinese
oil company must fulfill its obligations to protect the environment, ensure safety,
receive supervision from the competent authorities and fulfill the requirements
for observing localization standards in Turkmenistan.

Thirdly, after the deduction of the franchise, the remaining oil and gas prod-
ucts may be divided into two parts: one part is allocated to the Chinese oil com-
pany “at the cost of oil and gas” and the other part, the “oil and gas profits,”
is divided between the Cabinet of Ministers of Turkmenistan and the Chinese oil
companies. The distribution is made in accordance with the production sharing
agreement.

Fourth, the taxation is simple. The Chinese companies pay the franchise fees
and the income tax, and the Cabinet of Ministers of Turkmenistan does not levy
consumption tax, local tax, advertising fees, etc. from the Chinese oil companies
[11. Pp. 29-34].

In the framework of the traditional model of oil and gas cooperation, China
and Turkmenistan are facing such problems as the uniform content of coopera-
tion, the lack of close ties between the multilateral cooperation and slow progress
in the development of the entire industrial chain. First, the unified content of oil
and gas cooperation between China and Turkmenistan is an obstacle to the com-
prehensive development of oil and gas cooperation between the two countries.
In the past, Chinese oil and gas investments in Turkmenistan were mainly in the
east of the country and were mainly directed to the natural gas. Oil cooperation
between the two countries has long gone beyond the oil and gas cooperation. Sec-
ond, the oil and gas cooperation between China and Turkmenistan over the past
decade was mainly structured as bilateral cooperation. The construction of the
Central Asia-China gas pipeline permitted cooperation with Kazakhstan and Uz-
bekistan only in respect of gas transit, which makes it difficult to achieve a wider
cooperation at a deeper level [1. Pp. 74-83].

Advantages and prospects of cooperation between China and Turkmen-
istan in respect of the gas pipeline. Cooperation between Turkmenistan and
China in the field of natural gas supplies is most beneficial for both parties in
terms of quantity and geographical location. The two countries cooperate very
closely in the field of natural gas supplies and depend on each other, thus forming
a good trading model. Cooperation in the field of pipeline gas trade between the
two parties has the following advantages:

1. Both sides have built and commissioned an improved gas pipeline. The co-
operation between China and Turkmenistan on the gas pipeline went smoothly,
and both sides cooperated in the construction of the Central Asia-China gas pipe-
line, after crossing the Chinese border it joins the West-East Gas Pipeline, called
the Second West-East Gas Pipeline. The total length of the line is 10 thousand
km, its length in the territory of Turkmenistan is 188 km, about 8,000 km are
located in China. The pipeline is laid in two lines A and B. The length of one line
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is 1833 km, and it is the longest gas pipeline in the world. Line C has already
been commissioned, and line D is under construction. The annual transmission
volume of this gas pipeline will be 85 billion cubic meters. The construction of
the Central Asia-China gas pipeline not only eased the tense situation with the
energy resources in China, but also brought tangible economic benefits to various
countries along the route, as well as strengthened comprehensive ties between
China, Turkmenistan and the countries of Central Asia. The construction of the
pipeline makes the export of Turkmen natural gas more convenient and safe, and
also brings additional benefits to Turkmenistan. Thus, the Central Asia-China gas
pipeline significantly facilitated gas cooperation between China and Turkmeni-
stan [6. Pp. 64-76].

2. Geographic advantages allow both parties to trade cheaper and safer. China
is in close proximity to Turkmenistan, pipeline transmission of natural gas has
lower costs than costs of transporting liquefied natural gas. After the construction
of the transmission pipe is completed, it can be used for many years, and the pipe
can also be expanded and used in many countries or regions. Pipeline gas does
not require a liquefaction or regasification plants. In contrast, the geographical lo-
cation of Turkmenistan determines the need for gas cooperation between the two
countries, and the convenience of the geographical location is not comparable
with the situation of other countries.

3. Turkmenistan is rich in resources, and its position in China is dominant.
In 2018, natural gas reserves in Turkmenistan were ranked fifth in the world;
China’s natural gas imports from Turkmenistan account for more than 80% of
China’s natural gas imports and over 60% of Turkmenistan’s natural gas exports.
At the same time, in early 2016, Russia stopped purchasing Turkmen natural gas,
and Russia’s withdrawal further strengthened China’s cooperation with Turkmen-
istan in the field of natural gas trade. At present, the cooperation between Turk-
menistan and China in the field of natural gas is in very good condition. Turk-
menistan’s resources can meet the needs of China and allow to export significant
volumes to China. The large volume of imports to China is also an important
source of income for Turkmenistan. Based on the above conditions, both parties
have good prospects for cooperation and favorable conditions of trade [2].

Before the One Belt, One Way Initiative was launched, oil and gas coopera-
tion between China and Turkmenistan was based primarily on bilateral diplomat-
ic relations and bilateral agreements between enterprises at the government level
as the basis for the oil and gas cooperation. For this, it was necessary for both
countries to sign the diplomatic agreement based on the state’s intentions regard-
ing cooperation in the field of oil and gas, or to define the basic framework for
cooperation in the field of oil and gas. The Chinese oil company and the Ministry
of Oil and Gas Industry and Mineral Resources of Turkmenistan signed a contract
to determine specific conditions for cooperation. Even if we are talking about
cooperation with other Central Asian countries, such as the construction and op-
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eration of the Central Asia-China gas pipeline, it was only on a small scale. Since
2013, cooperation between China and Central Asia in the field of oil and gas is
increasingly affecting the nerves of other countries, except the five countries of
Central Asia, but including Russia, Afghanistan, Pakistan, India, Iran and other
countries of the Middle East, Japan, South Korea, etc. and even the European
Union and the USA.

As is the case with other countries, China’s oil companies pay more attention
to domestic energy security, while revenues from operating production sites in
Turkmenistan are secondary factors. Based on this, China’s efforts in the field
of oil and gas cooperation with Turkmenistan are mainly focused on the search
and exploration of oil and gas, as well as transportation and other directions.
With in-depth promotion of the One Belt, One Way Initiative, cooperation be-
tween the two countries in the field of oil and gas is deepening. Oil equipment,
energy financing, industry services and other areas began to gradually develop.
In accordance with this, in 2014, the “Joint Declaration on establishing strategic
partnership relations between Turkmenistan and the People’s Republic of China”
was signed. Based on a high level of cooperation, both countries develop and
strengthen cooperation in such areas as finance, aviation and space, the railway,
agriculture, the fight against terrorism, cultural education and sports, giving im-
petus to the development of Turkmenistan’s the domestic economy.

Problems of cooperation between the two countries. Despite the fact that
relations between the two countries are mostly stable and have more advantages
compared to other countries engaged in the trade in the liquefied natural gas,
Turkmenistan has its domestic policy and domestic market, and cooperation be-
tween the two sides is likely to face the following problems:

1. Market reforms in Turkmenistan are not so deep, but Turkmenistan is high-
ly dependent on the fuel and energy industry, and the country’s president has
full control over the development of resources. The Ministry of the Oil and Gas
Industry and Mineral Resources holds a high position regarding the issues of ex-
ternal energy cooperation, but the foreign energy policy and decision-making are
based more on political considerations than purely business practice, and there
is a great uncertainty. The Index of Economic Freedom shows that Turkmeni-
stan ranks 171 among 178 countries and regions, indicating a lack of a market
economy in Turkmenistan. Thus, energy import and export strategies and market
mechanisms can be adjusted in accordance with the economic development of
Turkmenistan and market reforms, which at the same time may create risks for
China’s cooperation in the field of natural gas trade [3. Pp. 67-72, 112].

2. Faced with the fierce competition from Russia, the United States and the
European Union, Turkmenistan is the only neutral state in Central Asia practic-
ing diverse and balanced pragmatic diplomacy. The largest political forces in the
world, such as Russia, the USA, the European Union, Iran, Turkey, Japan and In-
dia, are interested in a share of energy interests in the country and have developed
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various energy strategies for this, forming a complex model of the energy game.
For example, Turkmenistan and Japan are developing projects to diversify export
routes for Turkmen gas. China’s demand for natural gas is huge, and much of it
depends on imports from Turkmenistan. In recent years, great attention has been
paid to the natural gas as a cleaner source of energy; investments by countries
importing natural gas are closely linked with the energy security of the countries.
The future gas partnership between China and Turkmenistan may be affected by
the risks of other competing countries in Europe, the USA and Asia [8].

3. The energy sector of Turkmenistan is not open to the outside world: natural
gas is an important strategic resource and the main industry of Turkmenistan. In
order to maximize its national interests, Turkmenistan has many restrictions on
the investment behavior of foreign energy companies. For example, in addition to
the major risks and difficulties associated with the oil and gas production on the
Caspian continental shelf that may be covered in the production sharing agree-
ments, the onshore oil and gas block is mainly controlled by five large national
companies, such as Concern national company. Although in recent years Turk-
menistan has gradually opened up rights to offshore oil and gas development, its
international tender policy is usually focused on European and American multi-
national oil companies with advanced technologies and rich capital. Chinese oil
and petrochemical enterprises have not yet entered the field of exploration and
development. The entry of foreign companies may undermine the export power
of Turkmenistan. Turkmenistan is always open for cooperation with the West-
ern oil and gas companies creating the risk of uncertainty about the preserva-
tion of gas trade between China and Turkmenistan. Moreover, China is not able
to constantly make investments in Turkmenistan’s natural gas, which does not
guarantee full-scale trade relations, and may also have a certain impact on the
cooperation relations [9].

Thus, the reserves, production and export of Turkmen natural gas to China
are guaranteed for pipeline gas cooperation between China and Turkmenistan; in
addition, both parties have favorable political conditions, transport security and
trade status. Thus, cooperation with Turkmenistan in the field of the gas pipeline
is necessary both from the point of view of demand and from the point of view of
conditions, but it is necessary to take into account risks and problems.
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