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FOREWORD

Chinese-Russian security relations directly con-
cern many subjects of interest to the Strategic Studies
Institute. These areas include regional conflicts,
nonproliferation issues, and military force balances.
Given the importance of these two countries in
international affairs, however, almost any foreign
policy action of their governments affects some
American national interest.

For almost 2 decades, China and Russia have been
strengthening their security ties. Nonetheless, as this
monograph makes clear, the relationship between
Beijing and Moscow remains in flux. In some cases,
they share overlapping interests. In other instances,
they compete for power and wealth, particularly for
oil and gas resources.

Many factors will affect Sino-Russian ties—
including developments within China and Russia as
well as external events. As part of this mix, American
policies will also have some impact on the future
foreign behavior of both countries.

Although Washington should attempt to develop
good security relations with both countries, American
policymakers must also prepare to respond effectively
should relations between these two great powers
evolve in ways that threaten core American values
and interests. This monograph suggests some policy

proposals to that effect.
oy S

DOUGIAS C. LOVELACE, JR.
Director
Strategic Studies Institute






SUMMARY

Since the end of the Cold War, the improved
political and economic relationship between Beijing
and Moscow has affected a range of international
security issues. China and Russia have expanded
their bilateral economic and security cooperation. In
addition, Beijing and Moscow have pursued distinct,
yet parallel, policies regarding many global and re-
gional issues. Yet, Chinese and Russian approaches to
a range of significant subjects are still largely uncoordi-
nated and at times conflict. Economic exchanges be-
tween China and Russia remain minimal compared
to those found between most friendly countries, let
alone allies. Although stronger Chinese-Russian ties
could present greater challenges to other states (e.g.,
the establishment of a Beijing-Moscow condominium
over Central Asia), several factors make it unlikely that
the two countries will form such a bloc.

Unlike during the Cold War, China and Russia no
longer fear engaging in a shooting war. For example,
the two countries have largely accepted their common
border. Yet, tensions persist due to illegal Chinese
immigration into Russia, as well the inability of
Chinese authorities to halt the spillover of pollution
from China into Russia. In particular, Russians
worry about the long-term implications of China’s
exploding population for Russia’s demographically
and economically stagnant eastern regions, a situation
some Russian leaders already consider to be a major
security threat.

In some respects, China and Russia should be
natural energy partners. Chinese energy demand is
soaring, and Russia’s oil and gas deposits lie much
closer to China than the more distant energy sources
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Africa and the Persian Gulf. Nonetheless, economic and
political differences relating to their energy security
have continually divided the two countries, reducing
the prospects for creating an exclusive energy bloc in
Eurasia.

For over a decade, Russian military exports to
China have constituted the most important dimension
of the two countries’ security relationship. Russian
firms have derived substantial revenue from the sales,
which also helped sustain Russia’s military industrial
complex during the lean years of the 1990s. China’s
People’s Liberation Army (PLA) was able to acquire
advanced conventional weapons that Chinese firms
could not yet manufacture. This situation is changing.
The Chinese defense industry has become capable
of producing much more sophisticated armaments.
Moscow confronts the choice of either seeing its
Chinese market decrease dramatically or agreeing to
sell even more advanced weapons to Beijing with the
risk of destabilizing military force balances in East
Asia.

In their public rhetoric, Chinese and Russian
leaders appear the best of friends. They speak as if
they share a comprehensive vision of the direction
in which they want the world to evolve over the next
few years. Their joint statements call for a multipolar
international system in which the United Nations and
international law determine decisions regarding the
possible use of force. Chinese and Russian government
representatives also stress traditional interpretations
of national sovereignty rather than the promotion of
universal democratic values or other ideologies. Yet,
Beijing and Moscow continue to differ on important
global issues, including ballistic missile defense (BMD)
and military operations in space.
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The Chinese and Russian governments have
expressed concern about efforts by the United States
and its allies to strengthen BMD capabilities. Their
professed fear is that these strategic defense systems,
in combination with strong American offensive nuclear
capabilities, might enable the United States to obtain
nuclear superiority over China and Russia. Despite
their mutual concerns, Beijing and Moscow have never
collaborated extensively in this area. For example, they
have not pooled their military resources or expertise
to overcome U.S. BMD technologies. Nor have they
pressed in coordinated fashion other European or
Asian countries to abstain from allowing U.S. BMD
systems to be deployed on their soil.

As in other spheres, China and Russia have both
parallel and conflicting interests in outer space. The
two governments have long been concerned over U.S.
military programs in this realm. In response, Chinese
and Russian delegations to various UN disarmament
meetings have submitted joint working papers and
other proposals to begin multilateral disarmament
negotiations to avert the militarization of space. In
addition, Beijing and Moscow have independently
issued broad threats intended to dissuade the United
States from actually deploying space-based weapons.
Despite their overlapping interests in countering
U.S. military activities in space, Russia has been very
circumspect in cooperating with China’s space pro-
gram. The Russian position likely reflects recognition
that many aerospace technologies have direct military
applications.

Central Asia perhaps represents the geographic
region where the security interests of China and
Russia most intersect. Their overlapping security
interests have manifested themselves most visibly
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in the Shanghai Cooperation Organization. Yet, this
harmony of interests arises primarily because Beijing
deems the region a lower strategic priority than does
Moscow, which still views Central Asia as an area of
special Russian influence. China’s growing interest in
securing Central Asian oil and gas could lead Beijing
to reconsider its policy of regional deference.

In East Asia, China and Russia are mutually
concerned with the evolving political, military, and
economic situation on the Korean peninsula, which
borders both countries. In all three dimensions, the
two governments have thus far pursued largely
independent but parallel approaches toward both
North and South Korea. In terms of influence, however,
Beijing enjoys a clearly dominant role, while Moscow
often struggles to maintain even a supporting position.
Their policies towards Japan and Taiwan also are not
well integrated. Beijing considers its ties with Tokyo
and Taipei as among its most important bilateral
relationships, whereas Moscow manages its relations
with both states almost as an afterthought.

The limits of foreign policy harmonization between
China and Russia are also visible in South Asia, where
the two governments have adopted sharply divergent
positions on critical issues. For instance, despite recent
improvement in Chinese-Indian relations, Russia’s ties
with New Delhi still remain much stronger than those
between China and India. Persistent border disputes,
differences over India’s growing security ties with the
United States, competition over energy supplies, and
other sources of Sino-Indian tensions have consistently
impeded the realization of a possible Beijing-Moscow-
New Delhi axis.

The Chinese and Russian governments have
pursued parallel but typically uncoordinated policies in



the Middle East. Both want to sell Iran weapons, nuclear
technologies, and other products. In addition, Beijing
and Moscow, though defending Tehran in the Security
Council, warn against any Iranian ambitions to acquire
nuclear weapons. In addition, they both opposed the
U.S.-led invasion of Iraq, while sharing concerns that
an early American military withdrawal from that
country could lead to an increase of Islamic militarism
throughout the Middle East. Thus far, however, neither
country has sought to make issues related to Iran or Iraq
major areas for bilateral Sino-Russian cooperation or
significant points of confrontation with Washington.

In sum, although Chinese-Russian relations
have improved along several important dimensions,
security cooperation between Beijing and Moscow
has remained limited, episodic, and tenuous. The
two governments support each other on select issues
but differ on others, as might be expected from their
opportunistic relationship. Since some of their interests
conflict, the relationship is not necessarily moving in a
decidedly anti-American direction. Although no action
undertaken by these two great powers is insignificant
and Washington must continue to monitor carefully
developments in Beijing and Moscow, thus far their
fitfully improving ties have not presented a major
security challenge to the United States or its allies.

Nevertheless, prudent U.S. national security
planners should prepare for possible major
discontinuities in Sino-Russian relations. American
officials should employ a mixture of “shaping and
hedging” policies that aim to avert a hostile Chinese-
Russian alignment while concurrently preparing the
United States to better counter such a development
should it arise.

X1






CHINA-RUSSIA SECURITY RELATIONS:
STRATEGIC PARALLELISM WITHOUT
PARTNERSHIP OR PASSION?

INTRODUCTION

American security and defense planners are
increasingly concerned about the military capabilities
of China and Russia. In his annual assessment of
global threats to the United States issued in early
February 2008, Director of National Intelligence
Michael McConnell singled out the two countries
as now having the technical capabilities “to target
and disrupt” elements of the U.S. information and
intelligence collection infrastructure.’

At the same time, General T. Michael Moseley, the
Air Force Chief of Staff, cautioned in a speech at Air
University that the United States had to plan to counter
such “ascendant powers,” even while improving its
response to the recently prominent threats of terrorism
and insurgencies.? The new Air Force strategic plan
states: “Ascendant powers—flush with new wealth
and hungry for resources and status — are posturing to
contest U.S. superiority. These adaptive competitors
are translating lessons from recent conflicts into new
warfighting concepts and doctrines specifically de-
signed to counter U.S. strengths and exploit vulnera-
bilities.”®> Moseley added that, even if it was unlikely
that the U.S. military would engage in a direct conflict
with China and/or Russia, “there’s a 100 percent
probability we will have to fight their equipment”
because the two countries now sell their advanced
warplanes and air defense systems throughout the
world.

Meanwhile, senior commanders of the U.S. Navy
have expressed concern about China’s recent acqui-
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sition of advanced “area-denial weapons” such as the
conventional submarines, advanced destroyers, and
antiship missiles the Chinese military has purchased
from Russia during the past decade. These include
a dozen advanced Kilo-class ultra-quiet diesel
submarines. Such weapons, which the Chinese now
often produce themselves with Russian technical
assistance, could pose a serious threat to any U.S. Navy
ships that attempted to defend Taiwan from an attack
by the Chinese People’s Liberation Army (PLA).*

The improved political and economic relationship
between Beijing and Moscow since the end of the Cold
War has affected a range of international security
issues. China and Russia have expanded their bilateral
economic and security cooperation. In addition, as dis-
cussed below, they have pursued distinct but parallel
policies regarding many global and regional issues.
Yet, Chinese and Russian policies regarding a range
of important subjects are still largely uncoordinated
and sometimes in conflict. Economic ties between
China and Russia remain minimal compared to those
found between most friendly countries, let alone allies.
Although a stronger Chinese-Russian alliance could
present greater challenges to other countries (e.g., the
establishment of a joint Moscow-Beijing hegemony in
Central Asia), several factors make it unlikely that the
two countries will form such a bloc.

Atademocracy forum at the Prague Security Studies
Institute on June 5, 2007, President Bush criticized both
China and Russia for their undemocratic practices. He
characterized U.S. relations with each country as a
mixture of both cooperation and conflict: “In the areas
where we share mutual interests, we work together.
In other areas, we have strong disagreements.” He
warned that while his administration would continue



to pursue better ties with both countries, the United
States would do so “without abandoning our principles
or our values.”>

Although attempting to promote democracy in
China and Russia has clearly proven problematic, giv-
en the evident countertendencies of their leaders, the
formula of cooperating when we can and disagree-
ing when we must is prudent. In addition, the U.S. Gov-
ernment should adopt a proactive shaping and hedg-
ing strategy that will seek to prevent the emergence of
a hostile Sino-Russian alignment while simultaneously
preparing the United States to better counter such an
alignment should it nonetheless emerge.

BILATERAL TIES

Unlike during the Cold War, China and Russia no
longer fear the possibility of a shooting war with each
other, atleast not in the near term. Significantly, the two
countries have largely accepted their common border.
Yet, tensions persist over illegal Chinese immigration
into Russia, as well as the inability of Chinese authorities
to halt the spillover of pollution from China into
Russia. Russians worry in particular about the long-
term implications of China’s exploding population for
Russia’s demographically and economically stagnant
eastern regions, a situation some Russian leaders
already consider to be a major security threat.

Managing Border Issues.

Since the disintegration of the Soviet Union in
the early 1990s, China and Russia have resolved the
most important sources of Cold War-era tensions. For
example, through lengthy direct negotiations, the two
governments have largely resolved their boundary



disputes, which engendered armed border clashes in
the late 1960s and early 1970s. In addition, they have
demilitarized their 2,640-mile shared frontier (the
section to the east of the Russian-Mongolian border is
2,606 miles long; that to the west is 34 miles).® Russia’s
first president, Boris Yeltsin, made border management
a priority in his administration, for understandable
reasons he cited in July 1995: “China is a very important
state for us. It is a neighbor, with which we share the
longest border in the world and with which we are
destined to live and work side by side forever.””

Border demilitarization talks began in November
1989. They soon split into parallel negotiations, one
on reducing military forces along the Chinese-Russian
frontier, the other on implementing confidence- and
security-building measures in the border region. In
July 1994, the Russian and Chinese defense ministers
agreed to a set of practices to forestall incidents.
These measures included arrangements to avert
unauthorized ballistic missile launches, prevent the
jamming of communications equipment, and warn
ships and aircraft that might inadvertently violate
national borders. In September of that year, Chinese
and Russian authorities pledged not to target each
other’s strategic nuclear missiles. They also adopted
a mutual “no first use” nuclear weapons posture
(these agreements are largely symbolic; they were
not accompanied by any verification or enforcement
procedures, and either country can rapidly retarget its
intercontinental ballistic missiles). In April 1998, China
and Russia established a direct presidential hot line —
China’s first with another government.



Immigration Issues.

Although Russians no longer worry about a
potential military clash with China over border issues,
and the revival of the Russian economy in recent
years under President Vladimir Putin has reassured
many Russians that they will not soon fall behind
their Chinese counterparts in terms of their average
standard of living, they do fear that the combination
of the declining native population in the Russian Far
East and massive Chinese immigration into the region
will lead to China’s long-term peaceful occupation and
de facto annexation of large parts of eastern Russia.
During a July 2000 visit to the Russian Far East, Putin
remarked that “if we don’t take concerted action, the
future local population will speak Japanese, Chinese, or
Korean.”® In December 2005, Russian Interior Minister
Rashid Nurgaliev reaffirmed that illegal immigration
presented a threat to the security of the Russian Far
East.’

The stark demographic and economic contrasts
along the Russian-Chinese frontier are evident to all
observers. According to the 2002 Census, the entire
Russian Far Eastern Federal District had a population
of 6.7 million inside a territory of 6.2 million square
kilometers (over one-third of the total area of the
Russian Federation).” These figures equate to an
average population density of slightly more than one
person per square kilometer, making the Russian Far
East one of the most sparsely populated areas in the
world. The population of the Russian Far East has
been rapidly declining since the dissolution of the
Soviet Union, falling by over 1.5 million inhabitants
since 1992, or approximately 20 percent. At present,
on average 274 people leave the region each day." In



contrast, over 100 million Chinese live in the border
provinces of Heilongjiang, Jilin, and Liaoning, resulting
in a population density there some 120 times greater.'

The population disparity would not by itself prompt
massive Chinese migration into Russia. However, other
factors are at work. China’s recent rapid economic
growth has obscured the fact that its population still
has a relatively low standard of living. Although the
aggregate size of the Chinese economy is now several
timeslarger than that of Russia, China has a billion more
people. As aresult, the average Chinese has a lower per
capita income than the typical Russian. Furthermore,
China’s rapid technological /economic transformation
has generated more unemployed workers in China
than there are people in Russia. Despite recent im-
provements, the Chinese territories along the China-
Russia border, the source of most Chinese immigration
into Russia, have not experienced the rapid economic
growth or prosperity of southeastern China. Instead,
northeast China remains a “rust belt,” with an economy
dominated by unprofitable state-owned enterprises
that, through their massive lay-offs, have aggravated
the region’s already high unemployment.*

Under these conditions, supply and demand factors
combine to induce Chinese laborers to seek work
in Russia, where they generally can find jobs more
easily and earn higher wages than if they remained
at home. Chinese workers can be found in many rural
areas throughout the Russian Far East. In addition,
Chinese merchants and small businessmen are visibly
concentrated in urban ghettos in such large Russian
cities as Irkutsk, Khabarovsk, and Vladivostok,
often finding a niche in the underdeveloped retail
and service sectors."* They typically perform jobs—
especially in agriculture, forestry, construction, and



small retailing — that many Russians either shun or are
unwilling to relocate from other regions of the country
to perform.

Initial fears that the influx of workers would lead to
a Chinese ethnic onslaught were clearly exaggerated.
Thus far, most Chinese traders see Russia mainly as a
place to work and make money —not as a permanent
home. Nevertheless, the Russian government aims to
address the problem before it becomes more serious,
which could well be the case if extrapolations from
present trends prove accurate. The Russian authorities
have sought to deal with the demographic issue
through a combination of specifically tailored policies
to promote economic development of the Russian Far
East. They are making the region more attractive for
Russian workers and their families with solution efforts
aimed to enhance birthrates and to reverse Russia’s
overall demographic decline.

On December 20, 2006, Putin chaired a special
meeting of the Russian Security Council in Moscow
dedicated to addressing the social and economic
problems of the Russian Far East. In his public
opening remarks posted on the Kremlin website, the
President said that past government action had failed
to overcome the district’'s ominous problems.” These
included the region’s declining Russian population
and the dysfunctional imbalances between its internal
production and foreign economic possibilities. Putin
also warned that theregion’s failure to develop effective
economic, information, and transportation networking
with the rest of Russia had resulted in its continued
isolation: “All these factors pose a grave threat to our
political and economic positions in Asia and the Pacific,
and, without any exaggeration, to the national security
of Russia as a whole.”



To address this situation, Putin instructed both
the federal and regional authorities to draft a com-
prehensive program of action for developing the
Russian Far East’'s energy industry, public utilities,
border infrastructure, and transportation, logistics, and
telecommunications infrastructure. Rather than simply
expect federal budgetary resources drawn from other
parts of Russia to be available, Putin urged national and
local officials to pursue public-private partnerships,
special economic zones, and innovative tariff and
tax policies, as well as other creative developmental
mechanisms. The president opined that, by creating
new employment opportunities, these projects would
make the Russian Far East a comfortable and attractive
place to live, thereby helping reverse the region’s
demographic crisis.

Putin acknowledged that widespread organized
crime and corruption continued to plague the region,
aggravated by the existing immigration situation.
Since the Russian government enforces strict limits on
the number of visas issued to foreigners, even Chinese
sources acknowledge that most Chinese working in the
Far East do so illegally.'® Their irregular status makes
them vulnerable to extortion and blackmail from
corrupt Russian officials such as the local police. In
addition, they often become targets of Russian criminal
gangs, whose members know that their Chinese victims
avoid turning to Russian law enforcement agencies for
protection. Furthermore, some Russians provide illegal
immigration and protection service to Chinese citizens
seeking to work in Russia. Finally, Chinese engaged in
business activities in Russia without the proper visas
typically do not pay taxes on their illegal earnings."”

Allowing more Chinese to enter Russia legally
could help overcome these problems by reducing



opportunities for profitable criminal activities. More
Chinese workers and retailers would also provide
additional services to the region’s Russian inhabitants
as well as increase price competition among the
Chinese providing services. Nevertheless, until now
such proposals have encountered insurmountable
opposition. Many Russians fear that the increased
competition from Chinese laborers and retailers would
hurt the employment prospects of the native Russian
community. Russian trade unions in the Far East have
already complained that Chinese migrant workers are
taking jobs that should go to ethnic Russians.’® Other
Russians oppose allowing more Chinese to reside in
Russia on racial grounds. Most importantly, national
security considerations have long made Russian
government officials reluctant to relax their controls
on Chinese immigration into Russia.

Instead, Putin called on federal and regional
authorities to adopt urgent measures to improve
the performance of the law enforcement agencies
operating in the district. He cited the effectiveness of
Operation ENERGY in neighboring Siberia as a model
for emulation. According to Putin, the operation had
led to the apprehension of many criminals and the
confiscation of large sums of money that accrued to the
state. Incontrast, ina February 2007 visit to Vladivostok,
Russian Prosecutor General Yuri Chaika chastised local
law enforcement officials for failing to solve half the
crimes in the region in 2006. He also complained that
at least 60 major criminal groups still operated in the
Vladivostok region, and that corruption still pervaded
local government organizations.”

At the end of his opening remarks, Putin assigned
to the attendees the task of establishing a government
commission on the socio-economic development of



the Far Eastern Federal District. The Security Council
duly created a State Commission for the Development
of the Far East under the chairmanship of then Prime
Minister Mikhail Fradkov, with several other ministers
as members.* Putin’s presidential envoy to the region,
Kamil Iskhakov, said the commission could function as
a de facto federal government ministry for the Russian
Far East.”!

When he visited Vladivostok on January 27,
2007, Putin indicated that the government might
spend an additional 100 billion rubles ($3.8 billion)
to construct a resort and associated infrastructure
on the nearby Russky Island, which would host the
2012 Asian Pacific Economic Cooperation (APEC)
summit.” The following month, Fradkov said that the
envisaged spending program would help stimulate
economic growth throughout the Russian Far East in
such sectors as energy, transport, and shipbuilding.”
During his visit to the September 2007 APEC summit
in Sydney, Konstantin Kosachyov, head of the Russian
parliament’s international affairs committee, said that
the Russian government wanted to entice the country’s
Asian neighbors into supplying financial and technical
assistance to the Russian Far East, “without which,
the development of Russia as a whole is impossible.”
Despite such brave rhetoric, however, Prime Minister
Viktor Zubkov acknowledged in December 2007 that
the government’s plans for developing the Russian Far
East remained underfunded and behind schedule.”

Solving the demographic problems of the Russian
Far East will clearly require action to reverse the
overall decline in the ethnic population of the Russian
Federation. In his May 2006 annual address to the
Russian Federal Assembly, Putin called Russia’s
demographic challenge the country’s most critical
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national security threat.*® From 1992 to early 2005, the
population of the Russian Federation fell from 148.3
million to 143.5 million. This decline would have been
even more severe if it had not been for the 6 million
immigrants —many of them ethnic Russians who
unwillingly found themselves inside the other newly
independent Soviet republics after the Union of Soviet
Socialist Republic’s (USSR) unexpected dissolution—
who moved back to Russian territory during this
period. The Russian Statistics Service estimates that
without further immigration, Russia’s working age
population could decline by 18-19 million during the
2005-25 period, equivalent to almost 30 percent of the
current 67 million economically active Russian citizens.
In October 2007, the Russian government adopted
new measures to raise birthrates, lower the national
mortality rate, improve public health care, and make
national immigration policies more effective. Even
if the Russian government immediately succeeded
in raising the country’s low birthrate, however, the
workforce would not benefit from these new young
workers until after 2025.%

Although the Russian economy at large is facing a
shortage of low-skilled, low-paid workers, the Russian
government has preferred to rely on immigration by
ethnic Russians from other parts of the former Soviet
Union to help fill this gap rather than encourage
Chinese or other non-Slavic ethnics to immigrate to
Russia. In October 2006, Putin announced that the
Russian government would spend $170 million in
2007 to facilitate the voluntary repatriation of Russians
living outside the Russian Federation (estimated to
number 20-30 million people, with two-thirds in other
former Soviet republics) to help compensate for the
present 700,000 annual decline in Russia’s population.
The authorities also allow citizens from the other
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former Soviet republics to work in Russia for a few
years without having to obtain Russian citizenship.
Thus far, however, similar initiatives adopted earlier
to encourage more ethnic Russians to return to Russia
have yielded far fewer returnees than desired.”

People from other countries, especially from the
former Soviet republics but also from China, have
moved to fill this vacuum. The Federal Migration
Services estimate that over 10 million foreign workers
enter Russia each year.*® The Russian authorities have
taken several steps to curb their commercial activities.
In October 2006, Putin directed the government to
establish quotas for foreign workers in Russia and limit
the length of visas then permitting non-citizens to work
in Russia up to 90 days during any 6-month period.*!
Starting on April 1, 2007, moreover, the government
forbade foreigners from selling goods directly to
Russian citizens in retail marketplaces in Russia.
Non-Russian citizens legally working in Russia must
restrict their retail activities to service functions such
as cleaning, loading, and managing these operations.*
To strengthen enforcement, the government increased
the fines imposed on businesses employing illegal
immigrants.®

Although these measures are primarily aimed
against emigrants from Central Asia, they also affect
those from China, often to the detriment of the Russian
economy. These restrictions on Chinese business
activities have led many to return home, and have
weakened Russia’s integration into the ethnic Chinese
commercial networks that support economic activities
in much of East Asia.*

One reason the authorities have cracked down on
non-Russian commercial activities is as a response to a
series of violent attacks against non-slavic foreigners in
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Russia inrecent years. Russian racists have occasionally
killed ethnic Chinese as well as, more frequently,
people from Central Asia and the Caucasus. In the fall
of 2006, Putin attacked “ethnic gangs” that controlled
Russia’s retail marketplaces and advocated measures
to help protect “the native Russian population.”* But
Putin also, in January 2007, denounced xenophobia, as
well as ethnic and religious intolerance, as threats to
Russians” human rights and the country’s security.*

Many Russians fear that inviting Chinese guest
workers into Russia, at least in areas neighboring
China such as the Russian Far East, will compromise
Moscow’s control over the regions. They are well
aware of how “temporary” foreign workers in Europe,
the United States, and other countries tend to become
permanent despite their “illegal” status. If large
numbers of Chinese move into eastern Russia and retain
their family ties and allegiance to their homeland, the
Russian Far East could become absorbed de facto into
China.

During President Hu Jintao’s visit to Moscow in
2006, the Chinese and Russian governments agreed
to draft a joint plan to develop Russia’s eastern
and China’s northeastern regions. The cooperative
regional investment agreement was signed by Russia’s
Vnesheconombank, the regional government of
Krasnoyarsk Territory, and China’s State Bank for
Development, envisaging joint Sino-Russian efforts
to promote construction, transportation, agriculture,
public utilities, the service sector, and the development
of natural resources.” If the Russian Far East continues
to remain largely excluded from Russia’s general
economic revival or if Russia’s recent growth surge
weakens overall, then Russian fears about becoming
a natural resource appendage of China will return,
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adversely affecting the long-term prospects for endur-
ing Russian-Chinese security ties.

Border Pollution.

Russian experts fear that growing pollution in
China will provide another stimulus for Chinese
immigration into the Russian Far East. According to the
World Bank, 16 of the world’s 20 most polluted cities
are in China—the air being so polluted that it causes
400,000 premature deaths every year.*® The human and
other costs of this pollution are staggering. The World
Bank estimates that pollution costs China an annual
8-12 percent of its annual $1.4 trillion gross domestic
product (GDP), through the impact of acid rain on
crops, medical bills, lost work from illness, money
spent on disaster relief following floods, and wasted
resource depletion.* China’s governmental structure
lacks a powerful, over-arching national institution
capable of coordinating, monitoring, and enforcing
environmental legislation. Local Chinese authorities
are typically judged on the basis of how well they
promote economic growth rather than on how well
they protect the local environment.*

Pollution flowing from China into Russia via
waterways has become a serious problem. Russians
complain about the environmental threat to Russian
waterways (e.g., the Amur River) through the routine
discharge of waste materials from Chinese industrial
facilities. China has over 20,000 chemical plants that
frequently spill hazardous substances into rivers. From
the Russians’ perspective, the most notorious incident
occurred in November 2005, when an explosion at a
PetroChina chemical complex in Jilin Province dumped
approximately 100 tons of benzene into the Songhua
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River.# Although the Chinese made unprecedented
efforts to cooperate with the Russians to minimize the
spill’s impact, the accident disrupted the water supply
of the Russian city of Khabarovsk, whose 600,000
residents were forced to use bottled water for drinking
and cooking.*

Although representatives of the central Russian
government are reluctant to risk antagonizing a close
political and economic partner by over-zealous attacks
on Chinese authorities for failing to crack down on such
pollution problems, some local Russian officials are
less reticient in condemning the Chinese for seemingly
promoting their own national development at Russia’s
expense. Khabarovsk regional governor Viktor Ishayev
did admit that 100 plants on the banks of the Songhua
River in China discharge pollution which reached
Russia’s Amur River (referred to as the Heilong River
in China). Local Russian leaders claimed that Chinese
industries are skimping on pollution controls in order
to sustain their low-cost competitive advantage over
Russian and other foreign companies.*

In September 2006, Russian and Chinese officials
signed a protocol on bilateral environmental coopera-
tion to protect the rivers in their border region. At
the meeting, held in Moscow, they also agreed to
conclude a treaty which would establish mechanisms
to compensate parties for damages arising from any
pollution that might occur.** China and Russia have
established bilateral task forces on environmental
protection and on joint monitoring of the quality of the
water of their shared transnational rivers.* On January
29, 2008, the Chinese and Russian governments
signed “The Agreement between the Government of
the People’s Republic of China and the Government
of the Russian Federation on Reasonable Utilization

15



and Protection of Transboundary Waters.” The
accord defined the scope, contents, and methods of
Sino-Russian cooperation for some 3,500 kilometers
of waterways along their common border.* Despite
these agreements, on January 30, the very next day,
the Russian Security Council held a special session
devoted to environmental threats, especially pollution
and human-caused environmental disasters. Putin
emphasized that Russia must defend its environmental
interests at the international level, especially with
respect to cross-border pollution.*

One reason Chinese and Russian officials consider
these immigration and pollution problems security
issues is that they generate animosity and distrust
towards China by many Russians. A 2006 survey found
that 40 percent of Russians consider China’s rise as a
threat to Russia. In a survey of assessments of China
over the past years, the Pubic Opinion Foundation
has found that the percentage of Russian respondents
seeing China as a threat has increased from 18 percent
in 2001 to 30 percent in 2006. Although many Russians
living in the European part of the country share these
concerns, the fears are greatest among the inhabitants
of Siberia and the Russian Far East, where the people
evidently most worry about Chinese immigration and
its effects on Russia’s territorial integrity. A recent
survey found that 36 percent of the respondents in
Siberia and 43 percent in the Russian Far East fear
that China could eventually become a dangerous or
hostile neighbor. Over 80 percent of the respondents in
these regions oppose increasing the Chinese economic
presence in Russia. Most impressively, unlike Russians
living in western Russia, their co-nationals inhabiting
Siberia and the Russian Far East would support the
United States in a hypothetical conflict between Beijing
and Washington.*
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ENERGY SECURITY

In some respects, China and Russia should be
natural energy partners. Chinese energy demand is
soaring, and Russia’s oil and gas deposits lie much
closer to China than the more distant energy sources of
Africa and the Persian Gulf. Yet, economic and political
differences have kept the two countries divided over
several vital issues relating to their mutual energy
security, weakening prospects for an exclusive Russo-
China energy bloc in Eurasia.

The Opportunity.

Energy security invariably represents an important
agenda item at Russian-Chinese leadership summits.
As a result of China’s surging economy, China has
become one of the world’s largest purchasers of oil,
natural gas, and nuclear technologies. The gap between
China’s stagnant energy production and fast-growing
consumption is projected to expand even further in the
next 2 decades. According to the Energy Information
Administration, China’s oil consumption is expected
to rise to 15 billion barrels per day (b/d) by 2030 from
74 b/d in 2006. Similarly, natural gas consumption
is projected to increase to 198 billion cubic meters
(bcm) from 49 bcm over the same period.* Domestic
resources will not be able to meet China’s growing
demand for energy in general, and for oil and natural
gas in particular. Although China has substantial
coal reserves (13 percent of the world supply), its
oil (2-3 percent) and natural gas (1 percent) reserves
are relatively small compared to China’s aggregate
demand, making them increasingly unable to satisfy
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demand. Moreover, despite Beijing’s continued hopes
for domestic exploration and new production of oil, it
is unlikely to stem the tide of growing oil imports. The
reserves of China’s mature oil fields, including Daqging,
Shengli, and Liaohe, which produce the majority of
China’s crude oil, are rapidly depleting. While gains
in offshore production can help offset declines in
onshore production, it is generally expected among
international experts that China’s crude output will be
relatively flat over the next 2 decades.

This combination of limited indigenous energy
resources and rising demand has prompted Chinese
leaders to adopt a multifaceted energy strategy. Three
major components of this strategy are: (1) reforming
the energy sector to maximize domestic production
and attract foreign direct investment; (2) diversifying
the energy mix to reduce the nation’s dependency on
fossil fuels and contain pollution; and (3) diversifying
international energy sources to restrain dependence on
one or a few producing regions.

In principle, Russia should find a natural fit within
this framework. It is the second-largest oil exporter
after Saudi Arabia and possesses the world’s largest
reserves of natural gas. Many of its new and untapped
oil and gas fields are situated in eastern Russia (in
eastern Siberia and the Russian Far East) in locations
closer to China than older fields that now provide
energy primarily to consumers in Russia and Europe.
In September 2007, the Russian Industry and Energy
Ministry approved a plan proposed by Gazprom to
invest $100 billion through 2030 to create an integrated
production, transportation, and supply system invol-
ving over 200 billion cubic meters of natural gas in
east Siberia and the Russian Far East.” In December
2007, Alexander Ananenkov, Deputy Chairman of the
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Gazprom Management Committee, said that Russian
natural gas sales to Asian and Pacific countries—
especially China, Japan, and South Korea—from
Siberia and the Russian Far East could reach 50 billion
cubic meters by 2007.!

During Putin’s March 2006 visit to Beijing, the
two governments signed four energy cooperation
agreements envisaging collaboration in oil, gas,
electricity, and nuclear energy. Putin’s entourage
included the heads of Russia’s major oil, gas, and
electricity companies. The Beijing summit provided
an opportunity for them to sign several cooperative
agreements with their Chinese counterparts. In March
2007, President Hu signed several additional energy
cooperation agreements with Russian energy partners
worth billions of dollars on paper.”* In April 2006,
Russia began construction of a massive East Siberia-
Pacific Ocean (ESPO) oil pipeline, which will cost an
estimated $11.5 billion to complete.”® According to
present plans, the ESPO pipeline will include a branch
linking China directly to eastern Siberia.>* Russia will
also build another large new pipeline to deliver billions
of cubic meters of natural gas to East Asia each year.
The 21st century could well see a profound eastward
shift in the direction of Russian energy export routes
as new supplies flow towards East Asia rather than
Europe.

Nuclear energy represents another possible area of
collaboration. At present, China’s 11 operating nuclear
reactors produce less than 2 percent of the country’s
electricity, compared with over 25 percent in Japan
and approximately 75 percent in France.”® The Chinese
government aims to double this figure to 4 percent by
2020, with an aggregate capacity of 40,000 megawatts
(MW).>¢Russiaisaleadinginternational supplier of civil
nuclear energy technologies. In November 2007, China
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signed a preliminary agreement with Russia to build
two more 1,000 MW nuclear reactors at its Tianwan
nuclear power station. The parties expect to sign a
formal contract in late 2008. Russia’s Atomstroyexsport
corporation has already constructed two reactors at
Tianwan. Russian energy experts eventually hope to
build a total of eight reactors at the site.”

The Challenge.

Despite the mutual interests as reflected in the
flurry of bilateral energy cooperation, thus far various
conflicts and suspicions have kept actual Russian
energy exports to China at surprisingly low levels.
For example, Russia’s contribution to China’s oil
imports is approximately 11-12 percent, less than the
proportion provided by some more distant African and
Persian Gulf suppliers.®® Most importantly, Russia’s
consistent delays in shipments, foot-dragging on the
issue of pipeline construction, and attempts to play the
Chinese, Asian, and European markets against each
other have discouraged Chinese policymakers from
viewing Russia as a reliable energy security partner.

Thus far, the main reason for the small volume
of Russian oil and gas sold to China has been the
underdeveloped transportation infrastructure connec-
ting the two countries. The majority of crude oil (about
80 percent) exported to China from Russia is still
shipped by railway through the Zabaikalsk-Manzhouli
border oil reloading terminal on the Chita-Harbin-
Vladivostok railroad. This line has limited capacity
and is very costly. Not only is rail transport about two-
and-a-half to three times as expensive for Russian oil
producers as shipments by pipeline, but rail deliveries
to China entail the added cost of switching carriers at
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the border because of the different track gauges used
by the two countries.

Chinese and Russian energy experts agree that
transporting oil and gas through pipelines would
prove much more efficient. For many years, however,
the two governments have engaged in contentious
negotiations over which pipelines to build, where to
build them, the schedule for their construction, and
who will pay to build and maintain them. In particular,
the repeated delays on the Russian side to conduct
“feasibility” studies and “environmental impact”
assessments have reinforced Chinese suspicions that
their Russian interlocutors are using the specter of
diverting more energy sales to China to enhance their
negotiating leverage with Japan and Europe.

At the time of the March 2007 Hu-Putin summit,
China’s chief energy planner, National Development
and Reform Commission Vice Chairman Zhang
Guobao, complained about the Russian approach to
the oil transportation issue as well as its natural gas
and electricity policies:

The Sino-Russia pipeline question is one step forward,
two steps back. Today is cloudy with a chance for sun
while tomorrow is sunny with a chance for clouds. One
moment Russia is saying they have made a decision, the
next saying that no decision has been made. . . . Even
though there have been a lot of promises expressing Rus-
sia’s interest in exporting natural gas to China, in truth
no real progress has been made. As for Russian electric-
ity exports . . . during all the years we’ve been connected
together, Russia has only sent a total of 1 billion kilowatt
hours of electricity to China.*

Another complication is that Russia’s unexploited
oil and gas deposits are located in remote areas with
challenging geophysical characteristics (e.g., offshore
or under frozen tundra). Russian companies need
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considerable foreign capital and technology to exploit
these fields effectively and upgrade the country’s
aging energy transportation infrastructure.” Beijing
wants Moscow to devote resources to construction of a
fixed permanent pipeline to China as proof of Russia’s
commitment to a long-term supply relationship.
Russians are skeptical, however, because they know
that their ability to attract Western capital could decline
if they actually build pipelines committing them
as primary supplier of the Chinese import market.
Although Russians have been discussing constructing
an oil pipeline to China for over a decade, they continue
to entice Japan, Europe, and even the United States
with offers of future energy deliveries —encouraging
them to offer financial and technical assistance as well
as to moderate their policies on other contentious
issues (e.g., the Japanese-Russian territorial dispute
over the Kuril islands). Furthermore, despite Russian
companies consolidating control over Central Asian
oil and gas resources, many analysts doubt Russia’s
ability to satisfy all these expanding energy markets
given its stagnant domestic production.

A further difficulty is that the Russian government
under Putin has not exempted China from its efforts
to limit foreign control of its major energy assets.
According to one estimate, the share of Russian crude
oil that is produced by government-controlled energy
companies has risen from less than one-fifth in 2000 to
almost half in 2007, with many of the remaining private
firms still essentially under the Kremlin's thumb.® In
2002, the Russian Duma blocked China’s National
Petroleum Corporation (CNPC) from acquiring a
majority stake in Slavneft, a key Russian oil producer,
even though CNPC'’s bid was almost twice as high as
that of the eventual domestic winner.®> In June 2006,
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the Russian authorities did allow China’s Sinopec to
purchase a major stake in Udmurtneft, a major Russian
oil producer, but only on the condition that it resold
sufficient shares to give the Russian state-owned energy
conglomerate Rosneft a 51 percent majority stake in the
enterprise.®® As long as Russian energy firms remain
under state control, Chinese policymakers—aware
of Moscow’s energy confrontation with Georgia,
Ukraine, and other countries whose governments have
antagonized the Kremlin —must worry that relying on
them for crucial energy supplies could leave Beijing
vulnerable to politically motivated reductions and cut-
offs.

Elements of competition and conflict exist also
with respect to civil nuclear energy cooperation.
The Chinese government has taken care to purchase
advanced nuclear power plants from France and the
United States as well as Russia. One reason for Beijing’s
approach is that Russian suppliers have hesitated to
sell China their most advanced energy technologies.
As with their weapons sales, Russians worry that
Chinese scientists and technicians will learn from
any transferred technology how to further improve
the quality of their indigenous production. Not only
would this reduce Chinese interest in purchasing
Russian nuclear technology, but China could become
a formidable competitor in the third-country nuclear
energy markets such as Egypt, Myanmar, and perhaps
even India.*

Another reason China refuses to purchase only
Russian nuclear technologies is to remind Moscow
that Beijing, too, has energy options. For years,
Russian energy companies and government officials
have been playing off potential foreign purchasers of
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its energy against each other. Threatening Europeans
with the specter of diverting future Russia energy
shipments to Asia, and vice versa, has been a favorite
tactic. For example, in the course of his company’s
difficult negotiations with potential Chinese buyers of
Russian oil delivered by rail through Mongolia, Sergei
Bogdanchikov, the president of Rosneft, warned
that “our partners must understand that Russia has
a surplus rather than a deficit of pipeline capacity,
and we can also supply oil to Europe. . . . So here is
a market situation for you—[which side willingly]
pays more?”® By purchasing its nuclear reactors from
U.S.-based Westinghouse and France’s Areva, China’s
officials have demonstrated that it, too, could exploit
competition among the multiple U.S., European, and

Asian energy suppliers eager to do business with
China.

RUSSIAN MILITARY SALES TO CHINA

For over a decade, Russian military exports to
China have constituted the most important dimension
of the two countries’ security relationship. Russian
firms have derived substantial revenue from the sales,
which also helped sustain Russia’s military industrial
complex during the lean years of the 1990s. The PLA
was able to acquire advanced conventional weapons
that Chinese firms could not yet manufacture. Now
this situation is changing. The Chinese defense
industry has become capable of producing much more
sophisticated armaments. Moscow now confronts the
choice of either seeing its Chinese market decrease
dramatically or agreeing to sell even more advanced
weapons to Beijing, knowing that the second choice
could destabilize military force balances in East Asia.
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Background.

Since the two governments signed an agreement
on military-technical cooperation in December 1992,
China has purchased more defense items from the
Russian Federation than from all other countries
combined. During the 1990s, the value of these
deliveries ranged up to $1 billion annually. In recent
years, this figure has approached $2 billion per year.
According to one estimate, between 1992 and 2006,
the total value of Russian arms exports to China
amounted to approximately $26 billion worth of
military equipment and weapons.® These sales helped
make Russia the world’s largest arms supplier to Asian
countries between 1998 and 2005, well ahead of the
United States.”

Through these dealings, the Chinese Navy and Air
Force have acquired dozens of Su-27 Flanker fighter jets
and Su-30 Flanker multirole aircraft; Mi-17 transport
helicopters; 1I-76 military transport aircraft; IL-78M
Midas in-flight refueling tankers; A-50 warning and
control aircraft; T-72 main battle tanks; Mi-8 and Mi-17
helicopters; armored personnel carriers; Kilo-class
Project 636 diesel submarines; several Sovremenny-class
destroyers; a variety of antiship, air defense, and other
missiles; and other advanced conventional military
systems or their components. Between 1998 and 2005,
moreover, the Chinese manufactured over a hundred
Su-27Sk warplanes under Russian license, using many
Russian parts in the assembly process.®

Moscow’s decision to sell advanced conventional
weapons systems to China results primarily from
economic rather than strategic considerations. Despite
therecentrise in national defense spending, the Russian
government resists allocating substantial financial
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resources to restructuring the Russian defense industry.
Citing the need to avoid repeating the Soviet mistake
of competing in a ruinously expensive arms race,
President Vladimir Putin and other Russian leaders
have reaffirmed their commitment to hold annual
military expenditures below 3 percent of Russia’s
GDP. Instead, government officials have encouraged
Russian defense enterprises to sell their products
abroad to earn additional revenue for reinvestment
and to keep skilled workers from moving into civilian
employment.

Unlike energy —the other commercial sector where
Russian exporters can compete effectively with foreign
sellers—arms exports generate high-tech manufactur-
ing employment as well as revenue. Government
officials also appreciate that many Russian companies
require increased investment to develop the type of
advanced conventional weapons systems that have
provenso effective for Western militaries inrecent wars.
International markets for Russian weapons systems,
upgrades, maintenance, and spare parts help sustain
production lines and workers that provide essential
support for the Russian military. For example, foreign
funding largely paid for the development of the Su-30,
which has since been incorporated into the Russian air
force.

There are several reasons for China’s interest in
acquiring Russian arms. Economic factors come into
play insofar as, by purchasing Russian weapons, China
avoids having to research, develop, and manufacture
its own systems. Although China’s indigenous arms
industry has become more capable along with the
rest of the economy, Chinese defense enterprises still
lag behind their leading international counterparts in
several key areas, such as advanced aviation and naval

26



weapons. For its more sophisticated heavy fighters, the
PLA Air Force (PLAAF) still relies on Russian-designed
planes, the Su-27 and the Su-30. Russian enterprises
became the dominant foreign supplier of China’s
advanced weapons systems after the 1989 Tiananmen
Square incident led Western governments to prohibit
their own companies from selling advanced military
technologies to China.

The Changing Market.

Although the Russian government and its defense
enterprises would like to perpetuate the existing
commercial arrangement, the increasing sophistication
of China’s defense industry is enabling Chinese
manufacturers to produce more advanced weapons
systems under license instead of purchasing finished
systems directly from Russian manufacturers. Russians
prefer to sell off-the-shelf items, while the Chinese
favor joint or licensed production arrangements that
transfer Russian technology and manufacturing
capabilities to China. For several years, China has
been manufacturing the Su-27 under license. The PLA
has shown less interest in buying complete Russian
weapons platforms such as turn-key warplanes and
warships. Instead, the Chinese military has been
importing more defense technologies, subsystems,
and other essential components that Chinese manufac-
turers incorporate directly into Chinese-designed
weapons systems. China purchased Russian aircraft
engines for its own FC-1 fighter aircraft.® In January
2007, the Chinese military unveiled the Jian-10, a
home-built fighter-bomber that uses Chinese engines
and Chinese missiles.”
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Concerns about the quality of the weapons it has
been purchasing from Russia have also encouraged
China to seek to enhance its indigenous production
capabilities. According to the Russian press, the
Chinese have complained about the poor quality of
some of the weapons they have received from Russia,
repeatedly postponing scheduled meetings of the
Russian-Chinese Commission on Military-Technical
Cooperation in protest.”

Another looming threat could be possible competi-
tion from European defense companies if the European
Union (EU) were to lift its comprehensive arms em-
bargo on China, imposed after the violent government
repression of student protests in 1989. By selling more
advanced weapons to China now, Russia would help
lock in future sales and raise the barrier to entry for
potential EU competitors, who would find it difficult
to match Russia’s low-price advantage but might prove
competitive in terms of quality (EU competitors might
also benefit from a Chinese desire to reward the EU for
changing its embargo policy towards China).

Moscow’s Choice.

The ongoing improvement in the quality of China’s
national defense production and the ever-present threat
of additional foreign competition confront Russian
officials with a difficult choice. Until now, the Russian
government has refused to sell its most advanced
weapons systems—such as long-range strategic
bombers or ballistic missiles—to China for fear that
such weapons could disrupt the balance of power in
East Asia. This policy has meant that Moscow’s arms
sales to Beijing have not been sufficient by themselves
to enable China to defeat the more technologically
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advanced militaries of Taiwan or Japan. But Chinese
firms should soon be able to substitute their own
technologies for many of the expensive defense items
the PLA has acquired from Russian suppliers in the
past.

These developments have resulted in Russia’s arms
exports to China declining from 40 percent of all sales in
2006 to less than 20 percent in 2007.”2 Partly as a result,
Russia’s annual bilateral trade level has gone from a
multibillion dollar surplus in 2006 to a multibillion
deficit last year.”

In order to restore its former share of China’s de-
fense market, the Russian government might decide to
sell even more advanced weapons systems to Beijing.
On August 26, 2005, a “high-ranking source in the
Russian Defense Ministry” told the Russian news
agency Interfax-AVN that Russia had deliberately
showcased its Tu-95MS and the Tu-22M3 at the bilateral
August “Peace Mission 2005” exercises to entice
Chinese buyers. Although these strategic bombers are
older platforms (the Tu-160 is Russia’s most advanced
strategic bomber), they can launch long-range cruise
missiles against air and ground targets, including U.S.
aircraft carriers.”* The sales motive was also evident
in the Russian decision to leave the bombers that
participated in the exercise, as well as other types of
military aircraft, on display in China for several days.
The policy of exploiting the opportunity to highlight a
few advanced weapons systems to the Chinese during
the exercise may have worked, since Beijing placed a
large order for one of the participating warplanes, the
I1-78 tanker, a few weeks later.”

Another possible post-Soviet export item might
include some advanced weapons that Russian defense
systems are beginning to produce. More than 50 Russian
defense companies displayed their wares at the Sixth
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China International Aviation and Aerospace Exhibition
held in October-November 2006 in Zhuhai in southern
China.” For example, Moscow could approve the sale
of its fourth-generation diesel-electric (Lada class)
submarines, which would increase China’s military
potential against the United States and its Pacific
allies. According to the Stockholm International Peace
Research Institute (SIPRI), the Russian government has
already offered to sell China Su-33 and Su-35 advanced
combat aircraft, which are still under development.”

A senior Russian defense official, Alexander
Denisov, once even said that Russia was prepared to
assist China to design an aircraft carrier. Denisov stated
to members of the news media, “Such a request would
not contradict any international agreements or rules.””
Moreover, the Russian news media have carried reports
of alleged Russian assistance in helping China develop
a carrier fleet. For example, there have been claims that
Rosoboronexport has been negotiating a massive deal
to sell China about 50 Su-33 Naval Flanker sea-based
fighter aircraft. The estimated $2.5 billion price tag
would represent “the second most expensive national
arms sales contract af