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As China secures international sources of energy and its
economic and security concerns expand, it will devise energy
security policies which safeguard its interests. There are four
major trends stemming from China’s future energy security
policies. First, unless there is a major shock, China will continue
to utilise increasing volumes of imported energy. Second, as
its economy transitions and expectations in coastal urban
centres evolve, a key priority of Beijing will be to reduce
the pollution and negative impact of intensive energy use
and heavy industry. Third, energy security will be a key
consideration of the national leadership, even if it clashes
with other priorities. Fourth, energy infrastructure has a life
measured in decades and, once deployed, will influence
future energy decisions.
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INTRODUCTION
Historian Paul Kennedy writes that a “true
grand strategy is now concerned with peace
as (perhaps even more than) with war. It was
about the evolution and integration of policies
which should operate for decades, or even
for centuries.”1 With China making its presence
known even more on the world stage and
having a reputation for long-term planning, such
a description is apt when looking at Beijing’s
energy security policies.
Grand strategy definitions sometimes include
a reference to managing, controlling
and allocating natural resources. From a
strategist’s perspective, the importance of
natural resources or commodities derives from
what they enable, rather than their inherent
physical attributes. In previous eras, strategic
commodities included salt, whale oil and coal.
In the contemporary era, energy in the form
of oil is a strategic commodity. Endeavours to
maintain adequate supplies of this and other
strategic commodities are generally termed
“energy security”. However, the relative value
of strategic commodities changes over time
and it is possible that natural gas or some other
commodity may supplant oil’s dominance in
the future.

Stationary versus Transport Energy: It is
important to clarify the difference between
stationary energy: electricity generation
used to power the grid, and transport
energy used to physically move a vehicle.
While refined oil is now used mainly for
transport, prior to the 1970s’ OPEC shocks
it was used for power generation. While
electric vehicles allow electricity to be
utilised for transport, they are still a small
percentage of the total fleet. In practical
terms this means cutting off oil supplies
will have a different impact to cutting off
coal. Separating stationary and transport
energy is important as narrowly focusing
on crude oil can overlook the critical
electricity sector.

P. Kennedy, ‘Grand Strategies in War and Peace: Towards a Broader Definition’, in (ed.) Kennedy, P., Grand Strategies
in War and Peace, New Haven, Yale University Press, 1992, p. 4.
1
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For this paper, energy security is defined as a
component of grand strategy which concerns
itself with the management, control and
allocation of both energy resources and the
associated technology and supply chains which
facilitates their utilisation. Energy is defined
broadly to include both stationary energy (to
generate electricity) and transport energy
(for vehicles).
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IS CHINA SPECIAL?

CHINA TODAY IS CONSOLIDATING
“
ITS LAND BORDERS AND BEGINNING

TO TURN OUTWARD. CHINA’S
FOREIGN POLICY AMBITIONS ARE AS
AGGRESSIVE AS THOSE OF THE UNITED
STATES A CENTURY AGO, BUT FOR
COMPLETELY DIFFERENT REASONS.
CHINA DOES NOT TAKE A MISSIONARY
APPROACH TO WORLD AFFAIRS,
SEEKING TO SPREAD AN IDEOLOGY
OR A SYSTEM OF GOVERNMENT.
MORAL PROGRESS IN INTERNATIONAL
AFFAIRS IS AN AMERICAN GOAL,
NOT A CHINESE ONE; CHINA’S
ACTIONS ABROAD ARE PROPELLED
BY ITS NEED TO SECURE ENERGY,
METALS, AND STRATEGIC MINERALS
IN ORDER TO SUPPORT THE RISING
LIVING STANDARDS OF ITS IMMENSE
POPULATION, WHICH AMOUNTS TO
ABOUT ONE-FIFTH OF THE WORLD’S
TOTAL.” 2

While it is tempting to see China as special in
how it addresses energy security concerns,
it suggests that Beijing will act differently to
its predecessors. This analysis overweighs
contemporary issues with descriptors such as
“unprecedented” and “unparalleled”, but
rarely stands up to a longer-term comparison.
The US, and before it Britain, both took a
pragmatic approach to energy security,
placing national interest considerations central
to their efforts to gain advantages in energy
sources and technologies over competitors
and foes. The fuel source and technology
differed according the time of global influence.
For example, the US dominated the global
petroleum industry through leadership in
technology, production, industry organisation
and, most importantly, currency of exchange
for crude oil which is traded in US dollars.
Britain’s maritime dominance was closely linked
to control of coal and associated coaling ports,
and was a first mover to oil which determined
its positioning in the Middle East. While China’s
population is larger in relative and absolute
terms than both the US and Britain, it is not
different to other great powers in that it seeks
to secure energy inputs and increase material
prosperity for its citizens.

Shanghai–Wired, 21 September 2008 // © 2008 Jabiz Raisdana
(https://www.flickr.com/photos/intrepidflame/)

R. Kaplan, 'The Geography of Chinese Power', Foreign Affairs, 2010,
https://www.foreignaffairs.com/articles/china/2010-05-01/geography-chinese-power.
Next page:
3
The concept of “Peaceful Rise” was explained by long-time advisor to the Chinese Communist Party, Zheng Bijian, in a 2005
Foreign Affairs article as “China’s “Peaceful Rise” to Great Power Status”:
https://www.foreignaffairs.com/articles/asia/2005-09-01/chinas-peaceful-rise-great-power-status.
4
‘Less biding and hiding’, The Economist, 2 December 2010, http://www.economist.com/node/17601475.
2

PAGE 2 May 2017

China’s emergence in the period after 1978
marks its return to the world stage after around
half a millennium of dominance by European
empires and their offspring. Due to the scale
of change in China—from agrarian society
to the world’s second largest economy in less
than four decades—and its large population
size, some experts believe China is a special
case study in geo-politics and energy security.
Considering China as a special case study is
often attributed to the sheer scale and speed
of its transformation and the fact that it is an
Asian power challenging the status quo of
Anglo-American norms. This is usually illustrated
by highlighting China’s preference to create
alternative trade and financial institutions to
those laid out by the US and its allies after World
War II. In a Foreign Affairs essay Robert Kaplan
describes these tensions:
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CHINA’S GRAND STRATEGY

In the decades since 1978, China’s underlying
approach to grand strategy has been driven
by Deng Xiaoping’s maxim, “Hide your strength,
bide your time”. This involved several trade
offs such as shifting to market mechanisms to
open the economy to focus on growth and
building national economic and technological
strength while deferring the modernisation of
the People’s Liberation Army (PLA). As China’s
economy grew and technology was acquired,
indigenised and then enhanced, the strategy
went through further iterations, in which the PLA
became a stronger voice and benefited from
greater financial resources derived from a large
and fast growing economy.
By the mid-2000s, responding to concern
about PLA’s growing military capabilities and
ambitions, and perceptions that China was
exerting a heavy hand, the Chinese Communist
Party promulgated the official concept of
China’s “Peaceful Rise”. This declared policy
effectively ruled out actions that would have
been viewed as hostile by states in its region and
larger, status-quo powers.3 However, as early
as 2010, internal and external drivers saw China
shift to a more assertive and openly combative
international stance.4 Land reclamation
activities and increased confrontations
with South East Asian maritime authorities in
South China Sea has been the most obvious
manifestation of this transition. The 2008 financial
crisis in the US precipitated a sharp recession,
providing further opportunity for Beijing’s
increased assertiveness while Washington was
preoccupied with domestic issues and was
vulnerable. While some expected the “peaceful
rise” to extend through to the 2020s, its passing
is just the most recent iteration of Chinese grand
strategy. The creation of a China-centric world
order and restoration of the Middle Kingdom’s

traditional status is expected to underpin all
future strategies, even if tactics vary.
The trend of a more confident and even
expansionist China is expected to continue
into the next decade unless there is major
internal unrest, an economic shock or a crisis
triggered by a natural disaster or international
security incident. Paradoxically, any of these
events could result in a nationalist impulse
which triggers a more aggressive China,
although this would likely lead to an alignment
of regional and global actors that would
resist adventurism. 5
Notwithstanding the evolution of China’s grand
strategy, several observations can be made
about China’s energy security policies.
•

The strategic importance of coal for China
was understood as early as the late Qing
period when foreign interests changed their
imperial policies once large coal reserves
were discovered. The memory of this period
and Qing attempts by a central authority
to harness this energy source has been
adopted by future Chinese governments up
to the modern day.6

•

The legacy of the 1949 revolution—during
which the Chinese Communist Party
consolidated power on the mainland—
means that energy policies and entities
responsible for energy production,
consumption and transportation are more
centralised than in other nations.

•

Many individuals in senior leadership roles
have engineering backgrounds.7 Having a
technical understanding of energy systems
allows for a practical rather than ideological
approach to energy policy.

•

The transition from being an exporter to
importer of energy has influenced the
current structure and organisation of the
energy system. This includes domestic energy
policy and foreign policy objectives.

Renowned strategist Edward N. Luttwak describes these contradictions in Chinese strategy: E. Luttwak, The Rise of China vs. The
Logic of Strategy, Massachusetts, Belknap Press, 2012, pp.273-276.
6
S. Wu, Empires of Coal: Fueling China’s Entry into the Modern World Order, 1860-1920 (Studies of the Weatherhead East Asian
Institute), California, Stanford University Press, 2015.
7
L. Cheng, ‘China’s Leadership, Fifth Generation’ Brookings, 25 December 2007,
https://www.brookings.edu/articles/chinas-leadership-fifth-generation/.
5
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A great deal of ink has been spilt about China’s
long-term ambitions. It is understood that there
is an underlying desire to return the Middle
Kingdom to a prominent role and create a
China-centric world order. This is informed by a
long civilisational history which, from a Chinese
view of time, is moving on from a period of
foreign subjugation and weakness.
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CHINA’S ENERGY REQUIREMENTS
With strong economic growth and
industrialisation over the past decades, China’s
energy demand and supply patterns have
changed substantially. Given the rapid increase
in most forms of energy, it is easy to misread
China’s energy transformation, especially
if year-on-year increases of specific energy
sources are a yardstick for change. This is
especially applicable for the first decade of
the 21st century when energy production and
consumption deviated from historical norms.

At a macro-level, considering all types of
energy, Graph 1 illustrates when China became
a net energy importer. While China increased its
domestic energy output at a substantial rate, in
the late 1990s consumption growth outpaced
local production. This meant it had to look to
international sources of energy. While important,
this should be put in context. By the mid-2010s,
China’s energy system was still around 85
percent self-sufficient.

Graph 1: China's Energy Consumption and Energy Production (Mtoe)
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Graph 2: China’s Primary Energy Mix
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Total Energy Consumption: This
is comprised of production plus
imports, minus exports, minus
international marine bunkers,
plus or minus stock changes. It
includes transport fuels, such as
oil, as well as inputs for stationary
electricity generation.
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For individual energy sources, the transition to
relying on international supplies has varied.
China became a net oil importer in 1993 and
a net crude oil importer since 1996. Reliance
on natural gas came at a much later period.
As natural gas use expanded, primarily for
electricity power generation, China started
importing natural gas in the form of LNG in 2006

and became a net importer in 2007. In 2009,
China became a net coal importer, which
was one of the reasons Australian coal exports
expanded so much in this period. It is also worth
noting that Chinese domestic production of
coal, natural gas and oil grew significantly
during the 2000s, but it could not keep up
with demand.

Graph 3: China Oil and Natural Gas Liquids Consumption and Production
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Graph 4: China Coal Production and Consumption
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Graphs 3 and 4 Sources: Energadata Global Energy Statistical Yearbook 2016

PAGE 5 May 2017

2,000

CHINA’S GRAND STRATEGY AND ENERGY
Markets, Infrastructure and Global Ambitions
Graph 5: China Natural Gas Consumption and Production
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Despite rapid growth of renewables and global
capabilities in many aspects of renewable
electricity, coal has historically provided most
energy in China. The International Energy
Agency calculated that coal comprised
66 percent of total primary energy supply in
2014. The expansion of all types of energy
production has added to capacity, especially
for the electricity grid. For example, China’s
Three Gorges Dam, a large hydro-electric
facility, has a total capacity of 22,500 megawatts and is the world’s largest power station. To
provide a context, this is just above half of the
entire electricity capacity of Australia’s National
Energy Market. Therefore, it is necessary to more
closely examine the data to understand China’s
energy matrix and consider both its domestic
resource base and legacy energy choices when
making any forecasts.

Future demand
The question facing energy analysts is,
what will Chinese energy demand look
like in 2027 and 2037? Energy demand is a
function of intersecting policy, economic
and technological drivers and is difficult
to accurately predict. If China’s economy
continues to transition away from an emphasis
on manufacturing and heavy industry, energy
demand growth in the late 2010s and 2020s will
not be the same as the early 2000s. In simple
terms, energy intensive activities such as cement
and basic manufacturing can only be relocated
to China once. Also, there are signs that labour
and price pressures are already forcing some
manufacturers to shift to lower cost locations in
Southeast Asia. This will naturally curtail energy
demand growth.
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1. Energy demand could reach its plateau
in 2020 and start to decouple from
economic growth.
2. Electricity generation could slow down
at pace while societal electrification is
improved significantly.
3. Clean and efficient coal use contributes
to energy-saving and emission-reduction a
great deal.
4. The dependence on foreign oil and
gas could be lower through systematic
optimisation.
5. The targeted share of non-fossil fuels might
come earlier.
6. Nuclear power: indispensable and ready to
grow without delay.
7. Energy efficiency is vital always.

These outcomes are based on adopting what
is termed an “Eco-friendly Energy Strategy”
which is contrasted with a business-as-usual
approach. These findings appear optimistic and
reflect a set of policies which would improve
China’s energy security and have associated
environmental benefits. When analysing “ecopolicies” in Beijing, it should be remembered
that the motivation for decarbonising energy
systems differs vastly to that of Washington
or Canberra. In Beijing, it is mostly about
reducing localised air and water pollution in
the populated and prosperous coastal and
industrial regions. Despite the broad ranging
ambitions, the CASS plan will be difficult to
achieve in practice. For example, despite the
slowdown of energy demand growth, peak
energy demand will probably occur much later
than stated in this strategy. Also, expanding
nuclear power and energy efficiency measures
are notoriously difficult to implement in practice.
The CASS report also provides an indication of
Beijing’s two key concerns about energy. First,
and not stated directly, there is an expectation
that electrification will continue and may help
reduce demand for oil. Second, substitution of
imported oil is a key priority. Coal liquefaction,
electric vehicles and LNG transportation are
listed as alternatives which are hoped to reduce
import reliance.

X. Xu, ‘China Energy Outlook (2015-2016)’, International Energy Forum, September 2015,
https://www.ief.org/_resources/files/snippets/chinese-academy-of-social-sciences-cass/world-energy-china-outlookinterim-report.pdf.
8
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It is difficult to find a public statement of China’s
official energy security policy. However, a 2015
report published by the Chinese Academy
of Social Sciences (CASS), an influential
government think-tank, provides a useful
indication of official thinking in Beijing. Published
on the International Energy Forum website in
English, the report entitled “World Energy China
Outlook 2015-2016, Interim Report”8 produced
the following findings:
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CHINA’S ENERGY STRATEGY
The discussion at the Perth USAsia Centre
roundtable with industry experts and economists
on 23 September 2016 revealed a much more
nuanced and, at times, contradictory approach
taken by Beijing to energy and energy security.
As China looks to international sources of
energy and its economic and security concerns
expand, it is expected that it will devise energy
security policies which safeguard its interests.
Based on analysis and discussions with Sinologists
and energy analysts, there are four major trends
stemming from China’s future energy security
policies. First, unless there is a major shock,
China will continue to utilise increasing volumes
of imported energy. Second, as its economy
transitions and expectations in coastal urban
centres evolve, a key priority of Beijing will be
to reduce the pollution and negative impact of
intensive energy use and heavy industry. Third,
energy security will be a key consideration of
the national leadership, even if it clashes with
other priorities. Fourth, energy infrastructure
has a life measured in decades and, once
deployed, will influence future energy decisions.

China possesses different natural resource
endowments and worldview to the US, and is
emerging as a major international power in a
much different era. For example, the option of
deploying electric vehicles and substitutes for
liquid fuels changes choices, as does greater
levels of electrification. Also, while both Beijing
and Washington are keen to deploy and ingrate
large volumes of renewable energy, it is driven
by contrasting motivations.
Public statements by CASS and analysis by the
National Bureau of Asian Research9 suggests
that China has an energy security strategy
which it is implementing to promote its interests.
This is uncontroversial and supported by most
analysts and China watchers. There is much
less consensus and even awareness of nature
of its energy security policy. Too frequently,
attention is spent debating an issue which
may be peripheral to the core strategy. Before
considering the direction of China’s energy
security strategy, it is necessary to demystify the
policies and dispel common misperceptions
which distort analysis and commentary.

P. Andrews-Speed et. al., ‘China's Energy Crossroads: Forging a New Energy and Environmental Balance, The National
Bureau of Asian Research, November 2014, http://nbr.org/publications/issue.aspx?id=309.
9
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The implementation of China’s energy security
strategy will not necessarily follow a similar path
to the US or even prioritise the same issues. For a
long time, the US has been focused on “energy
independence” which relates to reducing
reliance on imported oil. This has meant that
US energy policy was driven by encouraging
biofuels and fuel efficiency standards, within
the context of a market-based economy.
Furthermore, the shale revolution was driven
by market dynamics rather than any direct
involvement by Washington policy makers.
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DEMYSTIFYING CHINA’S ENERGY SECURITY POLICIES AND
DISPELLING MISPERCEPTIONS

China’s ambitions to diversify and secure
international oil supplies are front and centre in
energy security discussions. It has been locking
up oil interests in East Africa, Latin America and
other areas deemed too risky by other actors.
While there is no denying these reserves are
important, much of Beijing’s attention is on the
delicate issue of domestic subsidies and other
mechanisms to shift reliance for transport fuels
away from oil.
A report from the Wall Street Journal on
25 August 2016, based on data and interviews
with industry executives suggested that oil
production in China likely peaked in 2015
at around 4.3 million barrels a day.10 In the
same year, China became the world’s largest
importer of oil. This means that China will need
to import more oil due to any incremental
increase in consumption and replace any
decline in domestic production. The response
will drive China to enlarge its footprint abroad in
oil producing zones. This may be a factor driving
greater activity in the South China Sea.
In the longer term, there is a clear ambition
to reduce reliance on imported oil and then
oil itself. Coal-to-liquids capacity is one area
of expected growth as is electrification and
expansion of electric vehicles and natural
gas powered vehicles. In this sense, securing
international supplies of oils should be viewed
as a tactical move which is part of a broader
energy strategy. Singularly focusing on this
element overlooks the other key developments.

2. The actions of State Owned Enterprises
automatically align with Beijing’s energy
strategy
It is thought the existence of dominant State
Owned Enterprises (SOE) allows Beijing to
implement its energy policy in a cohesive and
coordinated manner. In practice, it is much
more complicated. Control is achieved through

three main mechanisms: subsidised loans, such
as from the China Development Bank; personnel
appointments of senior SOE executives by the
CCP Organization Department as well as the
State Assets Supervision and Administration
Commission; and project approval power for
the majority of medium and large investment
projects through the National Development and
Reform Commission.
In 2006, the chairman of China’s State Assets
Supervision and Administration Commission
explicitly stated that “absolute state control”
is necessary for key strategic sectors critical to
national security and the economy.11 These
included power generation and distribution, oil
and coal. The oil and gas sector is dominated
by three large SOEs: China National Offshore
Oil Corporation, China National Petroleum
Corporation and Sinopec. Conversely,
ownership in the coal and power generation is
much more fragmented and national-level SOEs
have limited market share and influence. There
is more concentration in the electricity grid,
especially the key role of State Grid Corporation
of China.
Aside from direct ownership of SOEs, the
National Energy Commission (NEC), established
in 2010, coordinates China’s overarching energy
policies. Chaired by Premier Li Keqiang, this
would seem to indicate that it was a powerful
entity which guided the actions of the multitude
of players in the energy sector. It is worth noting
that the NEC was created after its predecessors
were unsuccessful in achieving similar goals.
Centralising control in the Chinese energy sector
has traditionally proved difficult. The task is even
more challenging as foreign policy objectives
and domestic priorities are in conflict. Where
economic interests of Chinese energy firms
and national energy strategies align, official
guidance will be implemented.12 However, if
they diverge, implementing China’s energy
security policy may result in administrative
conflicts, power struggles and, at times,
contradictory actions.

B. Spegele, ‘China’s Decline in Oil Production Echoes Globally’, The Wall Street Journal, 25 August 2016,
http://www.wsj.com/articles/chinas-decline-in-oil-production-echoes-globally-1472122393.
11
H. Zhao, ‘China Names Key Industries for Absolute State Control’, China Daily, 19 December 2006,
http://www.chinadaily.com.cn/china/2006-12/19/content_762056.htm.
12
E. Cunningham, ‘The State and the Firm: China’s Energy Governance in Context’, Global Economic Governance
Initiative, March 2015, http://ash.harvard.edu/files/chinas-energy-working-paper.pdf.
10
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1. Securing international supplies of oil is
the overriding energy security priority
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3. One Belt, One Road and the Asian
Infrastructure Investment Bank represent
a major shift in Chinese energy
infrastructure policy
One Belt, One Road (OBOR): Also known as
the Silk Road Economic Belt and the 21stcentury Maritime Silk Road or Belt and Road
Initiative, OBOR is a coordinated strategy of
Beijing to connect nations on and around the
Eurasian landmass with China. This encompasses
physical transport and trade corridors, as well as
economic integration through a network based
on the historical Silk Road. This encompasses
both the land-based “Silk Road Economic Belt”
and oceanic “Maritime Silk Road”.

Asian Infrastructure Investment Bank:
The AIIB is an international financial
institution, established as a China-led
development bank, which is focused on
supporting infrastructure projects in the
Asia-Pacific region.

Figure 1: Routes of the China – Proposed Belt and Road Initiative
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projects being rebadged to fit under the broad
OBOR banner. Anecdotal reports suggest that
ambitious officials are promoting their favoured
infrastructure programs. Political influence over
infrastructure investment decisions will likely
result in sub-optimal economic projects being
commissioned and may eventually result in write
downs and losses. This may be exacerbated
as pressure to create outlets for production
from domestic industries increases.
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The formal articulation of the OBOR initiative
and creation of AIIB is seen as a new phase of
China’s “going out” strategy which includes
the financing and infrastructure systems. This
is misleading for several reasons. While these
two developments provide a snapshot of
Chinese activities, they merely formalise existing
processes and policies, albeit under a range of
titles, programs and ministries. Moreover, though
hyped, the OBOR and AIIB will not necessarily
be successful. There are already indications of
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There has been speculation that these
developments have been a response to the
economic components of the US “pivot” to Asia.
While this may have partly been a motivation,
at this stage of China’s economic development
and increasing international interests, it should
be expected that there would be bolder
steps to secure its influence over commodity
flows, infrastructure and financing. In this sense
OBOR and AIIB are more of a continuation and
formalisation of existing policies rather than a
break from the status quo.

Official data from China shows that the
proportion of coal in China’s energy mix has
remained steady for the past few decades.
What has changed is the absolute amount of
coal used, predominantly in the power sector.

4. China will transition away from coal
There is an implicit assumption that China will
follow this path of Western nations which are in
various stages of reducing their reliance on coal.
This analysis is usually based on the premise that
climate change concerns are the underlying
driver of energy policy which over-rides
economic and development considerations.
China has historically relied on coal for the
bulk of its energy needs and electricity. Recent
policies and announcements indicate that it
seeks to reduce its role in the energy sector and
its negative impact on the environment.
Graph 6: Percentage of Coal in Total
Consumption
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The attempt to reduce the pollution from coal
power plants and shift away from reliance on
this fuel source is the subject of much debate.
Many energy analysts see this as part of the
inexorable shift away from coal as a power
source. The prospect of peak coal consumption
in China is a hotly debated topic by energy
economists and climate change commentators.
The International Energy Agency estimated
it peaked in 201313 while other economic
forecasters suggest 202014 or even later.
Discussions of a peak coal date arose with
the decision by Beijing to shutdown smaller,

A. Bainbridge, ‘China’s Coal Use Likely Peaked in 2013 Amid Rapid Shift to Renewables, Global Energy Report Says’,
Australian Broadcasting Corporation, 17 November 2016,
http://www.abc.net.au/news/2016-11-16/china27s-coal-use-peaked-in-20132c-report-says/8030428.
14
Z. Li, ‘Peak Coal in China: Rethinking the Unimaginable’, The National Bureau of Asian Research, November 2014,
http://www.nbr.org/publications/element.aspx?id=792.
13
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“East of the Urals”: This refers to the Soviet
Union shifting its industrial base east of the
Ural mountain range in World War II to
prevent a German invasion overwhelming
the country, thus facilitating a counter
attack. Similarly, the coastal regions of
China, which are home to industry and
energy infrastructure, are vulnerable in a
large-scale conflict. Logic suggests that
Beijing would seek to shift infrastructure
and industry east to be able to cope with
damage to coastal assets.

Another outcome of shifting away from the
domestic power sector away from coal will be
greater levels of natural gas consumption, which
will be largely from imported sources. This growth
in demand for imported gas would imply that
further efforts to secure international reserves
will continue, especially in a period of relatively
low global prices. As natural gas is increasingly
procured abroad, foreign policies will evolve,
driven by the fact the oil and gas reserves are
not always situated in the same areas.

K. Bradsher, ‘China Scrambling to Dig More Coal’, The New York Times, 1 December 2016, p. 1.
R. Martin, ‘China’s Great Coal Migration’, Fortune, 11 July 2014, http://fortune.com/2014/07/11/coal-china/.
K. Gallagher et. al., ‘Fueling Growth and Financing Risk: The Benefits and Risks of China’s Development Finance in the Global
Energy Sector’, Global Economic Governance Initiative, May 2016, http://www.bu.edu/pardeeschool/files/2016/05/FuelingGrowth.FINAL_.July_.pdf.
18
M. Hervé-Mignucci and X. Wang, ‘Slowing the Growth of Coal Power Outside China: The Role of Chinese Finance’,
Climate Policy Initiative, November 2015,
http://climatepolicyinitiative.org/wp-content/uploads/2015/11/Slowing-the-Growth-of-Coal-Power-Outside-China.pdf.
15
16
17

May 2017

The slowdown in coal consumption and ultimate
year of peak use are concealing a broader
internal shift with coal and external promotion of
the fuel source. Coal power generation is being
moved inland courtesy of ultra-efficient high
voltage lines, closer to the coal fields and away
from more affluent coastal centres. Furthermore,
coal is being transformed in inland coal clusters
to create synthetic natural gas, coal-based
gasoline, chemicals, and fertilizer.16 Information
on the production of synthetic fuel production
from coal is scarce. Some analysts estimate
daily volumes of up to one million barrels. This
suggests an “east of the Urals” strategy which
includes a growing strategic petroleum reserve
of an unknown amount.

While China may be transitioning away
from coal for domestic power generation,
it is facilitating a major expansion of coal
power internationally. A group of academics
calculated that in the period 2007–14, China’s
national development banks lent as much
to foreign governments for energy as all the
major Western multilateral development banks
combined.17 This lending was skewed towards
nations such as Russia, Brazil, India, Ecuador and
Turkmenistan, amongst a mix of emerging and
middle income countries. Most lending flowed
into fossil fuel extraction, large hydroelectric
projects, and coal power plants. Around
80 percent of total lending was directed at
power projects. Within this category, 66 percent
went to coal projects. There is an indication that
this trend will continue with an estimated
US$35–72 billion planned to finance new
overseas coal projects.18
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inefficient mines and curb emissions in 2014.
However, by the end of 2016, the international
edition of the New York Times ran a page one
story titled “China Scrambling to Dig More
Coal”15. This suggests that policy signals and
apparent shifts away from coal in 2013–14 may
have been a temporary change which has
been overstated.
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5. Energy security policies are predicated on imports
With an overwhelming focus on increasing oil requirements, China’s energy export interests
are often overlooked. Popular commentary tends to emphasise the dominant role of China in
photovoltaic equipment manufacturing. However, energy export capabilities go well beyond
photovoltaics and include becoming an international provider and technological leadership
across a range of energy products and services. Areas of strong growth include hydropower
equipment, wind turbines, energy efficiency technologies, batteries and thermal power plants.19
Providing the capital for international greenfield and brownfield energy projects are an indirect
form of energy exports in that they tend to favour Chinese manufacturers, development banks and
supply chains.
Table 1: China as a Global Exporter of Energy Products and Services20
Product or service
Petroleum and petroleum products
Natural Gas
Coal and coal equipment
Hydro equipment
Photovoltaic equipment
Nuclear fuel and equipment
Wind equipment

1.3 %
0.5 %
4%
17 %
44 %
0.8 %
6%
18 %

K. Gallagher and B. Kong, ‘The Globalization of Chinese Energy Companies: The Role of State Finance’, Global Economic
Governance Initiative, June 2016, http://www.bu.edu/pardeeschool/files/2016/06/Globalization.Final_.pdf.
20
K. Gallagher and B. Kong, p. 3.
19
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6. Electricity capacity expansion is focused
on meeting domestic demand

in Central Asia and eastern China where the
economics of supplying power to Europe are
starting to change. Furthermore, these regions
are far from China’s demand centres, meaning
these plans of building electricity capacity
to service international markets does not
negatively impact domestic energy security.

China’s international ambitions include
facilitating bulk electricity exports which
appears to conflict with its overall energy
security objectives. Improving electricity
technologies assists the internal movement of
energy, such as inland coal power reaching
coastal demand centres. However, China’s
ambitions are much broader. In 2012, at an
industry conference in Paris, the President of
State Grid Corporation of China proposed the
option of exporting electricity from eastern
China to central Europe.21 This concept has
been raised again under the OBOR banner.22
Much of the energy generation would occur

High Voltage Electricity Transmission:
Electricity is transmitted at higher voltages
to reduce power losses during transmission.
Increasing the voltage and thereby
reducing the cost per kilometre for shifting
electricity would alter existing economics
and current limitations of large networks.

Figure 2: China’s Eurasian Electricity Transmission Ambitions
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Importantly for China’s energy security strategy,
it is expected that the generation plants,
substation and transmission lines would be
financed, built and managed by China, utilising
Chinese technology. Associated with these
efforts is perhaps one of the least studied areas
of China’s energy security which is its ultrahigh voltage (UHV) transmission technology.
Connected with these efforts are attempts to
set UHV standards internationally.23 Achieving

this outcome would help position Chinese
manufacturers of electrical equipment and
firms such as State Grid and its Chinese suppliers
to capture market share from existing market
leaders, which are predominantly US and
European. Eventually this could see large scale
Eurasian electricity networks, owned, managed
and controlled by Beijing which would transform
the sector worldwide.

Z. Liu, ‘Intercontinental Transmission Highway for Optimization of Global Energy Resources’, State Grid Corporation of China,
26 August 2012, http://www.cigre.org/content/download/24912/1114325/version/1/file/En_CIGRE+Opening+Address+Prese
ntation+(Mr+Zhenya+LIU)-20120820(final).pdf, p.19.
21
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IMPLICATIONS FOR AUSTRALIA AND WESTERN AUSTRALIA

An early 2017 proposal from Powerchina (Power
Construction Corporation of China) to build a
250-megawatt natural gas fired generator in
South Australia is part of the trend of exporting
capital, technology and energy services. At a
reported cost of $350 million, and potentially
operating by mid-2018, formal details are yet to
be released. However, the timing of information
reaching the public realm may indicate a
greater level of sophistication in public relations
of Chinese SOEs. Released early in 2017 after
minor blackouts in the state, and following a
system-wide collapse in late 2016, indicates
an intention to minimise public backlash
or concerns.

The implications of China’s energy strategy
for Western Australia vary to those for the
east coast. The lack of a major coal export
sector is one notable difference. Based on
discussions with security analysts and industry
participants, there are four key areas which
deserve attention:
1. LNG Export Markets: Western Australia’s LNG
industry has been largely focused on East
Asian export markets. As Japanese and
Korean markets mature, China’s demand for
natural gas remains an important variable.
This is exacerbated by efforts to shift to spot
pricing and a depressed price outlook to
the early 2020s. Decisions by China over
its energy and industrial policy will be an
important driver for demand of Western
Australian natural gas. In the longer term, this
will influence brownfield expansion and the
next wave of new LNG investments.
2. Natural Gas Reserves: Linked to natural gas
demand are efforts by China to directly
secure energy reserves. Acquisition of part
ownership of Western Australian gas fields
is largely uncontroversial. However, should
depressed prices change asset valuations,
this could change. The prospect of China
seeking to buy smaller Western Australian
gas related companies and gas fields is
a distinct possibility. When linked to the
politically sensitive issue of domestic gas
supply and pricing, there is potential for such
deals to become subject to greater debate.

Previous page:
22
L.Hornby, ‘China Looks to Export Surplus Energy to Germany’, Financial Times, 30 March 2016,
https://www.ft.com/content/68cdef50-f66a-11e5-803c-d27c7117d132.
23
Center for Energy, Environmental, and Economic Systems Analysis, Argonne National Laboratory,
‘Power Play: China’s Ultra High Voltage Technology and Global Standards’, Paulson Institute, 9 April 2015, http://www.
paulsoninstitute.org/think-tank/2015/04/09/power-play-chinas-ultra-high-voltage-technology-and-global-standards/.
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However, as indicated in this paper, China
did more than passively buy energy products
through world markets. To mitigate supply
disruption, Chinese companies have secured
equity stakes in natural gas fields and coal
mines. This also occurred in Australia. Beyond
energy and energy resources, China’s
acquisition of Australian electricity transmission
assets was uncontroversial until China’s State
Grid attempt to purchase a controlling stake in
the country’s largest electricity network, Ausgrid
located in New South Wales, was blocked by
Treasurer Scott Morrison. By the time of the
proposed acquisition of Ausgrid, State Grid
already had interests in Victoria’s SP AusNet and
South Australia’s ElectraNet.

Despite the significant changes to China’s
domestic energy production profile, Australian
interest in this topic tends to peak when there
is proposed acquisition which captures public
attention or is thought to impact national
security. A similar observation can be made
about the agriculture and mining sector
which also reflect Beijing’s attempt to lock
in raw material supply chains to the source
of production.
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China’s energy policy most visibly impacted
Australia after 2003, when its energy demand
departed from historical norms and a supply
side shock reverberated in worldwide
commodity markets. Increased Australian
export volumes of thermal coal and natural gas
to China were part of this trend. With greater
exposure to China’s economy, fluctuations
in growth influenced the price of Australian
seaborne coal as well as the spot price of LNG
sent to east Asia. Around this time, China’s
economic and market indicators were reported
in mainstream nightly news reports. Most
Australians are now aware of China’s economic
growth and energy demand.

CHINA’S GRAND STRATEGY AND ENERGY
Markets, Infrastructure and Global Ambitions

Understanding the complexities of China’s
energy strategy is difficult. China’s energy sector
is of such scale and has undergone such a rapid
period of transformation that it is possible to find
data to support most views and perspectives
which often conflict. Thus, a nuanced
understanding must include a holistic view of
the entire system, which includes both transport
and stationary energy, as well as associated
technologies and equipment. While historical
trends are important, analysts must also pay
attention to major shifts including China’s recent
transition from being an exporter of energy
commodities to an importer.
While it is well understood that securing
international supplies of oil are changing
Beijing’s foreign priorities, energy policies are
also transforming China domestically. State
Owned Enterprises are important given their
close link to Beijing but their concentration
varies across sectors and they have their own
institutional interests which may conflict with
domestic or foreign ambitions. Coal use in
China for electricity generation is expected to
peak and even trend down. However, China
is effectively exporting its coal generation
sector by exporting capital, thermal plants and
expertise. It should be expected that China
will quietly expand its Coal-to-liquids capacity
and continue to accumulate a large strategic
oil reserve. One of the least studied aspects of
China’s energy strategy is the potential for the
country to become an international leader and
exporter of energy technologies, especially
high voltage transmission lines. In broadening
analysis, away from solely looking at crude oil
and dispelling some of the misperceptions, a
clearer picture emerges. Energy and related
infrastructure is a key aspect of China’s grand
strategy; how it implements this strategy will
have implications well beyond its borders
including in Australia.

May 2017

4. Energy Products and Services: It is likely that
China’s efforts to export energy products
and services will accelerate, especially if its
domestic economy slows. The proliferation
of cheap household photovoltaic panels
and equipment across Perth buildings is the
first phase of this trend. Greater levels of
Chinese electricity equipment, consumer
goods and smart grid technology will be
attractive to Western Australian companies
and individuals. This will not necessarily
trigger a decision like the government ban
on Huawei the Chinese telecom giant,
participating in the National Broadband
Network. However, should Western Australia's
critical infrastructure or systems become
dependent on Chinese energy technologies
there may be an eventual push back or
restrictions imposed.

A REALISTIC ASSESSMENT OF
CHINA’S ENERGY STRATEGY
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3. State Electricity Assets: In 2016 the Western
Australian Barnett-led government proposed
the sale of the government-owned
electricity transmission and distribution entity
Western Power. The sales process will not
proceed due to the result of the March 2017
election. However, with significant levels of
state debt, privatisation of Western Australian
electricity utilities, including generation
and retail assets, remain an option. Despite
being relatively small companies, an open
sales process for these utilities could draw
attention from Chinese buyers. As with
Powerchina in South Australia, acquisition
of gas power generation assets (and
greenfield expansions) may be timed after
an energy crisis or incident, making popular
acceptance more palatable.
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