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January 2 2 ,  1979 

CHINESE OIL: PROBLEMS AND PROSPECTS 

I N T R O D U C T I O N  

The es tab l i shment  of formal dip1omati.c r e l a t i o n s  between t h e  
United States and t h e  People 's  Republic o f  China on January 1, 1979 
has focused much a t t e n t i o n  on the f u t u r e  prospec ts  f o r  .Sino- 
American trade. Recently,  Peking has manifested a growing deter- 
mination t o  import western technology t o  modernize t h e  Chinese 
economy. The Chinese o i l  i ndus t ry  is  n o t  only expected t o  become 
one o f  t h e  p r i n c i p a l  b e n e f i c i a r i e s  of the prospec t ive  western tech- 
no log ica l  t r a n s f u s i o n ,  bu t  w i l l  also bear a major share of t he  
burden f o r  acqu i r ing  t h e  fo re ign  exchange necessary t o  f inance  
such imports.  This paper examines t h e  n a t u r e  of Chinese o i l  t r ends  
and assesses p o t e n t i a l  problems which might be genera ted .by  t h e  
development of China 's  o i l  reserves. 

C H I N A ' S  E N E R G Y  S I T U A T I O N  

The People 's  Republic of China is  c u r r e n t l y  t h e  wor ld ' s  fou r th  
l a r g e s t  energy producer ( a f t e r  t h e  United S t a t e s ,  Sovie t  Union and 
Saudi Arabia) and the f o u r t h  la rges t  energyconsumer ( a f t e r : t he  U . S . ,  
USSR, andJapan) .China 's  major source of energy has  t r a d i t i o n a l l y  
been c o a l ,  bu t  o i l  has  r a p i d l y  expanded i ts  sha re  of the  energy 
p i c t u r e  i n  r ecen t  years .  As l a t e  a s  1965 w e l l  over 80 percent  of  
P R C ' s  energy requirements w e r e  s a t i s f i e d  by coa1,with o i l  and 
n a t u r a l  gas supplying only about 13 percent  of China's needs. 
Today c o a l  accounts f o r  a l i t t l e  more than  6 0  percent  of PRC energy 
production while  o i l  and n a t u r a l  gas have increased  t h e i r  share 
t o  36 percent .  Although n a t u r a l  gas is  produced i n  f a i r l y  sub- 
s t a n t i a l  q u a n t i t i e s  ( 6 4 , 8 0 0 , 0 0 0  cubic  m e t e r s  in 1976), it has not 
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rece ived  as much a t t e n t i o n  as t h e  o i l  i n d u s t r y  s i n c e  it is  used 
almost e n t i r e l y  for  domestic purposes,  w h i l e  o i l  i s  perceived t o  
be a major expor t  commodity wi th  which t o  ea rn  s o r e l y  needed for -  
e ign  exchange. 

While t h e  PRC d i d  n o t  a t t a i n  energy s e l f - s u f f i c i e n c y  u n t i l  
1963 and d i d  n o t  expor t  s i g n i f i c a n t  q u a n t i t i e s  o f  o i l  u n t i l  sky- 
rocke t ing  o i l  p r i c e s  and Japan ' s  urgent  need t o  d i v e r s i f y  i t s  
sources  of o i l  imports i n  t h e  wake of  t h e  A r a b  o i l  embargo t r i g -  
gered a f a i r l y  abrupt  Chinese e n t r y  i n t o  t h e  world o i l  market i n  
1 9 7 4 ,  t h e  PRC is  gene ra l ly  expected t o  become one o f  t he  most i m -  
p o r t a n t  sources  of new o i l  production i n  t h e  1 9 8 0 ' s .  Although it 
is h igh ly  u n l i k e l y  t h a t  t h e  PRC w i l l  become a major o i l  expor t e r  
i n  t he  short  run due to t h e  long lead t i m e s  i n h e r e n t  i n  o i l  explora- 
t ion/development,  s e r i o u s  d e f i c i e n c i e s  i n  t h e  i n f r a s t r u c t u r e  of t h e  
Chinese o i l  i n d u s t r y ,  t h e  low q u a l i t y  of  Chinese crude o i l  and t h e  
growing energy needs of t h e  PRC i t s e l f ,  t h e  imminent development 
o f  promising Chinese o f f s h o r e  o i l -  d e p o s i t s  has a l r eady  become a 
f a c t o r  i n  shaping t h e  g e o p o l i t i c a l  f u t u r e  of  t h e  Far E a s t  and w i l l  
become an i n c r e a s i n g l y  important  barometer of Sino-Japanese rela- 
t i o n s  as w e l l  as a high p r o f i l e  symbol o f  growing Sino-American 
cooperat ion i n  t h e  economic and t echno log ica l  spheres .  

OIL R E S E R V E S  AND OIL P R O D U C T I O N  

A t  p re sen t  no one, i nc lud ing  the  Chinese,  knows how much o i l  
t h e r e  is  i n  China. I n  1977,  Premier Teng Hsiao-ping over- 
o p t i m i s t i c a l l y  claimed China w a s  s i t t i n g  on 400  b i l l i o n  barrels 
of o i l .  Westerners have had no access t o  t h e  post-1949 geologica l  
surveys, b u t  t h e  genera l  consensus among academic and i n d u s t r y  ex- 
p e r t s  i s  t h a t  China 's  onshore reserves are comparable with the  
estimated 39 b i l l i o n  barrels remaining i n  the United States ,  and 
are matched by a roughly equal  amount of o f f s h o r e  o i l  r e se rves .  
I n  November 1978, Sec re t a ry  of Energy James Schles inger  made a 
s l i g h t l y  h igher  estimate of 100 b i l l i o n  barrels,  h a l f  onshore and 
h a l f  o f fshore .  U n t i l  t h e  Chinese c o n t i n e n t a l  s h e l f  i s  more f u l l y  
explored and t e c h n i c a l  c a p a b i l i t i e s  such as :the e f f i c i e n c y  of 
Chinese reservoir management are determined, o i l  reserve estimates 
w i l l  remain subject t o  cons t an t  re-evaluat ion.  

PRC o i l  product ion has  climbed s t e a d i l y  over  t h e  l a s t  decade, 
b u t  t h e  r a t e  o f  growth i s  slowing down considerably.  By force-  
feeding  t h e  Chinese o i l  i ndus t ry  with funds and t e c h n i c a l  manpower, 
Peking prodded o i l  product ion along a t  an annual growth ra te  of 
20-25 percent  between 1970 and 1975, and by 1976 w a s  producing 
1 .7  m i l l i o n  barrels o f  o i l  a day (MBD), roughly equal  t o  Indones i a ' s  
ou tput .  However, t h e  bubble b u r s t  i n  1975 a s  production growth 
dropped t o  1 4  percent,  and by 1977 t h e  annual growth r a t e  of  o i l  
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production had slackened t o  9 percent  as t h e  o i l  i ndus t ry  became 
inc reas ing ly  hampered by bot t lenecks  i n  t h e  supply of  c r i t i c a l  
c a p i t a l  goods, shor tages  of s k i l l e d  manpower, and s e r i o u s  d e f i -  
c i e n c i e s  i n  t h e  economic i n f r a s t r u c t u r e ,  e s p e c i a l l y  p i p e l i n e ,  
s to rage  and p o r t  f a c i l i t i e s  necessary t o  t h e  e f f i c i e n t  opera t ion  
of a modern o i l  indus t ry .  According t o  a C I A  e x p e r t ,  t h e  Chinese 
can hope f o r  no more than  a 13  percent  annual g rowth ' r a t e  i n  o i l  
production through 1985 due t o  increas ingly  t i g h t  technologica l  
and f i n a n c i a l  c o n s t r a i n t s .  The most accessible reserves  are 
a l ready  being exp lo i t ed  and investment i n  o t h e r  i n d u s t r i e s ,  es- 
p e c i a l l y  coal and s tee l ,  can no longer be he ld  back i n  order  t o  
give t h e  o i l  i ndus t ry  a s h o t  i n  t h e  arm. 

I n  1977, PRC o i l  production w a s  est , imated'by t h e  U . S .  Depart- 
ment of Energy t o  be approximately 1.8 MBD. More than h a l f  o f  
t o t a l  ou tput  w a s  cont r ibu ted  by t h e  Taching o i l  f i e l d s  i n  north- 
e a s t e r n  China, wi th  an a d d i t i o n a l  20-25 percent  coming from t h e  
North China Basin (Shengli  and Takang f i e l d s ) .  Taching production 
has  leve led  o f f  i n  t h e  l a s t  t w o  years ;  by d ra in ing  t h e  f i e l d s  a t  
a slower pace t h e  Chinese hope t o  raise t h e  percentage of  u l t i -  
mately-recoverable reserves and f o r e s t a l l  an a c t u a l  production ' 

dec l ine  u n t i l  a f te r  1985. Given t h e  considerable  t i m e  l ags  in -  
volved i n  t h e  development of  o f f shore  o i l ,  t h e  PRC i s  expected t o  
r e l y  heavi ly  on onshore o i l  i n  genera l  and North China Basin o i l  
i n  p a r t i c u l a r  f o r .  i t s  short-term c i l  production growth. I n  1978, 
survey and explora tory  d r i l l i n g  increased 7 7  percent  over 19.77,  
much of it concentrated i n  t h e  Shengl i ,  Takang and Pohai f i e l d s .  
As some of  t h e  o l d e r  o i l  f i e l d s  begin t o  y i e l d  lower r a t e s  of 
crude and r e l y  inc reas ing ly  on t h e  expensive i n j e c t i o n  of water 
(which i s  no t  always avai lable  i n  s u f f i c i e n t  q u a n t i t i e s )  t h e  
People 's  Republic of China 's  energy p o s i t i o n  w i l l  become progres- 
s i v e l y  more dependent on o f f shore  petroleum production. 

The wide Chinese con t inen ta l  s h e l f  i s  bel ieved t o  conta in  up 
t o  40 b i l l i o n  b a r r e l s  of  o i l .  Limited production has  a l ready  be- 
gun i n  t h e  Gulf of P o  H a i  and i n  t h e  shallow water i n  t h e  South 
China Sea off t h e  i s l a n d  of  Hainan, b u t  promising geologica l  for -  
mations i n  t h e  Yellow Sea and E a s t  China Sea have y e t  t o  be ex- 
plored. The Chinese c u r r e n t l y  lack both t h e  q u a l i t y  and q u a n t i t y  
of o f f shore  d r i l l i n g  equipment which they w i l l  need i n  o rde r  t o  
r ap id ly  develop o f f shore  depos i t s  t o  meet t h e i r  production qoal  
o f  3-4 MED by 1985. Curren t ly ,  they are be l ieved  t o p o s s e s s  only 
11 jack-up r i g s ,  3 d r i l l s h i p s  and 1 modern semi-submersible r i g .  
Because t h e i r  own r ig-bui ld ing  program i s  hamstrung by a shor tage  
of s u i t a b l e  s teel  a l l o y s  and a lack of experience i n  o f f shore  o i l  
production, they are l i k e l y  t o  look t o  fore ign  s u p p l i e r s ,  e s p e c i a l l y  
t h e  United States ,  t o  provide them with t h e  h ighly  adJanced tech-  
nologica l  equipment and e x p e r t i s e  requi red  f o r  o f f shore  o i l  de- 
velopment. 

# 
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P R C  T E C H N O L O G I C A L  I M P O R T S  

While Peking's policy of self-reliance has succeeded tothe 
point where the Chinese are believed to produce 70 percent of 
their own.oi1 production equipment, there is at least a ten year 
technological gap between China and the world at large, and Peking 
has increasingly sought to narrow this gap by importing sophisti- 
cated western oil technology. More than $360 million worth of 
equipment was imported between 1972-1977 and the pace of purchases 
seems to be quickening. In April 1978 the Chinese bought their 
first item from an American-affiliated firm, a mat-type jack-up 
offshore rig estimated to cost $20-30 million depending on the 
equipment provided. Given the fact that the PRC seems particularly 
interested in obtaining ferro-concrete platforms, specialized pipe- 
line equipment, sophisticated drilling and production testing 
equipment'and a variety of safety products for %drilling platforms 
which American companies would be well-situated to provide, the 
"normalization" of Sino-American relations is likely to trigger a 
bo'om in U . S .  exports of oil-related technology to China. Not only 
are the Chinese aware of America's traditional leadership in oil 
production technology, but Peking would have its own political 
reasons for playing up Sino-American cooperation in the field of 
energy, not the least of which would be to demonstrate to the 
Soviets the growing intimacy of Sino-American relations. 

Offshore oil production technology is likely to become the 
fastest growing cateqory of PRC imports since it is one of the most 
deficient of Chinese technologies. It requires extremely costly 
equipment which is severely difficult to build and Peking could 
hope to limit western contact with the Chinese peo2le by confining 
western participation to offshore areas. The Chinese will probably 
tend to import expendabie oil equipment such as pipeline and 
tubing from Japan and Europe while concentrating the purchases of 
hi.gh-technology equipment among American suppliers. While it is 
not possible to project the scale of such a technological transfu- 
sion until offshore development begins in earnest, the National 
Council for U.S.-China Trade estimates that Peking will purchase 
$40 billion in foreign technology between now and 1985, and the 
petroleum industry will probably account for a sizeable portion of 
these imports, given,its relatively high priority in Chinese eco- 
nomic and strategic plans. 

American firms will also be in line for joint offshore oil de- 
velopment ventures with the Chinese government as well. Six U . S .  
companies are currently interested in China's offshore oil: Exxon, 
Pennzoil, Phillips, Union, Mobil and Atlantic Richfield. Pennzoil, 
which'made the first trip to Peking in June 1978, has already sub- 
mitted a formal application for acquiring offshore drilling rights, 
and other applications are expected in the near future. According 
to the State Department, a total of fifty billion dollars of con- 
struction and production business could be generated by offshore 
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o i l  development i n  t h e  E a s t  China Sea, South China Sea and the  
Y e l l o w  Sea, b u t  it is  u n l i k e l y  t h a t  a very l a r g e  propor t ion  of 
t h i s  bus iness  w i l l  f i n d  i t s  way i n t o  fo re ign  hands. The  Chinese 
are appa ren t ly  adamant about r e t a i n i n g  as much c o n t r o l  over  pro- 
jects as p o s s i b l e ,  b r ing ing  i n  o u t s i d e r s  on ly  a s  c o n t r a c t o r s  * 
Although t h e  Chinese are s h o r t  of cash,  there are s i g n s  t h a t  they  
w a n t  t o  pu t  up m o s t  i f  n o t  a l l  af the r i s k  c a p i t a l  themselves,  
thereby  g r e a t l y  reducing the role and u l t i m a t e  share of o i l  reve- 
nues of t h e  f o r e i g n  companies. 

The o i l  companies are wary of such an arrangement s i n c e  there 
is  l i t t l e  reliable information on t h e  s i z e  and q u a l i t y  of o f f shore  
o i l  d e p o s i t s  and they  yould p r e f e r  t o  pu t  up a l l  t he  r i s k  c a p i t a l  
i n  r e t u r n  f o r  a s i z a b l e ,  permanent sha re  of  revenues o r  ou tput .  
Moreover, American companies a r e  unhappy with the Chinese t a x  
s t r u c t u r e  because it does n o t  mesh wi th  U.S. Tax Codes; un le s s  
Peking rewrites i t s  tax  laws concerning fo re ign  f i rms ,  t h e  com- 
panies  w i l l  have noth ing  t o  w r i t e  off  a g a i n s t  U.S. t a x e s ,  and rela- 
t i v e l y  less i n c e n t i v e  t o  i n v e s t  i n  c o s t l y  o f f s h o r e  exp lo ra to ry  
d r i l l i n g .  As it s t ands  now, there are prel iminary i n d i c a t i o n s  
t h a t  Japanese o i l  companies w i l l  be chosen t o  develop t h e  o i l  de- 
p o s i t s  i n  t h e  shallow Gulf of Po Hai, while  American companies will 
g e t  the  nod i n  t h e  South China Sea, where they  can put  t h e i r  ex- 
per ience  i n  s i m i l a r  o f f s h o r e  work i n  t h e  Gulf of Mexico and Pe r s i an  
Gulf t o  good use.  

O I L  EXPORTS 

The ra te  a t  which the PRC can b r i n g  its o f f shore  o i l  produc- 
t i o n  on l i n e  w i l l  be a major f a c t o r  determining t h e  s i z e  of PRC 
o i l  expor t s  i n  t h e  1980's.  The PRC exported 10 .6  m i l l i o n  metric 
tons  (mmt) i n  1977 and 1978 expor t s  are estimated t o  have r i s e n  t o  
12 nnrt, o u t  o f  an estimated product ion t o t a l  of about 100  m m t  (there 
are 7.3 b a r r e l s  o f  Chinese o i l  per  metric t o n ) .  I n  1977 ,  6 . 5  mmt 
of Chinese o i l  w a s  exported t o  Japan,.9 mmt t o  t h e  Ph i l ipp ines ,  
.6 m m t  t o  Romania and . 4  mmt  t o  North Korea; China also exported 
r e f i n e d  product ion t o  Hong Kong (lmmt),Thailand (.6 m m t )  and Cam- 
bodia (.6 mmt). 

I n  r e c e n t  yea r s  the PRC has exported approximately 1 0  pe rcen t  
of i t s  t o t a l  o i l  production. However, according t o  t h e  C I A  t h i s  
propor t ion  w i l l  s t e a d i l y  d e c l i n e  i n  t h e  f u t u r e  as Chinese i n d u s t r y  
grows and becomes m o r e  energy-intensive and r u r a l  communes demand 
h igher  r a t i o n s  of f u e l  f o r  t h e i r  accumulating i n v e n t o r i e s  of farm 
machinery. A 1977  s tudy* p ro jec t ed  China 's  1980 o i l  production t o  

* CIA China: Oil Production Prospects June 1977; ER 77-1003OU. 
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be 2.4-2.8 m i l l i o n  BD of which only 200,000-600,000 BD would be 
a v a i l a b l e  for export due t o  expanding domestic demand for crude 
o i l  and r e f i n e d  products.  The Department of Energy expec ts  PRC 
o i l  expor t s  t o  rise f r o m  t h e  1977 level of 200,000 BD t o  up t o  
500,000 BD by 1985. 

Although China 's  o i l  expor t  market i n  A s i a  seems secure  i n  
.. t h e  coming decade, Peking w i l l  f ace  severe  technologica l  and f inan-  
c i a l  c o n s t r a i n t s  i n  expanding i t s  o i l  expor t s .  The weak t e c h n i c a l  
i n f r a s t r u c t u r e  w i l l  have t o  be v a s t l y  improved by modernizing un- 
s o p h i s t i c a t e d  and obsolete p i p e l i n e ,  p o r t  f a c i l i t i e s ,  l i g h t e r s ,  
r i g s ,  t anke r s ,  support  v e s s e l s ,  s to rage  equipment and genera l  tech- 
nology. Even i f  t h e  Chinese can renovate product ion,  t r a n s p o r t  
and s t o r a g e  f a c i l i t i e s  they w i l l  f ace  a c r i t i ca l  sho r t age  i n  re- 
f i n i n g  capac i ty  unless  t h e  growth i n  r e f i n i n g  capac i ty  d rama t i ca l ly  
accelerates. I n  l a t e  1977 t h e r e  was a 10 m i l l i o n  t o n  gap between 
production and r e f i n i n g  capac i ty ;  t h i s  l ack  of r e f i n i n g  capac i ty  . 

may become more of  a bo t t l eneck  i n  the f u t u r e ,  fo rc ing  t h e  Chinese 
t o  consume l a r g e  q u a n t i t i e s  o f  crude a s  raw f u e l  o r  f i n d  a market 
f o r  t h e i r  unref ined crude. 

One of the m o s t  s e r i o u s  problems c o n s t r a i n i n g  Chinese o i l  ex- 
p o r t s  is' t h e  extremely poor q u a l i t y  of Chinese o i l .  Taching o i l ,  
which makes up 85-90 pe'rcent of Chinese o i l  expor t s  is  an extremely 
high v i s c o s i t y  crude burdened wi th  a high p a r a f f i n  conten t  and a 
l a r g e  percentage of residium. Although it is low i n  sulphur, the  
high wax con ten t  (35 percent  by weight compared t o  Saudi Arabian 
crude which i s  2 . 8  percent  by weight) makes s to rage  and t r a n s p o r t  
c o s t l y ,  d i f f i c u l t  and o f t e n  dangerous,  as t h e  crude has  t o  be heated 
i n  order t o  flow f r e e l y .  

The PRC has  experienced s e v e r a l  problems w i t h  t he  q u a l i t y  of 
i ts  exported o i l  i n  t h e  p a s t  and i s  l i k e l y  t o  experience mre i n  
t h e  fu tu re .  Hong Kong rejected i ts  f i r s t  shipment of crude i n  
J u l y  1974 because of  high v i s c o s i t y ,  the Thais rejected h ighly  waxy 
Takang o i l  on t h e  grounds t h a t  they  d i d n o t  have t h e  s p e c i a l i z e d  re- 
f i n i n g  c a p a b i l i t i e s  necessary t o  process  it, and t h e  P h i l i p p i n e s  
a c t u a l l y  suspended imports of  Chinese o i l  f o r  s e v e r a l  months i n  
1975, complaining of  high v i s c o s i t y  and unacceptable l e v e l s  of sa l i -  
n i t y  which s i g n i f i c a n t l y  corroded t h e i r  p i p e l i n e s  ( t h e y  even tua l ly  
resorted t o  mixing l i g h t  Arabian crude with t h e  Chinese o i l  i n  order 
t o  make it more r e f i n a b l e ) .  The  t r a n s p o r t ,  s t o r a g e  and r e f i n i n g  
problems which plague the Chinese o i l  expor t s  w i l l  cont inue t o  
serve a's a d e t e r r e n t  t o  p o t e n t i a l  customers for  the i n d e f i n i t e  f u t u r e .  

J A P A N  A N D  PRC OIL 

Since 1973 Japan has  imported more Chinese o i l  than a l l  o t h e r  
importers  combined. Anxious t o  reduce i t s  dependence on r e l a t i v e l y  



7 

. .  . 

i n secu re  Middle Eas te rn  o i l  and b u i l d  closer economic, energy and 
d ip lomat ic  re la t ions  with Peking, Tokyo has  committed i t s e l f  i n  
e f f e c t  t o  become t h e  buyer of  l a s t  resort fo r  Chinese o i l ,  d e s p i t e  
t h e  footdragging of  Japanese o i l  r e f i n e r s  who are n o t  p a r t i c u l a r l y  
p leased  wi th  t h e  q u a l i t y  o f  Chinese crude. I n  1975 t h e  Chinese 
o p t i m i s t i c a l l y  p r e d i c t e d  t h a t  they  could supply Japan w i t h  1 MBD 
by 1980 and p u t  p re s su re  on t h e  Japanese government which i n  t u r n  
pressured  Japanese o i l  r e f i n i n g  companies t o  accept  a f i v e  y e a r  
c o n t r a c t  f o r  import ing p rogres s ive ly  more oil each yea r  u n t i l  i m -  
p o r t s  l eve led  o f f  a t  1 MBD i n  1980. The r e f i n e r i e s ,  caught i n  a 
r eces s ion ,  re fused ,  c i t i n g  c u r r e n t  losses, unce r t a in ty  of  f u t u r e  
demand.for t h e i r  products  and t e c h n i c a l  problems involv ing  t h e  re- 
f i n i n g  of waxy Chinese crude. 

However, t h e  p re sen t  Japanese government has  developed a 
ves ted  p o l i t i c a l  i n t e r e s t  i n  t h e  importing of h igher  l e v e l s  of,Chinese 
crude. B February 1978 it concluded a $20  b i l l i o n  trade deal w i t h .  
t h e  PRC and in’August  of t h e  same year  it signed a Fr iendship  Trea ty  
.formally a l i g n i n g  both  states a g a i n s t  any o u t s i d e  power ( i .e .  t h e  
Soviet Union) which might seek t o  e s t a b l i s h  hegemony over  t h e  
region. It  appears  t h a t  the  Japanese government w i l l  i n s i s t  t h a t  
Japanese r e f i n e r s  i n s t a l l  expensive c a t a l y t i c  hydrocracking u n i t s  ’ 

necessary f o r  breaking  down heavy, waxy Chinese crude,  even i f  it 
r e q u i r e s  government subs id i e s .  The Far Eas te rn  Economic Xeview*esti-  
mates t h a t  Japan w i l l  have t o  spend $10.5 b i l l i o n  f o r  such equip- 
ment i n  o r d e r  t o  r e f i n e  t h e  40  m i l l i o n  metric tons  of  o i l  which 
Japan expec ts  t o  import by 1985. Without such a massive investment,  
Japan would be forced  t o  burn Chinese crude a s  raw f u e l  i n  i t s  
boilers,  o r  r e f u s e  t o  import non-refined Chinese c rude ,  a move 
f raught  wi th  p o l i t i c a l  overtones.  

T H E  U N I T E D  S T A T E S  A N D  P R C  O I L  

It is  h igh ly  u n l i k e l y  t h a t  Chinese o i l  w i l l  be exported t o  t h e  
United States i n  t h e  fo re seeab le  f u t u r e .  Curren t ly  t h e r e  i s  a s i g -  
n i f i c a n t  s u r p l u s  of crude o i l  on t h e  w e s t  coast of t h e  United States 
and there is  no i n d i c a t i o n  t h a t  t h i s  g l u t  w i l l  be absorbed i n  t he  
immediate fu tu re .  I n  r e c e n t  months up t o  500,000 barrels a day of 
t h e  1.2 m i l l i o n  barrels of o i l  which d a i l y  emerges from t h e  Alaskan 
p i p e l i n e  a t  Valdez has  had t o  be shipped elsewhere, s i g n i f i c a n t l y  
i n c r e a s i n g  the  t r a n s p o r t  c o s t s  which the  o i l  companies must m e e t  i n  
order t o  market t h e i r  o i l .  The U.S .  o i l  i n d u s t r y  has  proposed three 
s e p a r a t e  p i p e l i n e s  -- t h e  Pactex,  Northern T i e r  and Alaska  Highway 
p r o j e c t s  -- each of which would soak up  t h e  w e s t  coast o i l  s u r p l u s  
by conveying Alaskan o i l  t o  t h e  i n t e r i o r  of the  c o n t i n e n t a l  United 
States. However, a l l  t h r e e  proposals  are l i k e l y  t o  be hampered by 
p o l i t i c a l ,  environmental  and f i n a n c i a l  d i f f i c u l t i e s  and a r e  n o t  

* F a r  E a s t e r n  E c o n o m i c  R e v i e w ,  November 6 ,  1978, pg. 77. 
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l i k e l y  t o  b r i n g  r e l i e f  f o r  yea r s  t o  come, given t h e  long  leadtimes 
involved i n  p i p e l i n e  cons t ruc t ion .  

The state of Alaska has also made o v e r t u r e s  t o  Pemex, Mexico's 
n a t i o n a l  o i l  company, about r e r o u t i n g  P a c i f i c  o i l  t r a f f i c  by swapping 
1 0 0 , 0 0 0  BD so t h a t  Mexican o i l  could be shipped t o  nearby Texas 
r e f i n e r i e s  whi le  Alaskan o i l  w a s  redirected t o  Japan. Such an ar- 
rangement would be logical according t o  c r i te r ia  of economic e f f i -  
c iency s i n c e  it would shor t en  t h e  d i s t a n c e s  t h a t  o i l  would have t o  
be shipped on t h e  world market. But good economics i s  o f t e n  sub- 
ord ina ted  t o  poli t ical  cons idera t ions ;  any o i l  b a r t e r  arrangement 
w i t h  Mexico would f a c e  ' s t i f f  oppos i t ion  from t h e  U . S .  Congress, 
which has  a l r eady  enacted r e s t r i c t i o n s  on any overseas  sale of North 
Slope o i l  un le s s  t h e  P res iden t  formally d e c l a r e s  such sales t o  be 
i n  t h e  n a t i o n a l  i n t e r e s t .  The Carter Adminis t ra t ion r u l e d  o u t  any 
d i v e r s i o n  of Alaskan o i l  t o  Japan i n  1977 and a t  t h i s  p o i n t  it would 
be extremely r e l u c t a n t  t o - r e v e r s e  i t s  s tand .  A t  a t i m e  when it is  
warning a s k e p t i c a l  pub l i c  of an impending energy shor t age ,  it could 
n o t  convincingly ca l l  for  f u r t h e r  b e l t - t i g h t e n i n g  i n  t h e  energy 
sphere i f  it conceded t h a t  t h e r e  w a s  more o i l  coming o u t  of Alaska 

, . than the n a t i o n  needed. . 

Chinese o i l  expor t s  would be d i f f i c u l t  t o  market i n  the United 
States no t  on ly  because the  w e s t  coast i s  awash with Alaskan crude,  
b u t  also because t h e  expensive r e f i n i n g  procedures which would be 
necessary t o  adapt  waxy Chinese crude t o  American consumer requi re -  
ments would put  Chinese crude a t  a disadvantage r e l a t i v e  t o  h igher  
q u a l i t y  Alaskan o r  Mexican crude. Furthermore, J apan ' s  ravenous 
t h i r s t  f o r  o i l  would soak up Chinese expor t  capac i ty  i n  any case, 
o b v i a t i n g  any need f o r  long d i s t a n c e  t r a n s - P a c i f i c  shipments of o i l  
t o  t h e  United States. For t h e s e  reasons PRC o i l  would have a neg- 
l i g i b l e  impact on t h e  U.S. energy p o s i t i o n  a s i d e  from a b e n e f i c i a l  
a l l e v i a t i o n  of  t h e  demand p res su res  which a r e  l i k e l y  t o  b u i l d  up 
f o r  OPEC o i l  i n  genera l  and Pe r s i an  Gulf o i l  i n  p a r t i c u l a r .  

However, Chinese o i l  w i l l  c o n s t i t u t e  an impoctant f a c t o r  i n  
t h e  Far Eas te rn  balance of power. In  China, more than elsewhere,  
" p o l i t i c s  i s  i n  command." Chinese o i l  expor t s  are a s  much a t o o l  
of Chinese fo re ign  po l i cy  as they  are an instrument  of economic de- 
velopment. Chinese o i l  expor t s  give t h e  PRC leverage  over  c l i e n t  
states (North Korea and Cambodia) and have precluded Sov ie t  o i l  
expor t s  from ga in ing  a foothold i n  t h e  Ph i l ipp ines .  More impor tan t ly  
they  have helped t o  d i v e r t  the  oil-hungry Japanese away f r o m  t he  
p o t e n t i a l l y  r i c h  S i b e r i a n  energy d e p o s i t s ,  t hus  dep r iv ing  t h e  Sov ie t s  
of a va luab le  economic a l l y .  Peking even t a i l o r e d  i t s  o i l  po l i cy  t o  
encourage Tokyo t o  accept  t h e  anti-hegemony c l ause  i n  t h e  Sino- 
Japanese Fr iendship  t r e a t y  of 1978 by lowering i t s  p r i c e s ,  r a i s i n g  
expor t s  t o  Japan, and promising t o  exclude d i scuss ions  a t  t h e  t r e a t y  
n e g o t i a t i o n s  on the c o n t r o v e r s i a l  i s s u e  of t h e  o i l - r i c h  Tiao Yu Tai  
(Senkaku I s l a n d s )  which both Japan and China claim. 
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PRC claims t o  o t h e r  i s l a n d s  o f f  i t s  c o a s t  could a l s o  lead t o  
open c o n f l i c t  w i th  South Korea i n  t h e  Y e l l o w  Sea, Taiwan i n  t h e  
E a s t  China Sea, and t h e  Ph i l ipp ines  i n  t h e  South China Sea. T h e  
PRC d isp layed  a wi l l i ngness  t o  use f o r c e  i n  p u r s u i t  of  i t s  terri- 
t o r i a l  ambitions when it s e i z e d  t h e  Parace l  I s l a n d s  from Vietnam i n  
1974, so it would no t  be s u r p r i s i n g  if it resorted t o f o r c e  once again.  
There i s  a danger t h a t  t h e  United States would become involved i n  
such an e v e n t u a l i t y  n o t  only because it underwri tes  t h e  s e c u r i t y  
of  a l l  t h r e e  states b u t  also because American o i l  companies w i l l  be 
prominently involved i n  t h e  e f f o r t s  of a l l  t h r e e  states t o  explore  
and e x p l o i t  p o t e n t i a l  o i l  d e p o s i t s  i n  d isputed  waters. 

I n  t h e  long run ,  t h e  m o s t  t r o u b l i n g  p o t e n t i a l  outgrowth of 
Chinese o i l  diplomacy from Washington I s  per spec t ive  would be t h e  
fo re ign  po l i cy /na t iona l  s e c u r i t y  imp l i ca t ions  of growing Japanese 
dependence on Chinese o i l .  I t  must be remembered t h a t  it was a 
c r i t i ca l  de f i c i ency  i n  o i l  production which l e d  Japan i n t o  World 
War I1 and con t r ibu ted  t o  i t s  d e f e a t . .  Should Japan r ep lace  i t s  
c u r r e n t  dependence on Middle Eas te rn  o i l  w i th  a heavy r e l i a n c e  on 
PRC o i l ,  i ts  fo re ign  po l i cy  would t o  some degree f a l l  hos tage  t o  
Chinese o i l  diplomacy. I n  t h i s  event ,  Japanese-American r e l a t i o n s  
could be harmed and t h e  p re sen t  balance o f  power i n  t h e  Far E a s t  
might be altered over t i m e ,  poss ib ly  i n  d i r e c t i o n s  p r e j u d i c i a l  t o  
the n a t i o n a l  i n t e r e s t s  of t h e  United States. 

SUMMARY 

The PRC w i l l  become an important  new source  of  world o i l  pro- 
duc t ion  b u t  i s  u n l i k e l y  t o  become a major o i l  expor t e r  because i t s  
growing domestic energy requirements w i l l  probably absorb a s izable  
po r t ion  of  f u t u r e  o i l  production. While PRC o i l  production grew a t  
a r a p i d  pace du r ing  t h e  e a r l y  s e v e n t i e s ,  i ts growth has  r e c e n t l y  
been r e t a r d e d , b y  f i n a n c i a l ,  t echno log ica l ,  manpower and i n f r a s t r u c -  
t u r e  related c o n s t r a i n t s  which are l i k e l y  t o  become more s e r i o u s  i n  
t h e , f u t u r e  as Peking moves t o  e x p l o i t  i n c r e a s i n g l y  i n a c c e s s i b l e  
petroleum depos i t s .  Although China's o f f s h o r e  o i l  reserves are 
promising, Peking w i l l  have t o  move f a s t  t o  develop t h e m  be fo re  on- 
shore  o i l  product ion peaks and then  gradual ly  d e c l i n e s  a s  older 
f i e l d s  become exhausted. 
t h e  PRC w i l l  be forced  t o  r e l y  on a s i g n i f i c a n t  t r a n s f u s i o n  of  
western technology, much of it l i k e l y  t o  come from t h e  United States.  

I n  order t o  r a p i d l y  develop o f f s h o r e  o i l  

A s i d e  from marginal ly  r e l i e v i n g  t h e  upward p res su re  on wor ld  
o i l  p r i c e s  by s a t i s f y i n g  demand f o r  o i l  which might otherwise be 
funneled i n t o  t h e  Middle E a s t ,  Chinese o i l  w i l l  n o t  improve t h e  
U . S .  energy p o s i t i o n .  T h e  w e s t  coast of t h e  United S t a t e s  w i l l  
remain g l u t t e d  wi th  Alaskan crude f o r  t h e  immediate f u t u r e  and i n  
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any case l o w  q u a l i t y  PRC o i l  would be unsu i t ab le  f o r  t h e  American 
market. While development of Chinese o i l  reserves w i l l  provide an 
expor t  market f o r  American o i l  technology, new o i l  leases for  a 
s m a l l  number of  o i l  companies and a l i m i t e d  f i n a n c i a l  r o l e  f o r  U.S. 
banks i n  t h e  development of the PRC o i l  i n d u s t r y ,  there w i l l  be no 
r e s u l t a n t  dramatic improvement i n  the U.S. balance of payments 
p o s i t i o n  vis-a-vis t h e  world as a whole. 

Peking has  used i ts  growing o i l  power t o  l u r e  Tokyo away from 
S ibe r i an  energy investments,  enhance i t s  leverage  over  c l i e n t  s ta tes  
and cement closer r e l a t i o n s  wi th  oil-hungry Japan. The PRC has re- 
s o r t e d  t o  f o r c e  t o  ga in  c o n t r o l  over promising o i l -bea r ing  o f f -  
shore  i s l a n d s  i n  t h e  p a s t  and could do so again i n  t h e  f u t u r e ,  
poss ib ly  t h r e a t e n i n g  U . S .  i n t e r e s t s  i n  s e v e r a l  i n s u l a r  P a c i f i c  
s t a t e s .  However, i n  t h e  long run t h e  g r e a t e s t  cha l lenge  which 
Chinese o i l  diplomacy w i l l  pose t o  U . S .  fo re ign  po l i cy  w i l l  be t h e  
p o s s i b i l i t y  t h a t  J apan ' s  fo re ign  r e l a t i o n s  w i l l  become r e o r i e n t e d  
by a growing dependence on Chinese o i l .  

James A. P h i l l i p s  
Congressional F e l l o w  


