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ABSTRACT

The cooperation between Russia and China has been developing successfully in recent years. Both countries
have agreed on several strategically important investment projects. The realization of investment projects
determines the future expectation for developing Russian and Chinese economies. The article aims to
investigate the trends and perspectives of economic cooperation between China and Russia in the field of
mutual investments. The research methodology includes structuring, comparison, generalization, induction,
deduction, and synthesis. Based on the research, the author concludes that the main segments of Russian-
Chinese economic cooperation between state-owned enterprises are the energy sector, nuclear power
engineering, agriculture, science, technology, and infrastructure. Also, there are good prospects for the
investment segment of economic cooperation between Russia and China in banking, payment systems, and
electricity sectors.
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OPUTUHANBHAA CTATbA

JKOHOMMYEeCcKoe coTpyagHunyectso Poccum n Kntasa
B MHBECTULMOHHON cchepe

M. Kai
dunHaHCcoBbIN yHMBepcuTeT, MockBa, Poccus

AHHOTALWA

CoTpyaHuuecTBo Poccun 1 Kutasi B mocrefHue rodbl ycnelwHo passuBaetcsi. CTpaHbl 0T0BOPU/IUCL O HECKO/Tb-
KUX CTpaTernyecky BaXkKHbIX MHBECTULMOHHbLIX MPOEKTax. Peann3alns MHBECTULIMOHHLIX NPOEKTOB onpesens-
eT 6yayliee pasBMBalOLMXCSH IKOHOMUK Poccun n Kutas. B ctatbe cTaBUTCS 3aga4a MCCNeAoBaTh TEHAEHUUN
1 NepcneKkTUBbl SKOHOMUYECKOro COTpyAHUYecTBa Kutas v Poccum B cihepe B3aUMHbIX MHBECTULWMiIA. MeToaono-
s UccnefoBaHUst BKOYAET CTPYKTYpMPOBaHUWE, CpaBHeHMEe, 0606LieHe, MHAYKLMIO, AefyKUMI0 1 cMHTe3. Ha
OCHOBE MCCrefoBaHNs aBToOp feNnaeT BbiBOA, YTO OCHOBHbIMU CErMEHTaMM POCCUIACKO-KUTACKOTO 3KOHOMMUYe-
CKOro COTPYAHMUYECTBa MeX/y rocyaapCTBEHHbIMM NPEANpUATUAMI SBSIOTCA SHEPreTUKa, aToOMHas SHepreTuka,
CEeNbCKOE XO03SIACTBO, HayKa, TEXHO/IOTUN N MH(PACTPYKTypa. TakkKe Xopollne nepcrnekTuBbl MMeeT MHBEeCTULU-
OHHBI CerMeHT 3KOHOMUYECKOr0 COTpyAHUYecTBa Poccun n Kutas B 6aHKOBCKOW cdhepe, NnaTexHbIX cucTeMax
N 3N1EKTPO3HEPTETUKE.
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Economic Cooperation between Russia and China in the Investment Sphere

1 Introduction

The investment segment of economic coopera-
tion between Russia and China is an important
research topic. In recent years, economic coop-
eration has been increasingly included in the sys-
tem of state priorities ofthe countries. Russia and
China are two bordering states whose economic
ties are diverse. The cooperation between these
countries has been developing successfully in re-
cent years. Russia and China have agreed on sev-
eral strategically important investment projects.
The realization of investment projects determines
the future expectation for the development of
the Russian and Chinese economies. In the ac-
tual situation, economic cooperation between the
two countries is developing under the influence of
many factors. China has been taking advantage of
the United States for a long time, but these coun-
tries have trade wars. The sanctions confronta-
tion between Russia and Western countries in the
context of the Ukrainian crisis may affect the im-
plementation of economic cooperation between
Russia and China. Moreover, the possibilities of
interaction depend on the pace and direction of
the reform of the Russian economy and the devel-
opment ofthe situation in the international scene
in 2022-2023.

The steady intensification of Russia-China coop-
eration over the past few years has triggered a surge
in scholarly interest. However, the existing literature
is not focused on the specifics of economic coop-
eration in the field of mutual investment projects.

The research aims to identify prospects of eco-
nomic cooperation between China and Russia in
the field of mutual investments.

The research objectives of the paper are as fol-
lows:

e to review the concept of investment as a
foundation for economic cooperation;

» to reveal the role of the state in facilitating
economic cooperation between nations;

e to analyze the dynamics of the Russia-China
economic cooperation between state-owned en-
terprises;

e to identify the dynamic of Chinese invest-
ment and analysis of Chinese investment projects
in the Russian economy, and to identify Russia’s
main investment activities and analysis of Russian
investment projects in the China economy;

« to identify prospects for China and Russia’s
economic cooperation in the banking sector;

e to propose recommendations and sugges-
tions on improving China and Russia’s investment
activity in the energy sector.

The rest of the paper is structured as follows.
Section 2 reviews the theoretical foundations of
economic cooperation between Russia and China.
Section 3 analyzes the economic cooperation be-
tween Russia and China in the field of investment
projects in energy, agriculture, science, and technol-
ogy. Section 4 considers the prospects for investment
segment of economic cooperation between Russia
and China in the banking and electricity sectors.
The final section presents conclusions.

2. Review of the main concepts
of economic cooperation between Russia
and China

It is essential to consider the concept of economic
cooperation. Today, processes such as globaliza-
tion, integration, forming a single economic space,
internationalization, regionalization, cross-border
cooperation, etc. are actively developing. This has
an impact on every country in the world and the
system of international relations.

It is important to consider the place of invest-
ment concept as a foundation for economic coop-
eration.

Federal law No. 39-FL of 25.02.1999 “About in-
vestment activities in the Russian Federation carried
out in the form of capital investments” (ed. from
03.14.2022), sets regulations in this area. Article 1
ofthis Federal law has the following definitions:

e the investment concept includes “cash, secu-
rities, other assets, also includes property rights,
other rights that we know that have monetary
value, invested in objects of entrepreneurial and
(or) other activities in order to make a profit and
(or) other uses to achieve other beneficial effects”;

e the investment activity concept is described
as: “investment and implementation of practical
actions in order to make a profit and (or) achieve
another beneficial effect”.1

At the same time, the concept of “investment”
refers primarily to ambiguous economic concepts,
as O.E. Levchenko remarks [1]. The variety of ap-
proaches to the interpretation of the term “invest-
ment” has led to the fact that many different terms
and concepts ofthis economic category can be found1

1Federal law No. 39-FL of 25.02.1999. URL: https://www.wto.
org/english/thewto_e/acc_e/rus_e/WTACCRUS 48_LEG_86.pdf
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in the economic literature. Thus, in macroeconom-
ics, according to O.E. Levchenko, investments are
understood as investments of funds leading to an
increase in GDP (gross national product) [1].

A well-known English economist, the founder of
a new direction in political economy, J. Keynes, de-
termined investments as “an increase in the value of
capital assets that consist of fixed or liquid capital” [2].

Y.V. Masalev speaks about two dominant ap-
proaches to the definition of the “investment”:
1) “investments as a type of tangible assets”, 2) “in-
vestments as the distribution of funds for tangible
and intangible objects” [3]. The first approach is
material; the second is financial.

Foreign investment is a type of investment. The
researchers mention various types of investments:
stocks, bonds, mutual funds, index funds, exchange-
traded funds (ETFs), and options. According to the
form of ownership, investments can be public, pri-
vate, mixed, and foreign. And according to the or-
ganizational form of investments, an investment
project and an investment portfolio.

The Federal Law dated No. 160-FL 09.07.1999
“About Foreign Investments in the Russian Federa-
tion” (ed. 08.24.2021) has a definition of foreign
investment: “an investment of foreign capital car-
ried out by a foreign investor directly and indepen-
dently into an object of entrepreneurial activity
on the territory of Russia in the form of objects
of civil rights belonging to a foreign investor, if
such objects of civil rights are not withdrawn from
circulation or are not restricted in circulation in
Russia in accordance with federal laws, including
money, securities (in foreign currency and currency
of Russia), other property, property rights, having
a monetary value of exclusive rights to the results
of intellectual activity (intellectual property), as
well as services and information”.2

Describing various approaches to the concept
of foreign investment, G.A. Chikunov identifies
three approaches to this concept, such as: foreign
investment as a process, foreign investment based
on accepted criteria, and foreign investment as
property values (objects of civil rights). The author
notes that the concept of foreign investments as
property values (objects of civil rights) is more ob-
jective because the first approach is narrower and
does not reveal the concept’s meaning. The ap-

2 Federal law No. 160-FL of 09.07.1999. URL: https://cis-legis-

lation.com/document.fwx?rgn=1692
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proach to the definition of foreign investment based
on the accepted criteria is too broad, which allows
recognizing as a foreign investment any activity
of foreign persons on the territory of the recipient
state as foreign investment. The approach to the
definition of foreign investments as property values
(objects of civil rights) seems to be more justified
since it is supported by many scientists and is also
reflected in many international acts [4].

In the context of this study, foreign investments
will be considered as a certain type of investment on
the territory of Russia or China within the frame-
work of the classification defined above. Also, for-
eign investments will be considered as an important
basis for economic cooperation. This is due to the
fact that investment activity is part of the economy,
and investment cooperation represents interna-
tional economic relations, the purpose of which is
the rational allocation of resources, the achievement
of higher economic results by taking advantage of
participation in the international division of labor,
updating the technological structure of production,
etc. As aresult, the division of labor between states
is carried out, and the economic structure of the
participating industries is updated. The most signifi-
cant areas of international investment cooperation
include the oil extraction industry, metal production,
economic field, mining of minerals, and transport.

Therefore, investment is an important aspect
of the development of modern states and plays a
significant role in economic cooperation. Foreign
investments are becoming a factor in the rational
allocation of resources; helping countries achieve
certain indicators in the economy by taking advan-
tage of participation in the international division of
labor, updating the technological structure of pro-
duction, etc. Investment cooperation is an important
part of economic cooperation and international
relations in general.

There are many types of investment cooperation.
The main types of cooperation include3: interna-
tional trade, international production cooperation,
international scientific and technical cooperation.

All types of international investment cooperation
positively impact the economies of both countries
that have concluded a specific agreement with each
other. The beneficial consequences of such relation-
ships include: raising the economic level ofthe state,
3Investment cooperation. URL: https://utmagazine.ru/
posts/7839-investicionnoe-sotrudnichestvo (accessed on

24.04.2022).
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bringing existing industries to new levels, creating
modern profitable projects, and securing a more
significant place in international trade. However, at
the same time, all types of international coopera-
tion require an investment of funds. Only successful
achievement of the set goals allows the state to get
a high profit, which fully covers the previous costs.
Improving the investment policy of the state has
an important value. The reason for it is a determin-
ing factor of competitiveness and efficiency of the
country’s economy.

The arrival of foreign direct investment in the
country is desirable for the recipient country for
several reasons. Firstly, the volume of incoming
investments increases the possibilities of expanded
reproduction. Secondly, new technologies come to
the country along with foreign direct investment.
Thirdly, capital coming to the country, expects to
make a profit. However, various factors that influ-
enced the investment segment of economic coop-
eration: COVID-19, sanctions, trade wars, etc.

The state influences the economy regardless of
the degree of economic development and its type.
In a free market economy, the state must constantly
change the depth of its influence, does not face the
task of direct distribution of goods and services, and
loses the right to dispose of resources freely. The
state is forced to increase or decrease the degree of
its intervention in the economy. The imperfection
of market mechanisms explains the need for state
regulation. The state corrects this imperfection,
which the market is either unable to cope with itself
or provides an ineffective solution. A participant
in international economic relations can represent
various state structures: “governmental and other
state bodies of various levels (municipal, regional,
central); state organizations; enterprises” [5].

There are the following options for state partici-
pation in international economic relations: “1) direct
implementation of operations by central depart-
ments and ministries, municipal and regional gov-
ernment bodies, including targeted purchases and
sales of products on the foreign market; 2) granting
powers to individual enterprises, firms, banking and
commercial structures, including private ones, to
carry out specific operations, perform certain foreign
economic transactions; 3) guarantee of export-
import operations”.4

4Investment cooperation. URL: https://utmagazine.ru/
posts/7839-investicionnoe-sotrudnichestvo (accessed on
24.04.2022).

In international economic relations, states regu-
late the process of international economic integra-
tion in different forms: 1) the conclusion of trade
agreements; 2) the creation of a free trade zone;
3) the creation of the customs union; 4) the crea-
tion of an economic union.

3. Evaluation of cooperation between
China and Russia in various investment
fields
3.1. Cooperation in major investment projects

between China and Russia

Russia and China are neighbors with a contentious
historical relationship and aspirations to create a
non-western international order. These countries
are not only partners but also competitors. No-
where does this duality emerge more openly than
in Central Asia, a region traditionally dominated
by Russia but increasingly becoming part of Chi-
na’'s sphere of influence.

In order to evaluate Russian-Chinese economic
cooperation between state-owned enterprises, it is
important to identify several interacting sectors.

1. The energy sector. Energy is the largest area
of cooperation between Russia and China, and the
countries continue to strengthen partnership re-
lations. One of the major strategic projects is the
construction of the Eastern Gas Pipeline running
along the bottom of the Yangtze River. In Febru-
ary 2022, China National Petroleum Corporation
(CNPC) and Russian company “Gazprom” signed an
agreement on the purchase and sale of gas from the
Russian Far East. In accordance with the agreement,
Russia will increase the supply of pipeline gas to
China by 10 billion cubic meters per year, which,
together with the Power of Siberia gas pipeline, will
bring the total volume of gas supplies to China to
48 billion cubic meters per year.

Moreover, CNPC and the Russian company Ros-
neft signed an additional agreement on the purchase
and sale of crude oil. According to the agreement,
Russia will continue to supply 100 million tons
of crude oil to China through the territory of Ka-
zakhstan for ten years. As of January 2022, CNPC
imported more than 300 million tons of crude oil
and more than 15 million cubic meters of natural
gas from Russiavia pipeline. Oil and gas cooperation
is the largest area of cooperation between China
and Russia. Energy exports have always been an
important part of Russia’sbudget revenues, and
tensions with Ukraine have reduced the possibili-
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ties of Russian energy exports to Europe. In this
context, China is a major market for Russian gas
and oil, the expert stressed. It is expected that the
partnership between the countries will expand as
China’s demand for Russian oil and gas persist, and
both sides can explore the possibility of further
cooperation in the field of renewable energy and
other areas. Russia is also the main source of coal
imports to China. Chinese partners have joined
the implementation of another large-scale project
in the Russian Arctic, Arctic LNG-2, as well as the
creation of the world’s largest gas and chemical
plant in Ust-Luga.

2. Nuclear power engineering. China and Rus-
sia have stepped up cooperation in the field of nu-
clear energy, including the Tianwan nuclear power
plant in Lianyungang, Jiangsu Province, East China,
and the Xiudabao nuclear power plant, Huludao,
Liaoning Province, Northeast China. In 2021, energy
trade between the two countries accounted for about
one-third ofthe total trade volume between China
and Russia. Russia has become the second-largest
source of oil imports for China, the second-largest
source of coal imports, and the largest source of
electricity imports.

Russia and China are actively cooperating in
the field of renewable energy sources to achieve
their climate goals. The Russian side is tradition-
ally interested in cooperation in nuclear and gas
energy. Recently, a core catcher of the reactor of
the third unit of the Sudapu NPP, which ensures
the safety ofthe nuclear power plant, arrived from
St. Petersburg to Liaoning Province by sea. In May
2021, construction work began on the 3rd and 4th
power units of “Sudapu” and on the 7th and 8th
power units of the Tianwan Nuclear Power Plant.

3. Agriculture, science, technology, infrastruc-
ture. China also plans to cooperate with Russia in
the fields of agriculture, science and technology,
aerospace, digital communications and finance.
China has become the third largest export desti-
nation for Russian agricultural and food products,
opening access to Russian meat products, grains and
legumes. In 2021, the volume of agricultural trade
between the countries increased by 7%. Moreo-
ver, on February 4, 2022, as part of Putin’s visit to
China, protocols were adopted allowing wheat and
barley to be supplied to China from all over Russia
and allowing the export of alfalfa to China. Large-
scale deliveries of Russian grain to China from the
Azov-Black Sea basin may begin as early as in the
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2022-2023 agricultural year (starting from July 1)
and amount to at least 1 million tons. Cooperation
in agriculture is one of the most and important
promising cooperation on the bilateral agenda. Es-
pecially considering the recent agreement.

Increasing the supply of soy and barley products
under long-term contracts may become one ofthe
directions of diversification of supply channels for
China. In addition, in 2021, China allowed the import
ofbeeffrom Russia, and at the end of February 2020,
China opened the import of wheat from all regions
of Russia. Other products exported from Russia
to China include fish, sunflower oil, rapeseed oil,
poultry, wheat flour and chocolate.

China is also a buyer of wood from the Russian
Far East.

As for technological cooperation, the countries
are jointly developing a wide-body passenger aircraft
CR 929 and a heavy helicopter with a payload ca-
pacity of40 tons. There are plans to develop special
materials and a satellite system in the aerospace
field and conduct international research on the
Moon station by 2035.

Let us consider the dynamics of the share of
China in the total trade turnover of the Russian
Federation over the past five years. In 2021, the
share was 17.92%. Therefore, for five years, China
has always been one ofthe leaders in the trade vol-
ume of the Russian Federation.

It is challenging to analyze the investment ac-
tivities of the two countries relative to each other
because reliable data are unavailable. Data on in-
vestment investments and projects provided in
this research are based on the information from
the Central Bank of Russia,5Trade Representation
of the Russian Federation and in the People’s Re-
public of China,6Trade Representation of the Rus-
sian Federation in the People’'sRepublic of China,7
and also from the National Bureau of Statistics of
China.8Due to different methods of calculating and
accounting for particular investments, statistical
data may vary by organization.

5Central Bank of Russia. Statistics. URL: https://cbr.ru/statis-
tics/? Prtld=st_dir-inv

6Trade Representation of the Russian Federation and in the

People’s Republic of China. Open data. URL: https://minvr.gov.
ru/opendata/

7Trade Representation of the Russian Federation in the Peo-
ple’s Republic of China. URL: http://www.russchinatrade.ru/ru/
ru-cn-cooperation

8National Bureau of Statistics of China. URL: http://www stats.
gov.cn/english/
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According to Russian data, China is still among
the most significant investors in the Russian econo-
my. The volume of accumulated direct investments
from China, after a reduction due to COVID-19 re-
strictions in 2020 by 41%, to $ 2.19 billion, increased
by 15%to $ 2.5 billion in the first six months of 2021.
According to Chinese data, China’s cumulative direct
investment in Russia as of September 2021 totaled
113 billion USD.

At the same time, the deepening of Russian-
Chinese relations is evidenced by an increase in the
share of settlements in national currencies.

Calculations in national currencies are grow-
ing more slowly; in particular, for the study period
2015-2021, they have increased 6.6 times. Pay-
ments in national currencies are increasing (in dollar
terms) but at a significantly slower pace than set-
tlements in traditional reserve currencies, which
increased 10.7 times in 2015-2021.

It can be said that the indicator of the volume
of accumulated direct investments from the PRC
to the Russian economy (according to the PRC) in
the period from 2015 to 2021 decreased. This is
due to factors that affect the economy: sanctions,
trade war and coronavirus infection. The economies
of all countries are influenced by these factors. In
2022, the influence of these factors will increase
due to the escalation of the crisis in Ukraine. The
Chinese economy has suffered less from these fac-
tors, but investment activity has decreased. This
has an impact on investment flows, may indicate
some weakening of investment activity. For 2021
within the framework of the activities of the In-
tergovernmental Russian-Chinese Commission on
Investment Cooperation, 65 projects were allocated,
among which: the construction of the Moscow-
Kazan high-speed highway, the construction ofthe
Nizhneleninskoye cross-border Russian-Chinese
railway bridge —Tongjiang (EAO), the development
of a production and trade zone of the woodwork-
ing industry in the Tomsk region, the creation of a
zone of cooperation in the field of forestry (Trans-
Baikal Territory), the joint Russian-Chinese pro-
duction of butadiene-nitrile rubbers in Shandong,
the construction of a complex for the production
of polyethylene, etc.

An important aspect is the cooperation of the
customs offices of the countries as a guarantee of
economic cooperation. The main partner of the
Russian Customs service in the region is the General
Customs Administration ofthe People’s Republic of

China. Contacts with the Chinese side are carried
out at the central, regional and territorial levels
on a planned basis. The priority tasks in this direc-
tion are to promote an increase in the volume of
Russian-Chinese trade to 200 billion rubles. Annual
trade turnover by 2024, as well as simplification of
customs procedures in the context of the initiative
to create a Large Eurasian Partnership and interface
the construction of the Eurasian Economic Union
with the Silk Road Economic Belt.

Within the framework of the Russian-Chinese
Commission for the preparation of regular meetings
of Heads of Government, the work of the Subcom-
mittee on Customs Cooperation has been organized,
meetings ofwhich are held annually. There are nine
Russian-Chinese working groups on various customs
issues within the framework ofthe Sub-Commission.

3.2. Progress of China’s direct investment
projects in Russia in the field of resources

and energy

Over the past decade, China’s direct investment in
Russia, as awhole, has shown an upward trend in
parallel with the expansion of the diversity of in-
dustries and areas of investment.

According to the official data from the Federal
State Statistics Service and the data of the Central
Bank of Russia, it is possible to consider the indica-
tors of direct investment in the Russian Federation
by country, in particular, highlighting the share
of China in the structure of these investments. In
2017-2021, the flow of direct investments of China
to Russia (billion US dollars) decreased by 12.1%.
This is due to the coronavirus pandemic and the
negative consequences of this phenomenon. Also,
the share of China’s foreign direct investment in the
Russian economy in the total structure of foreign
direct investment decreased from 0.74 to 0.49%.9

China is not among the top 20 investor coun-
tries. However, investment cooperation is actively
developing within the framework of a number of
investment projects. The main investment projects
in Russia with the participation of Chinese invest-
ments include: Construction ofthe Moscow-Kazan
high-speed highway, Construction ofthe Nizhnele-
ninskoye-Tongjiang cross-border Russian-Chinese
railway bridge (EAO), Construction of a polyethylene
production complex with a capacity of 2,700 thou-

9External sector statistics. Central Bank of Russia. URL: htt-
ps://cbr.ru/statistics/macro_itm/svs/ (accessed on 29.04.2022).
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sand tons per year Svobodny (Construction of a gas
chemical plant in the Amur Region), Construction
of a refrigerator factory in the Republic of Tatarstan,
Development of the Berezovsky iron ore deposit (Za-
baikalsky Krai), Development of the Udokan copper
deposit (Zabaikalsky Krai), Construction ofa mining
and processing plant at the Elegetskoye field in the
Republic of Tyva (Complex project “Construction of
the ElegestKyzyl-Kuragino railway and Coal terminal
in the Far East in connection with the development
ofthe mineral resource base ofthe Republic of Tyva),
Development ofthe Baim copper-porphyry deposit
in the Chukotka Autonomous Okrug, Development
ofthe Taiga iron ore deposit in the Republic of Sakha
(Yakutia), Development of the Bystrinsky deposit in
the Trans-Baikal Territory, etc.

In addition, investments in the framework ofthe
Belt and Road program are growing. The countries
participating in the initiative now account for 13.5%
ofthe total volume of Chinese FDI (in 2016-8.5%).
But over the past two years, stagnation has been
observed due to a decrease in the growth rate of total
investments abroad, stricter control over where the
funds are directed, as well as the insignificant size of
the markets of the host countries and their growing
debt burden and geopolitical risks. The main areas of
Russian investment in China are the manufacturing
industry, construction, and transportation.

A political resource is an essential factor for de-
veloping Chinese investments in Russia. At the same
time, as the analysis shows, the implementation of
large investment projects takes place in the western
part of Russia [6]. There are no major projects in the
Far East, a region directly bordering China. Capital
from China is present here in the form of small and
medium-sized enterprises in certain regions ofthe
south ofthe Far East and in certain industries: agri-
culture and forestry, construction, mining, services
and seafood production.

The population of the Far East and Eastern Si-
beria resists to some extent the development of
investment activities in the region, perceiving any
development programs with Chinese participation
as pre-sale preparation of the territory. Therefore,
the population of the Far Eastern Federal District
perceives the lack of investment from China as a
positive result. Business is primarily interested in
the safety of investments, so large Chinese inves-
tors will not be interested in this region of Rus-
sia, as long as there are such sentiments of the
population.
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Thus, the dynamics of Chinese investments in
Russia have somewhat decreased. This is due to
the economic situation, coronavirus infection and
the level of development ofthe country’s economy.

3.3. Russia’s directinvestment and cooperation
development process in China’s production

and manufacturing industry

Investment flows from Russia to China are grow-
ing. The main directions of Russian investments

in China include the manufacturing industry, con-
struction, transportation, etc.

Foreign direct investment inflows to China hit a
record high of $ 173 billion in 2021. Direct investment
in China’s economy from Russia decreased in the
period from 2017-2021. The decrease in the number
of investment projects also demonstrates this. Rus-
sian direct investment flow to China decreased from
23.84 million dollars in 2017 to 12.43 million dollars
in 2021. Mainly the decline occurred in 2020.11

However, China is actively reforming the invest-
ment segment. New standard investment law was
passed in Q1 2019, unusually fast for China, and took
effect in January 2022. Among many other provisions,
the new law opened China Government procurement
tenders to foreign companies. This is of particular
relevance to the Belt & Road Initiative as many pro-
jects are quasi-sourced or originate from China’s
diplomatic channels. However, faced with challenges
in certain constructions and other technological areas
and in need of the technology themselves, China
allowed overseas partners to bid for projects. 1

Our analysis of the most significant projects in
China with the participation of Russian investments
leads to the following highlights:

1. Joint Russian-Chinese production of nitrile
butadiene rubbers in Shandong.

2. Creating an industrial complex to produce
aluminum products in Henan Province (China).

3. Terminal for the reception and transshipment
of liquefied petroleum gas and propylene in Man-
churia (China).

ONew Statistical Yearbooks Published by China Statistics
Press 2018-2021. URL: http://www.stats.gov.cn/tjsj/ndsj/2021/
indexeh.htm

1A New China for 2021: Foreign Investor Friendly Access,
Overseas Direct Investment in Hi-Tech Projects and M&A,
and More Belt & Road Initiative Opportunities. URL: https://
www.china-briefing.com/news/a-new-china-for-2021-foreign-
investor-friendly-access-overseas-direct-investment-in-hi-
tech-projects-and-ma-and-more-belt-road-initiative-oppor-
tunities/ (accessed on 29.04.2022).
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4. Establishment of an enterprise for the pro-

duction and marketing of monoclonal antibodies
developed by JSC “Biocad” in China.

In the context of the constant interference ofthe
West in China’s internal affairs, China-Russian rela-
tions have occupied an important place in China’s
foreign strategy and influence China’s diplomatic
behavior and domestic public opinion at the global,
regional and national levels. Relations with third
parties often influence changes in bilateral relations
between China and Russia.

As the analysis showed, direct investment from
Russia into the Chinese economy declined. Russia
occupies a small share of China’s foreign investment
structure, only 0.007% in 2021. At the same time,
the coronavirus pandemic has greatly affected the
investment cooperation of the countries.

4. Cooperation between Russia and China
in the financial, banking and electricity
sectors
4.1. Financial cooperation between China and

Russia

Cooperation in the banking sector is one of the
important elements of Russian-Chinese econom-
ic cooperation. In December 2015, the Chairman
of the Bank of Russia and the Chairman of the
People’s Bank of China signed a memorandum of
understanding between the two central banks in
Beijing, actively implementing an important as-
pect achieved by the heads ofthe two countries to
deepen bilateral financial cooperation.

Due to the rapid development of Russia and
China in the field of economy, trade and invest-
ment, assistance was provided for the development
of interbank cooperation between the two countries.
Cooperation mainly includes opening branches and
representative offices, the development of interbank
correspondent relations, financing, cross-border
money transfers and payment systems by bank card,
and others. By the end of 2018, Chinese banks had
established correspondent relations with more than
200 Russian banks and created a clearing network
including US dollars, rubles and yuan. Currently, 9
Russian banks have opened branches and repre-
sentative offices in China. Some Chinese banks have
established branches and representative offices in
Russia. In 2017, the Bank of Russia opened its first
representative office abroad in Beijing.

Russian-Chinese cooperation in the banking
sector may be reinforced as follows:

1 Improved communication can be established
between state and non-state level mechanisms to
facilitate the exchange of information at all levels
and improve work efficiency.

2. Raising the level of bilateral internation-
alization of the ruble and yuan. The calculation
in national currencies should be expanded from
border areas to other areas. To promote the prac-
tical implementation ofthe integration of China’s
International Payments System (CIPS) with the
domestic Financial Messaging System so that bi-
lateral trade clearing can be carried out directly in
national currencies and reduce the cost of cross-
border settlements.

3. Improving the level of banking services and
introducing innovations in financial products. Banks
on both sides can develop correspondent relations
and create branches to expand geographical cover-
age. It is necessary to actively introduce innova-
tions in financial products, enrich the settlement
tools between Russia and China and improve the
efficiency of settlements.

As the analysis shows, Russian-Chinese coopera-
tion in the banking sector is not very active. The
dynamics of settlements in national currencies is
not growing as fast as the dynamics of settlements
in foreign currencies. Also, bank representative
offices are not actively opening in the two coun-
tries. Chinese banks are partly represented in the
regions of Russia (Khabarovsk, Blagoveshchensk,
Vladivostok), while Russian banks are represented
only in large cities (Beijing, China).

The market of non-cash payment services shows
a clear trend toward diversification. It has contrib-
uted to the integration ofthe payment industry with
such industries as mobile operations, the Internet
and e-commerce, creating new opportunities for
innovation and development of payment services.
With the development of modern communication
technologies and computer technology, traditional
non-cash payment tools such as invoices are get-
ting a new impetus, new payment methods such as
online payments and mobile payments are flourish-
ing, and the system of non-cash payment tools is
gradually being completed.

Bank cards, being the most frequently used
payment instrument among the general public,
have far surpassed the field of payments and set-
tlements, combining many financial functions
such as savings, consumption, investment and
capital management, and have become a means
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of integrating the internal resources of banking
institutions and facilitating the development of
intermediary business important carriers. Inte-
gration of non-cash payment tools and social
management functions continues to deepen, and
industry applications become more mature.

Payment systems play an important role in re-
ducing cashless management of business inno-
vations. They can contribute to the development
of their own standard banking services (such as
insurance, leasing, factoring and consulting). At the
same time, the bank also promotes intersectoral
innovative development and cooperation in tour-
ism, logistics, telecommunications, medicine and
education in order to successfully operate as a highly
competitive modern bank. In general, in the current
economic situation, in order to fully contribute to
the development of commercial banks, it is neces-
sary to carry out comprehensive, innovative work,
promote innovative products through conceptual
innovations, technological innovations, and ac-
celerate the pace of systemic reform.2This is the
only way to effectively introduce innovations and
comprehensively contribute to the development of
commercial banks.

The analysis shows the importance of reinforc-
ing Russian-Chinese cooperation in the payment
systems sector as follows:

2. Introduction of new services based on China’'s

experience. Since April 1,2022, SBPay has appeared

in Russia, a system from the Central Bank of Rus-
sia with payment via OR codes. The new method

is designed to replace Apple Pay and Google Pay,
as it also does not require a bank card. However,
the service still has a number of problems.3The

method is extremely common in Asia, where pay-
ment terminals are not very successful. To make a
payment, person must point the device’s camera at
the OR code ofthe institution or seller, after which

a special application will open. In China, two similar
services compete with each other —Tencent and

Alibaba Group. Their applications are WeChat and

Alipay. In China, in order to pay for anything using

a OR code, you need to create an account in a Chi-
nese bank. There are several reasons why China has

implemented a payment system using OR codes. In

applications, you can analyze all user transactions

and get a lot of information about them. That is, one

application contains all the data about a citizen. Ac-
tive implementation of the system in Russia would

solve the problem of the termination of Apple Pay
and Google Pay services.

4.2. Russia’sinvestmentin China’s electricity
sector
As the analysis showed, despite the constant in-

1 Acceleration ofthe procedure by Chinese banksrease in the pace of Russian-Chinese trade, a

Sberbank, Alfa Bank and Tinkoff are planning to
start issuing the card on the Chinese payment sys-
tem. This opportunity is also being worked out in
VTB, Home Credit, Expobank, etc. The demand for
Union Pay cards, including co-branded ones, will
only grow in the conditions ofthe crisis in Ukraine.
The timing of the launch also depends on the ca-
pabilities of UnionPay, since now they receive a lot
of requests from Russian banks. Now it is possible
for Union Pay cardholders to use ATMs of a credit
institution, as well as pay for purchases at retail
outlets equipped with bank terminals. But this al-
ready includes the fundamental political question
of whether the PRC will continue to remain in a
neutral position with regard to sanctions. The US
government is trying to put pressure on the Chinese
government in this way.

2 The Chinese ambassador said that Moscow and Beijing
will discuss the use of national payment systems. URL:
https://tass.ru/ekonomika/14555781?utm_source=yandex.
ru&utm_medium=organic&utm_campaign=yandex.ru&utm_
referrer=yandex.ru (accessed on 29.04.2022).
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significant part of which is energy resources, the
problem of reforming China’s energy complex
remains quite significant. The growing demands
of developing sectors of the country’s economy,
urbanization and an increase in the standard of
living of the population —all this requires large
amounts of energy. In 1990, electricity consump-
tion was observed at the level of 603.5 billion kWh.
In 2019, the value of the indicator rose to 7,201.8
billion kWh. In 2021, electricity consumption in
China, according to preliminary estimates, ex-
ceeded the 2020 figure by 5.2%; at the same time,
the population consumed 7.5% more energy than
in 2020, industry —by 10.2%.14

It is planned that in 2030, a quarter of China’s
national energy supply system will be organized on
non-fossil energy sources. At the same time, there is

BChinese version. How the SBPay payment service will work.
URL: https://www.gazeta.ru/tech/2022/04/01/14685649.shtml|
(accessed on 29.04.2022).

M National Bureau of Statistics. China. URL: http://www.stats.
gov. cn/tjsj/sjjd/202201/t20220118_1826513.html
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a certain paradox. The presence of sufficiently rich
deposits of coal in China caused its transformation
into a dominant source of energy used, among other
things, for the needs of industry. Such actions have
led to a serious deterioration of the environmental
situation. At the moment, the share of coal in elec-
tricity production remains very high; accordingly,
CO2 emissions are not reduced. China is still the
world leader in carbon dioxide emissions, which
does not strengthen China’s position in the interna-
tional arena. In the future, including in connection
with the signing ofthe Paris climate agreements, the
volume of coal production in China has significantly
decreased. Experts noted that in China, the country’s
energy policy limits the growth of coal generation.5

China’s close attention to renewable energy
sources may become an additional factor of un-
certainty in the development of the entire global
electricity department. Undoubtedly, this will mean
new challenges for Russia. However, so far, the re-
cent energy crisis has only proved the undoubted
lack of apparent alternatives to oil and natural gas,
opening up the possibility of further strengthen-
ing the energy alliance between Russia and China.

The next step is the improvement of cooperation
between Russia and China in the electric power in-
dustrywhich can play a serious role in this process.

It should be noted that Russian-Chinese coopera-
tion in this area has a relatively recent history. The
export of Russian electricity to the border areas of
Northeast China began in the last decade ofthe pre-
vious century. It was caused by a shortage of energy
in the north-eastern provinces of China with some
excess capacity in the Far East of Russia. In 1992,
the first interstate power transmission line was put
into operation, and in 1997 —the second, thereby
marking the connection of the power systems of
Russia and China.

However, the volume of deliveries via the
Blagoveshchensk —Heihe power transmission line
and the Sivaki —Shipazhan electric transmission
line were small, no more than 200 million kWh per
year. At the same time, these lines were character-
ized by avoltage class of 110 kV and 220 kV. At the
beginning of this century, the situation changed to
a certain degree. In 2005, an agreement was signed
between JSC RAO UES of Russia and the State En-
ergy Complex of China, defining the procedure for

5 Paris Agreement. URL: https://www.un.org/ru/climat-

echange/paris-agreement

long-term cooperation and the volume of Russian
electricity supplied. According to the agreements,
it was planned to export up to 50 billion kWh. The
importance of the development of bilateral coop-
eration in the field of the electric power industry
was emphasized by the signing on March 21, 2006,
agreements between RAO UES of Russia and the
State Energy Committee of the People’s Republic
of China on the comprehensive development of a
feasibility study of a project for the supply of elec-
tricity from the Russian Federation in the People’s
Republic of China.

In 2021, against the background of the energy
deficit in China, the Chinese energy complex ap-
pealed to the Russian side with a request to increase
exports. Given the capabilities of power plants in
the Russian Far East and the capacity of interstate
transmission lines, an increase in the level of excess
capacity supplies was theoretically quite acceptable.
Since October 1, 2021, the Russian exporter has al-
most doubled the supplied volumes of energy, and
the results of 2021, according to experts, are likely
to show a 30% increase compared to the previous
period. Also, in December 2021, an agreement was
reached to increase the export of electricity from
Russia to China in 2022 to 4.4 billion kWh.16

Currently, it is widely believed that increasing
the volume of supplies to China is not beneficial
for the Far East of the Russian Federation since the
estimated price of exports to China is lower than
the average tariff for electricity in the subjects of
the Far Eastern Federal District. Without touch-
ing on the issue of the correctness of comparing
wholesale and retail prices, it should still be noted
that the final retail price for consumers in China
is higher than in the Far Eastern Federal District
(in 2021 —an average of 0.542 yuan per kWh for
households, 0.635 —for industrial consumers1j). In
2021, according to the Decree of the Government
of the Russian Federation No. 3657-r of December
30, 2020, the basic tariff level for the Far Eastern
subjects ofthe Russian Federation was 5.49 rubles
without value added tax (VAT).

Since joint Russian-Chinese projects in the field
of electric power are focused primarily on the border

BRussia will increase electricity exports to China in 2022
to a record 4.4 billion kWh. URL: https://tass.ru/ekonomi-
ka/13315263/ (accessed on 29.04.2022).

I7Explainer: China signals likely rise in household electric-
ity prices. Reuters. URL: https://www. reuters.com/world/
china/china-signals-likely-rise-household-electricity-pric-
€s-2021-07-01/ (accessed on 29.04.2022).
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regions ofthe Russian Far East, the main attention
should be paid to the Unified Energy System of
the East. As part of the ECO ofthe East, 39 power
plants (including 11 diesel ones) operate the total
installed capacity of which is 11,116 MW, as well
as 649 power lines with a length of 33,727 km.18
Moreover, most power plants belong to thermal ones.
As for the consumption of electric energy in the
regions ofthe Far East, its dynamics clearly reflect
the socio-economic situation ofthe subjects of the
Far Eastern Federal District. In 2021 (from January
to November), energy consumption amounted to
38,102.8 million kWh. The low rates of increase in
the level of consumption (except for the Republic
of Sakha (Yakutia) in 2019) demonstrate the cor-
responding rates of socio-economic development.

Atthe same time, according to experts, the winter
period 0f2021-2022 is characterized by a maximum
consumption compared to the previous period due
to the harsh climatic features of the region and an
increase in the load of industrial enterprises ofthe
Far Eastern Federal District.

The leader in energy production among the Far
Eastern regions that are part ofthe ECO ofthe East
is the Amur Region, whose power plants account
for 37% ofthe total output. At the same time, the
purchase of electricity for exportto China is mainly
carried out at the power plants of the Rushydro
Group located on the territory of this subject of the
Far Eastern Federal District: Bureyskaya, Nizhne-
Bureyskaya and Zeyskaya HPP. Nizhne-Bureyskaya
HPP is one of the largest Russian hydroelectric
power plants built in the post-Soviet period. Ac-
cording to the Federal Customs Service ofthe Rus-
sian Federation, the region exported electricity to
China in the amount of 169,613.79 thousand US
dollars, in 2018-163,963.8 thousand dollars, in
2020-136,841.2 thousand dollars. The electricity
delivered to China during the nine months of 2021
amounted to 117,274.8 thousand dollars. Thus, we
can state the presence of some excess capacity, as
a result of which a certain increase in supplies to
China will not lead to a shortage of electricity in the
Far Eastern regions of Russia (ECO ofthe East) —ex-
cess capacity is characteristic of the Russian electric
power industry as a whole [7].

However, an increase in the transfer of generated
capacity is unlikely to be an incentive for the effec-

BThe United Energy System of the East (ECO of the East).

URL: https://www.so-ups.ru/%20functioning/ees/oes-east/
(accessed on 29.04.2022).
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tive development ofthe industry in the Far Eastern
Federal District. The potential of Russian-Chinese
cooperation in the field of electric power is much
wider. First of all, the opportunities associated with
the renovation and construction of new infrastruc-
ture facilities should be noted. Currently, the power
grid complex of the Russian Far East is characterized
by serious problems. Often, taking into account the
area of the Far Eastern Federal District regions, a
very serious remote locations of the main generating
capacities from energy consumption facilities make
it necessary to build extended electric networks.

Other areas of cooperation may be the mod-
ernization of worn-out equipment, including in
the power grid complex, and investment in the con-
struction of new generating capacities. Of course, it
would be wrong to say that there is no interaction
between the two countries in all these areas. Thus,
the construction of trans-border power transmis-
sion lines was carried out with the participation of
the Chinese side.

Possible recommendations and proposals for
improving the investment activity of China and
Russia in the electricity department were high-
lighted. They are based on a number of initiatives to
increase Russian energy supplies to China; reducing
excess capacity to a certain extent contributes to
next step improvement, overcoming project barriers,
and so on. In addition, despite the crisis of 2021, a
sharp departure of the PRC from the proclaimed
principles ofthe energy transition is unlikely, which
actualizes Russian-Chinese cooperation in the
field of renewable energy sources. The climatic
features of the Russian Far East are favorable for
the construction of wind and solar power plants;
the development of generation based on clean
energy is extremely costly, but under the current
conditions, the energy-wasting economy has avery
uncertain future.

5. Conclusion
The investment segment of international econom-
ic cooperation is an important element of Russia’s
interaction with foreign countries, and foreign in-
vestment is a significant source for the develop-
ment of the real sector of the national economy.
Building a new type of international relations is
also the main development direction of China
and Russia. At the same time, with the in-depth
development of world multi-polarization, cultural
diversification, and social informatization, the
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global governance system and the world order are
rapidly evolving.

The research revealed the following:

1. The main segments of Russian-Chinese
economic cooperation between state-owned en-
terprises are the energy sector, nuclear power
engineering, agriculture, science, technology, and
infrastructure.

2.In 2021, foreign trade turnover in Russia
amounted to US$ 785 billion and increased by
34.42% over the study period compared to 2016.
In 2021, the share of China in Russian foreign trade
was 17.92%. China has been one of the leaders in
the trade turnover of the Russian Federation for
five years.

3. There are good prospects for the investment
segment of economic cooperation between Russia
and China, including:

e banking sector: improved communication
can be established between state and non-state
level mechanisms to facilitate the exchange of in-
formation at all levels and improve work efficien-
cy; raising the level of bilateral internationaliza-
tion of the ruble and yuan; improving the level of

banking services and introducing innovations in
financial products;

e payment systems sector: acceleration of the
procedure by Chinese banks; introduction of new
services based on China’s experience;

e electricity sector: increasing the supply of
Russian energy to China; reduction of excess ca-
pacity to a certain extent participating in the next
step improvement ofthe Far Eastern electric pow-
er industry.

4. Lately, the dynamics of Chinese investments

in Russia have decreased due to the economic situ-
ation and coronavirus infection.

Consequently, the prospects for the development
of the investment segment of economic coopera-
tion are extensive and China-Russian investment
cooperation can be raised to a new strategic height.
At the same time, it is important to understand
the variability of the economic situation. China is
under the influence of Western partners because
of strong economic and trade ties. Chinese firms
avoid public statements about the affairs in Russia.
Therefore, it is difficult to predict the development
of the situation in the current economic realities.

REFERENCES

Levchenko O.E. The concept and types offoreign investments. Alley ofScience. 2019;2(3):409-413.
Keynes D.M. The general theory of employment, interest and money. Moscow: EKSMO; 2007. 960 p.
Masalev Ya.V. Investments: concept and classification. Modern Science. 2020;(7-1):72-76.

P wond PR

Chikunov G.A. Problems in approaches to the definition of the concept of “foreign investment”. MNSK-2019.

State and law. Materials of the 57th International Scientific Student Conference. Novosibirsk; 2019:234-235.

5. AbduraupovR.R., Ibragimov F.A. The true impact of IFRS adoption on FDI in transitional countries. Economy:
Analysis and Forecasts. 2019(1):54-62. URL: https://www .elibrary.ru/download/elibrary_46703329_44591500.pdf
(accessed on 24.04.2022).

6. Glazov G.S., EtmanovaV.S. Investment cooperation between Russia and China at the present stage of economic
development. Topical issues of the modern economy. 2020(1):418-22. URL: https://www.elibrary.ru/download/
elibrary_42459799_91236703.pdf

7. DenisenkoV.A. Russia and China: cooperation in the electric power sector. Oriental Institute Journal. 2022;(1):132-

143.DOI: 10.24866/2542-1611/2022-1/132-143

ABOUT THE AUTHOR/ NH®OPMAL WA Ob ABTOPE

Ma Kai— Master of Economics, Financial University under the Government of the Russian Federation, Moscow, Russia

Ma Kain — MarmcTp aKOHOMWUKWN, PNHAHCOBbIN YHUBepcuTeT, MockBa, Poccua
Conflicts ofInterest Statement: The author has no conflicts ofinterest to declare.

The article was submitted on 11.09.2022; revised on 28.10.2022 and accepted for publication on 20.12.2022.
The author read and approved the final version ofthe manuscript.

35


https://www.elibrary.ru/download/elibrary_46703329_44591500.pdf
https://www.elibrary.ru/download/

