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How Russia and China Have Anticipated A New Cold War, The Impact On 
Western Sanctions Effectiveness And The Global Implications 

We examine the lead up to the Ukraine conflict in terms of Russia’s macro-economics, 
foreign investment, its relations with China, Iran, Turkey, Saudi Arabia, the UAE, 
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Korea and illustrate how Ukraine is a component part of a far wider geopolitical 

struggle between the East and West. All proceeds from this issue will be donated to 
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The Russian invasion of Ukraine has taken many analysts by surprise and together with massive, imposed 
sanctions has profound implications for global supply chains and commodity prices. The conflict is 
ushering in a new type of global economic warfare. In this special issue of AIR, we examine how the conflict 
was fiscally prepared and planned for by both Russia, the East, and the West, and what the geopolitical 
implications are likely to be.

We examine the lead up to conflict in terms of Russia’s macro-economics, foreign investment, its relations 
with China, India, Pakistan, Saudi Arabia, the UAE, the Caucasus, Turkey, Iran, Central Asia, ASEAN, Japan, and 
South Korea and illustrate how Ukraine is a component part of a far wider geopolitical struggle between 
the East and West. We look also to the future to assess what is in store for global markets and economies, 
the impact on the US dollar, RMB Yuan and Cryptocurrencies and supply chains after the 21st century’s first 
major conflict.

Research: Henry Tillman

Analysis: Chris Devonshire-Ellis

Henry Tillman is a UK based financial analyst and senior researcher with 30 years experience in banking 
and Asia, Chris Devonshire-Ellis heads an Asian foreign investment firm and is a Visiting Professor at the St. 

Petersburg Higher School of Economics.

It should be noted that the economic data within this magazine is apolitical, has been independently 
verified and has not been manipulated to fit any specific agenda - it is what it is. We acknowledge that 
some of the intelligence contained within may run contrary to both Western, or Russian perspectives and 
especially those lacking economic research facilities. Readers are advised to make their own conclusions on 

the intelligence within and contact the authors for any specific verifications.
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Asia. As can be seen, whatever happens too, or because of Russia, the impacts on Asia are invariably 
felt - and more so than is generally understood. 
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RUSSIA MACRO ECONOMIC STATISTICS

GDP 

• Russia’s GDP grew 4.7% in 2021, highest since 2008 

• In October 2021, IMF forecast its 2022 GDP grow to be 3.0% in 2022 

• In March 2022, 2022 GDP now expected to decline 8%, instead of growth revised February forecast of 2.4% 
growth. The revised 8% decline is the highest fall since 1998

Trade
•  In 2021, Russia’s main trade partner was China, as the volume of export and import trade between the two 

countries reached nearly US$200 billion; China led in both imports and exports. 

•  The next 11 countries were; Germany (U$57 billion), the Netherlands (US$46 billion), Belarus (US$38 billion), 
USA (US$34 billion), Turkey (US$33 billion), Italy (US$31 billion), South Korea (US$30 billion), United Kingdom 
(US$27 billion), Kazakhstan (US$26 billion), Poland (US$23 billion), and France (US$22 billion).

• Russia’s trade is heavily dependent on energy; however this balance has been slowly shifting over the past 
ten years to ease the economy off energy dependency. In 2021, non-energy trade equated to 30% of the 
national GDP with growing agricultural and manufacturing sectors.

Russia is often regarded as little more than 
a relatively small economy about the same 
size as Italy’s. While this is true in terms of 
GDP, it does not factor in Russia’s massive 
reserves, much of which have not yet been 
realized or fully exploited. Understanding 
Russia’s potential - or threat, depending 
upon the perspective, means understanding 
what Moscow effectively controls. It is worth 
remembering that Adam Smith’s ‘Wealth of 
Nations’, despite being written over 200 years 

ago, remains a relevant work on how inherent wealth is measured, and that Russia continues to rank higher 
than the United States in many categories. That is the primary source of a great deal of mistrust on both 
sides and remains a major influence in today’s Ukraine conflict. 

Russia has significant proven reserves in multiple wealth generating commodities, including 25% of proven 
gas reserves (US: 5%), 5% of global oil reserves, (US: 2%) is second only to the US in global coal reserves), has 
the world’s highest rare earth reserves at 12 million tonnes, (US: 1.5 million), the world’s second highest gold 
reserves (US: fourth), the second highest platinum reserves (US: fourth), the second highest reserves of fresh 
water (US: third)  the world’s largest timber reserves (US: fourth) to name a few. Russia is also the world’s 
largest grain exporter (US: second). In terms of globally needed commodities, Russia is the undisputed 
superpower. 

However, that wealth has not trickled down properly into the economy, mainly due to ineffective 
management, poor governance, cronyism, corruption, a lack of investment in addition to political and 
economic obstacles long having been placed in Russia’s path by other global powers. These have stunted 
Russia’s growth, leading to contemporary GDP performance figures as follows. However - should political 
reform and collaboration (such as with China, the EU, or the United States) be initiated, the Russian economy 
would significantly increase.
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Education 

In terms of Energy sanctions, much has been made of disconnecting Russia from US and European 
technologies. However, although both have significant University programmes offering degrees in chemical, 
gas, mechanical and petroleum engineering, naturally enough considering its pre-eminent position in 
these industries, so does Russia. It has ten world class Universities specializing in energy research, located in 
Moscow, St. Petersburg, Tomsk, Novosibirsk, Dolgoprudny, with specialist Arctic research being carried out 
in Murmansk. Needless to say, this is further enhanced by Russian allies also possessing significant energy 
academic and research facilities in Kazakhstan, China, India and elsewhere. Energy know-how and technical 
expertise may face some restrictions in being cut off from Western knowledge, but the impact is likely to 
be minimal.

Murmansk Technical University. One of the northern-most in the world, it provides specializations in Arctic energy 
including petroleum, gas, chemical and mechanical engineering capabilities for extreme conditions.  
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2020 FDI
• The value of FDI inward stock in Russia 

fluctuated during this period from 
approximately US$471.5 billion in 2013 to 
US$449 billion in 2020, with the decline due 
to sanctions placed on the country in 2014 
due to the annexation of Crimea. 

• Russia’s mining sector is by far the leading 
destination for foreign investors to 
Russia, with more than US$116 billion of 
accumulated FDI, according to Russian 
central bank figures

FDI Projects: Trending down - along with Europe 

With 141 FDI projects in 2020, Russia ranked eleventh among Europe’s top 20 investment destinations. FDI 
projects in Russia dropped by 26% compared with the previous year (191), reflecting the wider trend across 
Europe: the average decline in European countries with negative FDI growth was 21%. 

The number of FDI projects attracted by Russia in 2020 was close to that in 2014, with international investors 
undertaking fewer projects than they would have taken on in better market conditions. The COVID-19 
pandemic, coupled with fears of imminent sanctions, had the highest impact on their decisions. 

2020’s decline came off a previous historically high base. That high investment base would likely have been 
sustained, however the COVID pandemic, amplified by the economic downturn, dealt a significant blow to 
foreign investment into Russia, comparable only to the shock caused by sanctions in 2014.

• Manufacturing remained the most attractive activity for foreign investors in Russia. The number of 
manufacturing projects was unchanged from 2019 at 107, undertaken predominantly by investors from 
Germany, China, Italy, and the US. All others combined represented only 32 total projects. 

• The number of sales and marketing projects decreased as, in the face of the pandemic, many companies 
were less active on the media and promotion fronts. 

Investments by Leading Countries

Top 5 Country investors in Russia 2018-2020 by investment projects

Country 2018 2019 2020

Germany 24 36 26 

China 19 22 15 

USA 33 20 15 

Italy 11 6 13 

France 13 22 6 
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Investment by Activities: Manufacturing  
• Manufacturing remained the most attractive activity for foreign investors in Russia. The number of 

manufacturing projects was unchanged from 2019 at 107, undertaken predominantly by investors from 
Germany, China, Italy and the US. All others combined represented only 32 total projects. 

• The number of sales and marketing projects decreased as, in the face of the pandemic, many companies 
were less active on the media and promotion fronts. 

• With eight projects, including three from India, business services – for the first time ever – made it to the top 
three, ranking the third most popular activity in 2020.

• With eight projects, including three from India, business services – for the first time ever – made it to the top 
three, ranking the third most popular activity in 2020.

• As in 2019, Germany topped the 2020 list of major investors in the Russian economy – not a surprise 
as Germany has always been a leader in Russian investment. Most German 2020 investments were in 
agriculture and automotive. Some of these investments used their Russia base to expand into Central Asia, 
such as Volkswagen’s recent potential forays into EV production in Uzbekistan. 

• The USA and China each invested in 15 projects. The majority of US businesses invested in the agri-food 
sector. 

• China remained focused on high-tech, with electronics taking over the lead from software and IT services as 
the most attractive sector. 

• Italy improved its ranking from 7th to 3rd, by more than doubling 2019 volume. Machinery and equipment 
attracted over half of Italian investments. 

• India and Sweden joined the top ten investors in Russia for the first time in the past decade; however with 
small volumes. Investments were mainly in the manufacturing sector. India remains interested in the Russian 
market and has been negotiating a Free Trade Agreement with the Eurasian Economic Union. It remains 
supportive of the Russian market and this can be expected to continue unless sanctions upon New Delhi 
prevent this from occuring.

Sectors   

• For the 6th consecutive quarter, food remained the largest sector attracting foreign investment in Russia, 
with 42 projects announced in 2020. Among key factors contributing to its attractiveness were import 
substitution initiatives and the food embargo imposed in 2014. Germany and the US were the top investors 
in the agrifood sector. 

• Machinery and equipment were the second-largest sector for investment, mostly from Italy, Germany, the 
US, and China. 

• Third and fourth places were shared between furniture, wood, ceramics and glass and chemicals, plastics, 
and rubber.
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Russia. The world’s largest country by landmass, containing significant reserves of globally important 
commodities, estimated to be as much as 30% of the world’s total. European Russia comprises about 23% of 
the total, making it comparable in size to India. Some 77%, or 113 million live in the European side, divided 
by the Ural Mountains from Asian Russia, which comprises 77% of Russian territory with a population of 32 
million. Russia is the only country in Asia with an Arctic coastline.

The country borders sixteen sovereign nations, has the world’s sixth largest workforce, the world’s third 
largest rail network, fifth largest road network, and world’s second largest river/waterway transportation. 
Russia also has the lowest external debt of any of the major economies (20% of GDP; EU 98%, US 134%), and 
some of the world’s highest foreign reserves. This is the primary reason why US$1 trillion of Russian reserves 
(as from March 1, 2022) have been frozen by US and EU sanctions, while sanctions have also been placed 
on Russia’s ability to export and trade its natural resources. This is likely to result in an increase of Russian 
internal production as a result and improve, rather than diminish, its national capabilities. As this issue of AIR 
explains, there are plenty of non-Western market opportunities for Russia to exploit
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Russian Regional Investments    

Moscow and the Moscow Oblast Region remained the top destinations for FDI in Russia (41 projects). The 
largest number of projects was established by France, Germany, and the US. In 2020, France was also the 
biggest investor in the Moscow Region, investing in 16 projects. The most attractive sectors were machinery 
and equipment and agrifood. Moscow is supported by extensive inter-Russian rail, road and air connectivity, 
and possesses a large number of manufacturing oriented export processing and development zones. 
With their developed infrastructure, vast market and high position in the national investment ranking, the 
Moscow Region continue to be an attractive investment destination. 

There were 16 FDI projects in St. Petersburg and the Leningrad Oblast, region, with Germany as the top 
investor. The region also contains export processing and development zones, mostly catering for investors 
looking to both resell onto domestic Russian and European export markets. St. Petersburg Port is a major 
Baltic port with extensive road, rail, and maritime connections. 

The third-largest investment destination was Tatarstan, which includes Russia’s fifth largest city (Kazan), with 
10 projects announced in 2020 (+11% year on year). China was the lead investor in the region, investing in 
electronics and transportation manufacturers and suppliers. Since 2015, Tatarstan has been in the top three 
regions with the best investment climate and was number one in the ASI’s National Investment Ranking 
three times. Kazan is to be linked to the St.Petersburg-Moscow by high-speed Sapsan rail, there has been 
talk of extending this as far as Beijing. 

Russia’s Kaluga Region, 150km south-west of Moscow is also a leading manufacturing area, with furniture, 
wood, ceramics and glass being the largest sector attracting foreign investment.

It should be noted that the Russian Far East has in recent years been attracting up to 32% of Russia’s total 
FDI  with infrastructure, oil and gas, maritime and diamond trading investments from China, India, Japan, 
Malaysia and South Korea all very much to the fore, mainly centered around Vladivostok for trade as well 
as access to the Northern Sea Passage, ushering in new maritime capabilities in addition to the Yakutia 
Peninsula in Arctic Siberia for energy. Russia’s entire Arctic region, stretching from Murmansk Port close to 
Norway in Russia’s European North-West to the Russian Far East has been declared a Free Trade Zone  and 
is the world’s largest. Vladivostok also contains shipbuilding facilities, an extensive free trade zone, and is the 
home to the Eurasian Diamond Centre, which has become one of the world’s largest, servicing Diamonds 
and other gems mined from Yakutia. It is a significant player in the Asian gem trade. 

An introduction to other Russian national free trade, manufacturing and export processing zones can be 
viewed here.

https://www.russia-briefing.com/news/russian-far-east-records-significant-foreign-direct-investment-increases.html/
https://www.russia-briefing.com/news/russian-far-east-records-significant-foreign-direct-investment-increases.html/
https://www.russia-briefing.com/news/vladivostok-smart-port-to-boost-china-and-asia-shipping.html/
https://www.russia-briefing.com/news/new-rail-infrastructure-plans-russia-signs-off-new-northern-sea-passage-developments.html/
https://www.russia-briefing.com/news/south-korea-s-daewoo-win-us-374-million-russian-arctic-ocean-transshipment-tenders-for-northern-sea-passage-icebreaking-barges.html/
https://www.russia-briefing.com/news/russian-arctic-economic-zone-attracts-investors-in-logistics-transport-tourism-fishing-industries.html/
https://www.russia-briefing.com/news/eurasian-diamond-trading-centre-opens-vladivostok.html/
https://www.russia-briefing.com/news/russias-free-trade-special-economic-zones.html/   
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RUSSIA’S PIVOT TO ASIA 

How Russia anticipated new waves of 
Western sanctions by shifting its economic, 
investment, trade, and development focus to 
Asia. We examine the lead up to the Ukraine 
conflict in terms of Russia’s macro-economics, 
foreign investment, its relations with China, 
Iran, Turkey, Saudi Arabia, the UAE, Central 
Asia, the Eurasian Economic Union, India, 
Pakistan, ASEAN, Japan, and South Korea and 
illustrate how Ukraine is a component part of 
a far wider geopolitical struggle between the 
East and West.

RUSSIA - CAUCASUS

Russia is the larger neighbor to the Caucasus region and maintains de facto law and order during occasional 
skirmishes in the region, which lies on ancient religious and tribal fault lines between East & West. Although 
trade volumes are not huge, the geopolitical situation has become of greater interest as the three main 
Caucasus nations form part of an alternative East-West supply chain to the Southern EU. Increasing 
development of supply chains, joint-venture manufacturing, and multi-modal operations to service export 
markets throughout the European and Asian regions can be expected to develop in the Caucasus.
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Russia has an uneasy relationship with Georgia, with whom it fought a brief war in 1992 over the breakaway 
region of Abkhazia. Georgia and Abkhazia are distinctly separate in terms of ethnicity and culture, but 
were placed together as part of Georgia by Stalin. Come the breakup of the USSR, regional tensions rose to 
the surface and conflict between Georgians and Abkhazians broke out, with the Georgian side allegedly 
committing atrocities including the burning of Abkhazian historical records and ethnic cleansing. Russia 
sent in the military to quell the conflict and continued to travel well into Georgia, including the capital 
Tbilisi, upon which inflicted damage and withdrew, prior to later placing Abkhazia under Russian control 
and support, where it remains to this day.  The Abkhazia issue aside, Georgia does trade with Russia as part 
of the Commonwealth of Independent States, with Georgian foods and wines being highly prized in Russia. 
Bilateral trade reached US$1.5 billion in 2020, with mainly energy resources being exported from Russia to 
Georgia and agricultural products making the reverse journey.

Georgia has made overtures to both the European Union and NATO in the past as concerns membership, 
but it is highly unlikely given the situation in Ukraine that Georgian politicians would want to provoke 
Moscow in this manner at this moment. Georgian exports to Russia have risen from a low of US$180 million 
at the time of the annexation of Crimea to over US$605 million in 2021. 

Chinese manufacturers have been active in Georgia with an eye on the countries access to EU markets, 
and especially in automotive and EV technologies. It is possible that some of that Georgian production 
could now be expanded for the Russian market given the pull-out of Western auto manufacturers from the 
Russian market. The trend for increasing Georgian trade with Central Asia can also be seen to some extent 
by the Georgia-Uzbekistan trade figures for the first two months of 2022, which totaled US$22.2 million – an 
increase of 88.1 percent, compared to US$11.8 million over the same period of 2021. The trend is significant 
as it illustrates the growing use of the Southern Belt & Road route through Georgia, Azerbaijan, across the 
Caspian Sea and to Central Asian ports such as Turkmenistan – where Chinese SOEs are also involved in 
developing transit infrastructure. 

Georgia

Armenia is a member of both the Commonwealth of Independent States (CIS) and the Eurasian Economic 
Union (EAEU). The difference is that the CIS grouping operates on a bilateral trade agreement basis between 
members whereas the EAEU is a free trade bloc with FTA commonality.

Armenia-Russia trade volumes reached US$2.1 billion in 2020, with Russia exporting energy, wheat and 
logistics related services, and Armenia exporting mainly agricultural based products, including large 
quantities of Armenian Brandy, a sought-after premium liquor in Russia.  Armenia’s position in 2020 changed 
as a result of an ill-advised conflict with neighboring Azerbaijan concerning the long-disputed region of 
Nagorno-Karabakh, which resulted in casualties of about 8,000 killed. Russia, along with Turkey and Iran, 
helped broker a peace deal although the situation remains flammable yet is slowly settling down. 

However, Armenia has a role to play in China’s Belt And Road Initiative and can function as a corridor 
in cooperation with Azerbaijan, a geographical opportunity now being reluctantly accepted. To this 
end, Armenia is a partner with Azerbaijan in the creation of the Trans-Nakhchivan railway spur from the 
International North-South Transport Corridor with links through to Iran and transit access to both the 
Persian Gulf and South Asia in addition to Turkey and Southern Europe. To bolster that cooperation, both 
Armenia and Azerbaijan are to be considered for observer partner status at the Shanghai Cooperation 
Organisation which should add another dispute prevention layer as well as hasten Caucasian transportation 
supply chains as part of the southern supply chains via the INSTC as an alternative to the Suez Canal and the 
currently sanctioned Northern Russian and Belarussian Ports to Europe.

Armenia

https://www.silkroadbriefing.com/news/2022/03/24/armenia-azerbaijan-being-considered-for-shanghai-cooperation-organisation-observer-status/
https://www.silkroadbriefing.com/news/2022/03/24/armenia-azerbaijan-being-considered-for-shanghai-cooperation-organisation-observer-status/
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Azerbaijan is a member of the Commonweath of Independent States (CIS) and an important component 
part of the INSTC - its Baku Port connects with Iran’s northern Caspian Sea ports with connections from 
south Iranian ports to East Africa, the Middle East, India, and South Asia. It is also connected east via maritime 
routes to strategic BRI routes via Kazakhstan’s Aqtau and Turkmenistan’s Turkmenbashi Port, the latter of 
which has the potential to reach Uzbekistan and into Afghanistan. To the north, Baku is linked to Russia’s 
Lagan and Astrakhan ports, also capable of reaching other Caspian Sea Ports. 

Bilateral trade is currently dominated by the industrial energy sector, with trade reaching US$3 billion in 
2021, the highest of all of Russian’s bilateral trade volumes in the Caucasus. Bilateral trade is focused mainly 
on the energy sector, with Azerbaijan exporting about US$900 million in goods to Russia, with some trade 
in agricultural produce. Russia exported about US$2.1 billion of products to Azerbaijan.  

Russia is keen to see that develop, and especially the Caspian Sea corridors to Central Asia, China, and South 
Asia. 

Russia’s Deputy Prime Minister Alexei Overchuk stated at this years “Current state and prospects of Russian-
Azerbaijani relations in the context of integrated processes” conference in Baku, that active work is now 
underway to unblock transport communications in the South Caucasus.

Russia needs to open up new supply chain routes in the wake of the massive wave of sanctions that has 
enveloped much of its European potential and start to improve transport and logistics to the East. That 
includes routes from Russia and the Caucasus, no easy feat in that the significant Caucasus mountain ranges 
divide the two regions. 

Overchuk said that “This refers to the prospects of Russian-Azerbaijani relations in the context of the 
integration of economic processes. Active work is underway to unblock transport communications. We 
would like to talk about the potential that the integration processes that are taking place in Eurasia carry.

Speaking about international relations, we mean a Macro Region. We see what processes are going on 
in North America, Southeast Asia, we follow the processes of implementing the Chinese Belt and Road 
Initiative. In fact, little is said about integration into the Eurasian economic zone. Now we need to develop 
and do everything possible to strengthen regional relations. Strengthening relations according to the 
formula of individual countries lead to the concept of   multi-level integration,” he said.  “We are moving 
along the path of economic integration. Today we see that the region is turning into a Macro Region, a 
single cooperation in the production and delivery of goods is being established. Today we are working 
to create a space for working citizens and the transportation of goods. The aggregate GDP of the EAEU 
countries amounted to US$1.3 trillion, trade between the member countries of the organization – US$55 
billion. There is outstripping growth in trade.”

Azerbaijan is also a member of the Eurasian Rail Alliance together with Georgia and Kazakhstan. This is 
intended to improve rail transportation efficiencies between them to speed up transit times affected by 
gauge differences and other rail and cross-Caspian logistical bottlenecks.

This article includes commentary extracted from Silk Road Briefing.

Azerbaijan

https://www.silkroadbriefing.com/news/2022/03/10/kazakhstan-azerbaijan-and-georgia-to-establish-eurasian-rail-alliance-joint-venture/
http://www.silkroadbriefing.com
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RUSSIA - TURKEY

Russia’s geopolitical and trade ties with Turkey are complicated, the country is a member of NATO and 
carries strong weight in regional relations. The two countries backed opposing sides in Syria, while the 
2020 Armenia-Azerbaijan clash at one point threatened to spill over into direct armed conflict between 
the two - Russian behind Orthodox Christian Armenia and Turkey backing Muslim Azerbaijan. Matters were 
diplomatically resolved, while Turkey, while requesting a ceasefire, has refused to consider sanctions against 
Russia concerning Ukraine, symbolic of a deeper historical understanding of the underlying reasons for 
the conflict that the West may possess. Turkish President Erdogan specifically stated that the West “Must 
understand Russia’s grievances and be prepared to listen to them to have any hope of resolving this and 
future potential conflicts”.

Although there are many frictions between them, Moscow and Ankara also have many good reasons to 
cooperate. There are important economic ties between them, and the two countries are natural allies, 
increasingly assertive regional powers whose geopolitical ambitions have created strains with the West. 
Their overall relationship is therefore one of cooperation, in which individual areas of contention can be 
accommodated.

Economic ties have made Russia and Turkey closely interdependent. In 2019, with bilateral trade totaling 
€23 billion, Russia was Turkey’s second biggest trading partner after the EU, while for Russia, Turkey came 
in fifth place. Russia exports hydrocarbons and metals to Turkey, while for Turkey, Russia is an important 
export market for textiles, leather goods and agrifood products. Turkish exports of the latter were boosted 
in 2014, after Russia decided to restrict agrifood imports from the EU in response to the latter’s sanctions 
concerning Crimea.

Since then, trade has climbed and reached €27.31 billion in 2021, or average annual increases of around 
15%. This can be expected to continue, and is Turkish-Russian state policy. In 2019, Rushkar Pekcan, Turkey’s 
Foreign Trade Minister, speaking at the Russia-Turkey Joint Economic Commission, said that “Bilateral trade 
between Russia and Turkey is under-exploited and should be US$100 billion per annum.” 

Turkey has an estimated US$10 billion of investment in Russia, and Russia has a similar amount in the 
opposite direction. More Russian tourists visit Turkey than from any other country (in 2019, pre-Covid, there 
were 7 million, 16 % of all tourist arrivals).

Turkey’s mandarin orange harvest had a boost in 2021 with exports to Russia up 49% in the face of increased 
demand. Russia is Turkey’s primary energy supplier however this is not limited to fossil fuels: Russian state 
nuclear company Rosatom is building Turkey’s first ever nuclear plant at Akkuyu, at an estimated cost of 
US$20 billion.

The US$100 billion trade marker still has some way to go to be realized, however discussions are in place: 
Ankara has been holding discussions to establish a Free Trade Agreement with the Eurasian Economic 
Union.

This article includes commentary extracted from Silk Road Briefing.

http://www.silkroadbriefing.com
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RUSSIA - SAUDI ARABIA

Energy & Military Collaborations, De-Dollarisation

Saudi Arabia and Russia signed a 2021 agreement to develop joint military cooperation between the two 
countries, after Saudi Arabia’s Deputy Defense Minister Prince Khalid bin Salman met with Russian Defense 
Minister Sergey Shoygu “explore ways to strengthen the military and defense cooperation” between the 
two countries, which includes regional defense. Saudi Arabia became a dialogue partner of the Central 
Asian trade and security bloc the Shanghai Cooperation Organisation shortly afterwards, and will be 
providing support for securing stability in Afghanistan as part of this remit. 

Saudi Arabia has also confirmed its commitment to the OPEC+ agreement with Russia, that also covers the 
situation in Ukraine and its impact on the energy markets. Members of the OPEC+ oil producers’ group met 
earlier this month to discuss increasing supplies, just days after Russia’s incursion into Ukraine sent crude 
soaring past US$100 a barrel. 

The outbreak of the Ukraine conflict and the array of sanctions imposed on Russia as a result has brought 
to the fore questions about alternatives to U.S. currency-based markets, and the Chinese RMB Yuan is one 
in particular focus in light of China’s relationship with Russia.

The RMB Yuan jumped in value after Saudi Arabia has been considering its use in oil deals, with the Kingdom 
engaged in active talks with Beijing to price some of its oil sales to China in the currency. While the U.S. 
dollar is the preeminent currency of exchange in global trade and oil markets in particular, other currencies 
such as the RMB - have been making headway in cross-border transactions. 

One aspect of Russian unhappiness with the United States is the use by Washington of the US dollar as an 
economic weapon, a position shared by an increasing number of powerful nations including China, Iran 
and Turkey amongst others, all of whom have at one stage been subjected to the manipulation of the 
dollar to damage their domestic economies. Russia has already effectively de-dollarised its own holdings, 
and in being cut off from the SWIFT global banking network is now essentially cut off from global US dollar 
transactions. That could usher in increasing calls for alternative currencis for use on global transactions, and 
the Chinese have long made it clear they wish to internationalise the RMB Yuan. Saudi Arabia’s adoption of 
the currency in settlement with China for payment of Saudi oil would be a significant step in that direction, 
and could be seen as a tipping point to increasing dedollarisation - which could in turn put the United 
States under increasing longer term pressure to support the currency.

Relationships go beyond energy however. The Russian Direct Investment Fund (RDIF), Russian Railways and 
the Saudi Railway Company (SAR) signed an agreement in mid 2019 to jointly expand the Saudi rail network, 
with the corresponding documents signed as part of President Vladimir Putin’s visit to Saudi Arabia.

The rail deal includes Russian supply of engines, carriages, related products including train control and 
safety systems, and the training of Saudi rail personnel in Russia.

“The agreement is aimed at the joint expansion of the SAR railway network and projects related to the 
Saudi Vision 2030 program, as well as the supply of components for the Saudi railways,” the statement read. 
All three parties will consider the possibility of supplying Russian systems to improve safety, as well as to 
facilitate the exchange of competencies between Russian Railways and SAR, and follows on from similar rail 
agreements Russia also put in place and is constructing in Iran and Egypt.

This article includes commentary extracted from Al Arabiya, the Times of Israel, and Al Jazeera.

https://www.silkroadbriefing.com/news/2021/09/01/egypt-saudi-arabia-to-join-shanghai-cooperation-organisation-as-dialogue-partners/
https://english.alarabiya.net/
http://www.timesofisrael.com
http://www.aljazeera.com
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RUSSIA - UNITED ARAB EMIRATES

Developing Cooperation In Hydrogen Energy & Arctic Infrastructure

In September 2021, a meeting between Anton Kobyakov, Advisor to the President of the Russian Federation, 
and the Ambassador Extraordinary and Plenipotentiary of the United Arab Emirates to Russia Mohammed 
Ahmed Al Jaber took place in Moscow, dedicated to the subject of bilateral cooperation in areas including 
key business events in Russia and around the world. That has laid the platform for bilateral relations for the 
next decade. 

“It is heartening to see that to this day, Russia and the UAE maintain a stable and trusting political dialogue 
underpinned by deep, multifaceted connections at the highest and high levels.” stated Putins’ advisor Anton 
Kobyakov, while Ambassador Mohammed Ahmed Al Jaber noted that even during the pandemic the two 
countries continued to strengthen their trade and economic relations. 

In 2020, trade volumes between the Russian Federation and the UAE amounted to US$3.27 billion, a 78% 
increase compared to 2019, and reached US$4 billion in 2021, an increase of 21% and a record high. 

In January 2021, the UAE registered the Sputnik V vaccine, a symbol of the growing Russian-Emirati 
cooperation in investments and joint projects, with large-scale events held in Russia supporting this trend. 

As part of this, during the Eastern Economic Forum (EEF) held in Vladivostok at the end of last year, Russia’s 
FESCO transport group and UAE’s DP World signed an agreement for strategic cooperation in joint projects 
aimed at developing Vladivostok port. 

For their part, Anton Kobyakov and Mohammed Ahmed Al Jaber discussed current progress in the creation 
of an international trade centre in the Kamchatka Advanced Special Economic Zone, first announced at 
the EEF 2019. 

During 2021, the UAE initiated 50 new national investment projects aimed at the all-round development 
of the UAE, including in December a specific business forum on investment and prospects of international 
business partnership with Russia, which concentrated on energy, technology, finance and investments, 
urbanism, space, transport, climate, education, medicine, and healthcare. 

The two countries have also established a project management office, to support the development of 
partner relations between the countries that provide steps in executing joint projects in various economic 
sectors. These initiatives are developing and fit in with the UAE’s need to diversify and expand its own 
economic and investment reach.

An example of this new cooperation is that UAE and Russia signed an MoU on hydrogen technology. Both 
parties have agreed to collaborate in the manufacture of equipment, especially that used in the production, 
liquefaction and use of raw hydrogen and fuel mixtures that use hydrogen as a main element. 

The UAE Ministry of Industry and Advanced Technology (MoIAT) signed a MoU with the Ministry of Industry 
and Trade of the Russian Federation to bolster industrial collaboration in hydrogen fuel technology. In line 
with their common objective to develop sustainable and reduced or emission-free energy sources, as well 
as achieve a carbon neutral industrial sector while ensuring its continued growth, the collaboration will 
explore ways of supporting the production, storage, and transportation of hydrogen fuel. 

https://erdc.ru/en/about-tor/
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The UAE has made significant developments in its hydrogen production, reaching approximately 300,000 
tons annually through ADNOC’s downstream facilities. Furthermore, Mubadala, ADNOC, and ADQ 
established the Abu Dhabi Hydrogen Alliance to develop a roadmap to accelerate the UAE’s adoption and 
use of hydrogen in major sectors. 

Another pioneering initiative is the Green Hydrogen project at the Mohammed bin Rashid Al Maktoum 
Solar Park in Dubai, a first-of-its-kind project in the MENA region developed in collaboration with DEWA, 
Expo 2020 Dubai and Siemens Energy. 

A significant potential for cooperation between Russia and the UAE can be revealed in multi-vector 
cooperation in the design and production of equipment for liquefaction, storage, and transportation of 
hydrogen, as well as in the development of international and harmonization of national standards in this 
area. 

This fits in with the global importance of searching for low-carbon, but energy-intensive and universal 
technological solutions. The UAE and Russia have instigated 41 projects on low-carbon and carbon-free 
hydrogen and ammonia, and are intent on developing the hydrogen sector through knowledge sharing 
and technology exchange. 

That collaboration expressly details the manufacture of equipment, and in particular that used in the 
production, liquefaction and use of raw hydrogen and fuel mixtures that use hydrogen as a main element. 
In addition, both Russia and the UAE will develop international standards for hydrogen and align relevant 
specialized industry standards. Russia has already been placing hydrogen powered rail engines into 
service, and these are expected to become an in-demand, globally important technology for use in 
developing new rail routes where electrification is either too costly or impractical.   

Furthermore, the MoU encourages bilateral investments in hydrogen energy, the seeking of each other’s 
counsel, and the establishment of a private-sector network across both countries that will promote joint 
developments and the exchange of data and analysis.

Northern Sea Passage

DP World and Rosatom have also signed a JV agreement for transport and logistics capacity along the 
Northern Sea Passage (NSP), the Russian Arctic route between Asia and Europe. Under the terms of the 
agreement DP World and Rosatom will invest in, build and operate transport and logistics capacity along 
the NSP, which when operational will cut up to 19 days from the journey time from Southeast Asia and 
Northwest Europe. 

One third of global trade flows between Asia and Europe, and saving shipping time will significantly reduce 
CO2 emissions. Critically the width and draft of vessels are not an issue along the Northern Sea Passage, 
which is via the Suez Canal. To open the route to sustainable commerce, a comprehensive development 
program will be performed, including the development of ports  and transport links along Russia’s Arctic 
coast to sustain economic activity. The pandemic highlighted significant challenges in the supply chain, 
with many cargo owners struggling to find containers to move their goods. Diversification and disruption 
of traditional routes and methods are required to sustain growth and build back confidence.

This article includes commentary extracted from Zawya, and DP World.

https://www.russia-briefing.com/news/russia-developing-hydrogen-powered-railway-locomotives.html/
https://www.russia-briefing.com/news/new-upgrades-for-russian-arctic-sea-ports.html/
https://www.russia-briefing.com/news/new-rail-infrastructure-plans-russia-signs-off-new-northern-sea-passage-developments.html/
http://www.zawya.com
http://www.dpworld.com
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RUSSIA - IRAN

Russia and Iran signed a 20 year cooperation agreement in December 2021, based upon, and enlarging 
the Treaty on the Basis for Mutual Relations and Principles of Cooperation between Russia and Iran, signed 
in March 2001, and which has been automatically extended every five years. The Russia agreement will 
operate almost concurrently with a similar agreement Iran signed with China in March 2021, and will boost 
significant infrastructure developments throughout the country. 

Despite significant US sanctions against it, Iran’s GDP is US$490 billion, similar in size to Belgium or Thailand. 
GDP per capita is about US$2,300 amongst a population of 84 million. A combination of Chinese and Russian 
infrastructure development will help replace decaying assets due to the countries sanctions problems and 
ensure that Iran’s huge mineral oil and gas assets – it owns 12% of global reserves – flow east instead of 
west. Russian technical expertise is being drafted in to assist - another area where joint projects assist 
Chinese supplies. 

In terms of rebuilding Iranian infrastructure, Iran, China and Russia are in negotiations to rebuild and 
develop  116 Iranian airports in a project that is expected to last much of the decade.

Iran is a key part of the multimodal International North-South Transportation Corridor (INSTC) with 
its ports at Chabahar on the Arabian Gulf and Anzali on the Caspian Sea, through which products can 
be shipped to and from Russian and Iranian markets, and for Russian exports from its Caspian Lagan Port, 
onwards to markets in East Africa, the Middle East, India, and South Asia. 

Iran’s FTA with the Eurasian Economic Union should also be taken seriously. Russia is responsible for about 
93% of all EAEU trade, with Iran’s non-energy exports to the bloc up 93% in 2021 over 2020. That is additionally 
reflected in Caspian shipping, where both countries have also agreed to increase maritime volumes and 
invest in new roll-on, roll-off vessels servicing the Iran-Russia maritime route. Additional discussions are in 
place concerning the feasibility of the proposed Iran-Afghanistan-China railway, a spur from the INSTC 
routes that would head East and bisect Afghanistan, linking up with Pakistan’s CPEC and national rail system.

Iran also became a full member of the geopolitical Shanghai Cooperation Organisation, which also includes 
China and Russia in addition to the Central Asian nations and Afghanistan, where its regional expertise and 
energy can assist in settling the country down. It will also help avoid regional conflicts and promote inter-
regional trade: other members include India and Pakistan.

Iran’s President Raisi was in Moscow in January to seal these trade agreements, and since the Ukraine 
situation has been negotiating with Russia concerning settlement of oil exports in rubles, an increase in 
trade, and alignment in banking and other financial services. Bilateral trade between the two nations rose 
81.7% in 2021 over 2020, topped US$4 billion, according to data released by Russia’s customs. This is a trend 
that can be expected to continue.   

Meanwhile, in 2021, Iran, which was itself cut off from the SWIFT banking network in 2019, saw its exports of 
‘technical services’ increase 400%, partially as a result of the China-Russia cooperation agreements and the 
impact of the FTA it has with the EAEU. That may be food for thought as to the extent of sanctions and the 
implications of putting them in place. They have moved Iran towards China, India, Russia and a far wider, 
Eastern economic space.

https://www.silkroadbriefing.com/news/2022/02/02/china-russia-negotiating-to-build-and-develop-next-generation-of-iranian-airports/
https://www.silkroadbriefing.com/news/2022/02/02/china-russia-negotiating-to-build-and-develop-next-generation-of-iranian-airports/
https://www.silkroadbriefing.com/news/2021/03/29/the-suez-canal-alternative-the-international-north-south-transportation-corridor/
https://www.silkroadbriefing.com/news/2020/11/13/anzali-free-trade-zone-emerging-irans-gateway-on-the-caspian-sea/
https://www.silkroadbriefing.com/news/2022/02/23/iran-afghanistan-rail-plans-to-connect-with-china/
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The International North-South Transportation Corridor 

Meanwhile, Iran is a vital component part of the International North-South Transportation Corridor (INSTC). 
This multi-modal supply chain was originally an Iranian-Indian venture, which included significant Indian 
funding to develop the southern Iran port of Chabahar on the Persian Gulf. The intent was to use it as a 
conduit for expanding Indian-Iranian trade given that Pakistan lies between them and routinely delays 
Indian cross-border land transit.

Today though, the INSTC has developed into a gigantic regional supply chain web which will revolutionize 
connectivity between Central and South Asia, with onwards implications for Europe too. From Iran’s 
southern ports at Bandar Abbas and Chabahar, road connection - to be supplanted by rail from 2023 - can 
move containers to Iran’s northern, Caspian Sea ports at Anzali and Rasht. We can describe what this means 
as follows:

Afghanistan

A spur of the trans-Iranian railway will also head back east to the border with Afghanistan. It is hoped that this 
will reconnect Afghan-Indian trade in addition to spur industrial and trade development and connectivity 
into a new era for Afghanistan. Although much remains to be done to secure and settle security within the 
country, plans are already being made with drafts for an Iran-Afghanistan-Pakistan railway already on the 
drawing board, with potential additional connectivity through to China.

https://www.silkroadbriefing.com/news/2022/02/23/iran-afghanistan-rail-plans-to-connect-with-china/
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Europe

Russia

Central Asia 

Summary

Iran’s Caspian Sea ports are less than 200km from Azerbaijan’s Baku Port, from where rail connections run 
west through to Georgian and Turkish Black Sea ports, with onward maritime connectivity to EU seaports 
in Bulgaria and Romania. This route has taken on greater geopolitical and supply chain importance as a 
southern route from Asia to Europe given Russian port sanctions on the usual Kazakhstan-Russia-Belarus-EU 
rail network, and also offers an alternative to the longer Suez Canal route. This is likely to have significant 
political advantages for Iran as it therefore becomes a focal point for Asian-European trade. 

Russia has Caspian Sea ports at Lagan and Astrakhan and will be able to both import and export products 
from these to other Caspian seaports in Azerbaijan, Iran, and Central Asia, while also offering via the INSTC 
access to markets in East Africa, the Middle East, India, and South Asia. 

Kazakhstan’s three port complexes at Aqtau all offer direct connectivity to China, while Turkmenistan’s 
Turkmenbashi port is developing as a significant rail connectivity hub through to Uzbekistan, regionally 
important as it has highly prized trade agreements with the EU and UK. It is also possible to connect directly 
with China from Turkmenistan’s rail network, the first direct container rail from Ashgabat to Western China, 
loaded with 42 containers of Turkmeni Gypsum, arrived on March 27.

Iran is now key to the continuation of relatively unimpeded European-Asian trade and supply chains flows 
and has shown the wisdom of China and India in creating alternative routes to the northern rail transit 
via Kazakhstan to Russia and the EU, at least while sanctions remain in position. A potential sticking point 
however is again the United States - it has heavily sanctioned the country, also disconnected it from the 
SWIFT banking network and remains at loggerheads with the Government over nuclear energy facilities, 
an issue that has also angered some of Iran’s allies, such as Pakistan and India who would gain from an 
Iranian atomic energy resource. This means that in some respects, an underlying strategic movement to 
disconnect Europe from Asia and tie it completely to the United States would be a veto or interference with 
the Iranian routes. Should that happen, this will signal the end of globalization and the ushering in of a new 
East-West divide.

This article includes commentary extracted from Russia Briefing, and Silk Road Briefing.

https://www.silkroadbriefing.com/news/2022/03/28/kazakhstans-caspian-sea-port-volumes-up/
http://www.russia-briefing.com
http://www.silkroadbriefing.com
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RUSSIA - PAKISTAN

Pakistan’s Russian-Built Gas Pipeline

Pakistan plans to finalize a Russian-built gas pipeline despite international pressure to isolate Moscow 
economically, as Islamabad searches for alternatives to ease a domestic energy crunch. Islamabad has 
strained ties with the west after refusing to condemn Moscow’s invasion of Ukraine. Pakistan’s Prime Minister 
Imran Khan, together with other Ministers, met with Vladimir Putin and Russia’s Foreign Minister in Moscow 
the day the Ukraine conflict broke out.

Finance minister Shaukat Tarin told the Financial Times that a deal with Russia to build the multi-billion dollar 
Pakistan Stream pipeline “is almost done”. Known as the “North-South” project, it will transport liquefied 
natural gas from the southern port city of Karachi to Pakistan’s north. “We need a gas pipeline to transport 
LNG from south to north. That’ll become almost essential for us in the next two or three years,” he said. 
“Either there’s an alternative for us or we’ll go ahead with this deal. This is the best alternative as of now, and 
this was obviously done before Ukraine.” 

Pakistan, a Western ally during the cold war and during the post-2001 “War on Terror”, has refused to condemn 
Russia’s invasion of Ukraine despite public pressure from the West. The EU, UK, Australia, and others “urged” 
Pakistan to condemn Russia in a UN General Assembly vote. Pakistan abstained from the vote, with Prime 
Minister Imran Khan attacking the western countries at a campaign rally for treating Pakistanis like “slaves” 
during colonial times. Khan said he “regretted” the Ukraine conflict but wanted to remain neutral. Islamabad 
has drifted closer to Moscow in recent years, partly as authorities look for ways to shore up energy security 
and believe jeopardizing ties with Russia would be too costly. 

While Pakistan produces gas, in recent years it has also started importing from the Gulf as energy demands 
rise. Khan visited Moscow on the same day Russia invaded Ukraine last month, the first visit by a Pakistani 
premier in more than 20 years. 

Tarin said he hoped Russian officials would soon visit the country to finalize the deal for the Pakistan Stream 
pipeline following Khan’s Moscow visit. The pipeline, to be built by a collection of Russian companies, is 
estimated to cost more than US$2 billion. Pakistan has been critical of US energy policy included the latest 
surge of oil & gas prices, which have affected Pakistan “very negatively” leading to Islamabad calling for 
Washington to unlock alternate energy sources, he said. Energy makes up about a quarter of Pakistan’s 
import bill.

Iranian Sanctions Impact 

Tarin also added that a nuclear deal between the US and Iran would allow Islamabad to revive a plan to 
build a pipeline delivering gas directly from Iran to neighbouring Pakistan, currently suspended because 
of US sanctions on Tehran. “If there’s a deal… this is the cheapest option. It’s next door,” he said. “It’ll be very 
good for us.” Tarin said it was “only fair that people should respect” Pakistan’s “neutral” stance. The West “have 
been our allies for a very long time. We’re listening to them, but we told them, ‘Listen, we don’t believe in 
taking sides. We’re with you as much we are with China and other nations.” 

Geopolitically, the Russia-Pakistan issue is also having the effect of bringing Pakistan and India closer 
together as both share common interests with Russia, and China. 

All are involved in the TAPI gas pipeline which runs from Turkmenistan, Afghanistan, Pakistan, and India, 
while China is heavily involved in the CPEC Belt and Road Initiative projects which aim to provide Pakistan 
with enough access to energy (with Russian assistance) and allow the country to industrialize.
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India is a significant buyer of Russian military equipment and is also a client state in purchasing LNG 
from the Russian Arctic, these supplies being send via the Chennai-Vladivostok maritime route from joint 
Russian-India investments in Yamal. China is also interested in the joint Iran-India North-South International 
Transport Corridor (INSTC) which extends from Western India to Iran’s south coast, transits Iran to the 
northern Caspian Sea ports at Rasht and Anzali and provides access to Europe by rail from Azerbaijan’s Baku 
Caspian Sea Port. That route has become significant for China as a southern European access supply chain 
in light of Russian and Belarussian Ports with the EU being sanctioned and closed to trade. 

These developments have seen a flurry of Chinese diplomatic activity the past week with the Chinese Foreign 
Minister Wang Yi meeting Pakistani officials at the Organisation for Islamic Cooperation annual meetings 
in Islamabad last week, invitations sent to Azerbaijan and Armenia to upgrade their Shanghai Cooperation 
Organisation armenia-azerbaijan-being-considered-for-shanghai-cooperation-organisation-observer-
status/ status to full dialogue partners, hold meetings (as did Russia) with the ruling Taliban in Kabul, 
and meet with India’s Foreign Minister in New Delhi to commence a better level of mutual relationships 
following several years of border conflicts. The signs of a rapprochement between China and India are 
encouraging.

If so, this raises the prospect of a relatively united China-Pakistan-India-Russia bloc in South Asia that has 
the collective potential to be  serious regional rival to Western trade and investment interests and one that 
would nullify the impact of Western sanctions both on Russia today and provide some form of protection 
against potential sanctions upon the bloc should the United States attempt to do so.

Pakistan is a major recipient of Chinese funding and infrastructure development as part of the China-
Pakistan Economic Corridor (CPEC). That project provides Pakistan with contemporary seaport facilities at 
Gwadar, opening onto the Persian Gulf and into the Indian Ocean, as well as connecting the country by 
improved road and rail to the north and towards the border with China’s Xinjiang Province. This is being 
augmented with significant energy and power infrastructure, much of which has its origins in Russian 
energy infrastructure and capacity building in Iran and elsewhere in the Middle East. 

As a result, new manufacturing and production capabilities are starting to emerge, including development 
and free trade zones to encourage foreign investment into these facilities. It is already possible to transit 
from Gwadar to both Afghanistan and into China’s Xinjiang Province by road across the CPEC routes, these 
capabilities will only increase when much planned rail connectivity from Pakistan to Kabul and other 
Afghani cities can be realized, together with the long held dream of connecting Pakistan’s national rail 
system to China’s across the Khunjerab Pass.

China’s Foreign Minister, Wang Yi as we noted above, also visited Kabul last week and has subsequently 
stated that China would be open to extending the CPEC project into Afghanistan. This would make Pakistan 
a central geopolitical pillar in Central and South Asia with plenty of opportunities for the country to develop 
new regional supply chains.

This article includes commentary extracted from the Financial Times. 

https://www.silkroadbriefing.com/news/2022/03/24/wang-yi-at-the-organization-of-islamic-cooperation-china-is-investing-us400-billion-in-muslim-belt-and-road-initiative-projects/
https://www.silkroadbriefing.com/news/2022/03/24/armenia-azerbaijan-being-considered-for-shanghai-cooperation-organisation-observer-status/
https://www.silkroadbriefing.com/news/2022/03/24/armenia-azerbaijan-being-considered-for-shanghai-cooperation-organisation-observer-status/
https://www.silkroadbriefing.com/news/2022/03/26/chinas-foreign-minister-visits-kabul-to-meet-taliban-government/
https://www.india-briefing.com/news/china-strikes-conciliatory-tone-with-india-as-new-asian-geopolitical-alliances-begin-to-emerge-in-wake-of-russian-issues-24617.html/
http://www.ft.com
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RUSSIA - INDIA

India’s Partnership/Deals with Russia: Keeping Options Open

Weapons

With the Ukraine conflict about to enter its second month, Asian geopolitics have been turned upside 
down. India, along with several other Asian nations, has refused to get involved and has abstained from 
UN votes against Russia in recent weeks. The reasons for this are to do with recently improving trade and 
geopolitical relevance between the two countries. 

In fact, India and Russia have recently signed more than two dozen deals across a variety of sectors. The 28 
agreements concluded Russian President Vladimir Putin’s visit to New Delhi and meeting with Indian Prime 
Minister Narendra Modi during the 21st India-Russia annual summit in December 2021, which was based 
itself on previous meetings between the two countries foreign ministers, and Modi’s visits to Moscow, 
Sochi, and Vladivostok over the past three years. Both Putin and Modi appear to have a reasonably close 
personal rapport. 

The deals cover a wide range of areas including trade, energy, science and technology, education, and 
intellectual property. India and Russia have also signed a program of cooperation in the field of defense for 
the next ten years, 2021 to 2031, and have also set targets for US$30 billion in trade and US$50 billion in 
investment by 2025.

India’s foreign secretary said Russia has started delivering its long-range S-400 surface-to-air missile defense 
systems to India, based on a deal the two countries signed in 2018.

Putin’s December visit to India came at a time when both countries relationships with the United States were 
strained. The meeting between Modi and Putin demonstrated that India wants to keep its options open, 
according to Richard Rossow, the Wadhwani chair in U.S.-India policy studies at the Center for Strategic 
and International Studies. “India is concerned about the reliability of the United States as a partner, not just 
in the defense space, but also about religious tolerance and human rights in India,” Rossow told CNBC’s 
“Squawk Box Asia”. “While I think they have a majority of their eggs in the United States’ basket, if you look all 
around — but on defense at least, where they need strategic technology — they want to make sure they 
keep options open,” he said.

Moscow, on the other hand, wants to ensure that no one country, including China, has hegemony across 
Asia, Rossow explained. “So, I think both have overriding strategic interests, irrespective of the relationship 
with the United States and others,” he added. In a joint-statement, India and Russia said they intend to 
“upgrade the defence cooperation, including facilitating joint development and production of military 
equipment, components and spare parts, enhancing the after-sales service system, progress towards 
mutual recognition of quality control and regular joint exercises of the Armed Forces of the two countries.” 

Russia is still one of India’s largest arms suppliers. Around 23% of Russian arms exports between 2016 
and 2020 went to the South Asian country, according to a report from the Stockholm International Peace 
Research Institute. Foreign Secretary Shringla has stated that Russia has started delivering its long-range 
S-400 surface-to-air missile defense systems to India, based on a deal the two countries signed in 2018. 
“Supplies have begun and will continue to happen,” he said, adding, “It is important to note that, whether 
it is us or Russia, we conduct an independent foreign policy, and I don’t think we need to look at our 
relationship in the light of any other relationship that is there.” 
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Energy
India is also negotiating investments of between US$2-3 billion in Russian oil and gas exploration and 
production projects with the Russian government, with Moscow offering several oil and gas fields to India’s 
natural resources exploration firm ONGC Videsh and to any potential consortium it may form for the project. 

The countries are also in talks over India’s investment in oil and gas exploration projects in the Arctic, 
including the development of the Vostok Oil project. The project’s annual crude production could be up 
to 100 million tons, according to preliminary estimates. Three Russian Far Eastern regions, namely Yakutia, 
Sakhalin Oblast and Amur Oblast, have so far shown interest in investment by India in their oil and gas 
sectors, with negotiations continuing. 

Russia has asked India to increase its investments in the sanctioned country’s oil and gas sector, as well as to 
develop Russian companies’ sales networks in Asia’s third-largest economy. Since the Ukraine conflict broke 
out, Russian oil producers are offering a 25-27% discount on dated Brent crude prices. Rosneft, Russia’s 
state-owned oil company, is already one of India’s largest crude suppliers, and together with the Indian Oil 
Corporation signed a contract for the supply of up to 2 million tonnes of oil to India through Novorossiysk 
Port on the Russian Black Sea by the end of 2022. That would be accessible via the INSTC.

India has been attempting to diversify its oil import sources away from the Middle East by turning, in part, 
to Russia. Discounted oil will clearly be a blessing for India’s economy at a time when global crude prices 
have risen to their highest levels since 2008.

Shipbuilding and the Northern Sea Passage 

Fertilizers & Free Trade

India has also shown interest in potential for shipbuilding activities in Vladivostok and Gujarat in Western 
India for design and building of the next generation of oil and gas tankers. Prime Minister Modi was the 
chief minister of Gujarat from 2001 to 2014, with the area having shipbuilding yards with an eye on not just 
Arctic capable shipping but also to service the International North-South Transportation Corridor (INSTC) 
requirements. The INSTC is a Suez Canal alternative route running maritime from Mumbai to Iran then 

But this partnership could potentially lead to sanctions from the United States under a 2017 law aimed 
at dissuading allies from purchasing Russian arms. The two countries have also signed a deal to locally 
manufacture more than 600,000 Russian AK-203 assault rifles in India. In recent years, India has stepped up 
its purchases of military equipment from the United States, but a majority of its defense inventory is still of 
Russian origin. Last year, the U.S. signed a deal with India that would allow New Delhi to access U.S. satellite 
data crucial for targeting missiles and other military assets. 

India’s Foreign Secretary Harsh Vardhan Shringla said the two countries had signed other investment 
pacts, including deals on steel, shipbuilding, coal, and energy. He added that a 2018 contract for the S-400 
missile systems was currently being implemented. Putin traveled to India with Russia’s defense and foreign 
ministers in a visit that saw the two countries reinforce their ties with a military and technical cooperation 
pact until 2031 and a pledge to boost annual trade to US$30 billion by 2025. 

Russian oil company Rosneft said it signed a contract with Indian Oil to supply up to 2 million tons of oil 
to India by the end of 2022. The countries also signed a MoU for Russia to send an uninterrupted supply of 
coal to India to support its steel production, among other deals. Putin and Modi also discussed the situation 
in Afghanistan, voicing their commitment to ensure that the country will never become a safe haven for 
international terrorism.
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Current Geopolitics 

India has been supportive of Russia during the Ukraine conflict and has either abstained or voted against 
various anti-Russia votes put forward at the United Nations. Washington has threatened sanctions, but at 
present these would probably represent a step too far for global market stresses. The two countries have also 
declared an interest in developing non-dollar payment mechanisms and establishing ruble-rupee payment 
corridors. Another interesting dynamic is that Pakistan, traditionally an Indian foe, has praised India for its 
Russia stance and has also aligned itself with Moscow – a rare example of India and Pakistan sharing similar 
regional interests. An EAEU-India Free Trade Agreement meanwhile would be a game-changer.

This article includes commentary extracted from CNBC, CNN, the India Tribune, WIONews, Gulf News, 
and India Briefing.

multimodal north through Iran and onto Caspian Sea Ports to both Central Asia, the Caucasus and Europe. 
This ‘Southern’ route is likely to prove popular as it allows goods transit from the EU to Asia without the need 
to transit via Russia. India has also established the Vladivostok-Chennai maritime corridor with extensions 
through to Mumbai with India and Russia collaborating on Indian Ocean transportation routes to supply 
India and Southeast Asia with LNG supplies from the Yamal fields in the Russian arctic - along the Northern 
Sea Passage.

India has also shown interest in sourcing organic fertilizers from Russia, an interesting development in view 
of the fact that New Delhi has stated its intention for India to develop as a major grain and wheat exporter 
given disruptions to the global supply chain created by the Ukraine conflict – both Russia and Ukraine are 
major wheat suppliers. India is rolling out measures during 2022 to try and take advantage include ensuring 
that government approved laboratories adequately test the export quality, making additional rail wagons 
available, and working with port authorities to give priority to wheat exports. India has an advantage of 
surplus stocks at home and a sharp rise in global prices. So far, the organisation appears to be on track. 
Indian wheat exports picked up in 2021 to reach 6.12 million tonnes, up from just 1.12 million tonnes the 
previous year. A 2022 target is believed to be the export of 10 million tonnes of wheat after the new season 
harvest in June/July.

India has also been in discussions with the Eurasian Economic Union (EAEU) trade bloc, of which Russia is 
responsible for about 90% of all trade. The EAEU also includes Armenia, Belarus, Kazakhstan, and Kyrgyzstan. 
An EAEU FTA agreement would be useful for India as it is unlikely Indian manufacturers supplying the 
domestic market would endure serious competition in their own backyard from Russian exporters, a fear 
that led to India pulling out of the RCEP agreement in 2020 following concerns about Chinese exporters 
competing with India’s domestic manufacturers. Such an agreement - when India has just the past week 
stated that it will not be holding any further discussions concerning RCEP membership - can be expected 
to see Russia-India trade rise almost immediately to significant levels. That is especially true in areas, such as 
automotive and other mechanical engineering as well as IT, that could replace EU exports to Russia. India 
has the capability of making up a large proportion of that sourcing shortfall.

http://www.cnbc.com
http://www.cnn.com
http://www.tribuneindia.com
http://www.wionews.com
http://www.gulfnews.com
http://www.india-briefing.com
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RUSSIA - CENTRAL ASIA

Kazakhstan 

The Central Asian countries (we have included Mongolia in this mix) have a long association with Russia due 
to their common Soviet-era history, and remain trade linked via both the Commonwealth of Independent 
States (individual free trade agreements) and in some cases, the Eurasian Economic Union (a full free trade 
bloc). All are recipients of huge amounts of Russian and China Belt and Road Investment, as well as being 
members of the Shanghai Cooperation Agreement, a geopolitical bloc that handles regional security and 
trade issues. Afghanistan, in the centre of the region, remains both a threat and an opportunity for all. 
However, improved connectivity and increasing trade ties are being to have an effect as the region becomes 
more closely integrated, with energy again a major driver yet with the potential to underpin manufacturing 
capabilities. We also look at China’s Xinjiang Province in this section as it is an important part of Russia’s 
relations with China and Central Asia.

Kazakhstan is both a member of the CIS and the EAEU, and an important transit component both for energy 
supplies to China from Russia but also in transit trade between China and the EU.  15,000 trains travelled 
between China and the EU in 2021, with the majority being routed via Kazakhstan and onto ports in Russia 
and Belarus prior to continuing their journey to Europe. With Belarus and Russian ports now sanctioned, 
some 1 million containers are now grid-locked having been barred from entering the EU, a position that 
will take months to resolve.

There are other options. Kazakhstan’s Caspian Sea Port at Aqtau will certainly boom, however will need 
infrastructure and expansion investment to do so - from Aqtau the Caspian maritime routes to Azerbaijan’s 



•   THE CHINA - RUSSIA - MIDDLE EAST ECONOMIC CONUNDRUM  |  © 2022 ASIA BRIEFING 27

Asia investment research 

Baku Port can be utilized for onward transit via rail through the Caucasus and via either Georgia or Turkey 
to the Black Sea and maritime transit to EU ports in Bulgaria and Romania. This route though is not without 
current bottlenecks and will again require investment to get up to speed. At present, Chinese, and Asian 
products bound for EU markets are using the time-honored Suez Canal route - but this is both more time-
consuming, polluting, and expensive. 

As an aside, the West’s sanctions on Russia and the massively increased use of shipping from Asia and the 
United States to service supply chains to the EU have blown all COP26 agreements out of the water. 

This puts Kazakhstan in something of a quandary, with a reduction of transit fees and a redundancy of 
some logistics infrastructure and investment. However, plans are afoot. Kazakhstan, Azerbaijan, and Georgia 
are creating the ‘Eurasian Rail Alliance’  to better coordinate and facilitate rail logistics between them 
and improving time, gauge differences turnover and shipping efficiencies to better use the Kazakh-Azeri-
Georgian multimodal route.   

In terms of Russia, interconnectivity between Caspian Sea Ports at Astrakhan and Lagan remain intact, as 
does rail transportation to China and other Central Asian markets. The economy has rebounded in 2021, 
and after social unrest issues and subsequent political reforms being introduced, the country appears to 
be following a more open plan of reforms and development. That would be attractive to some Russian 
manufacturers, looking to relocate certain manufacturing businesses out of sanctioned Russia and into 
Kazakhstan. 

Russian-Kazakh bilateral trade reached US$19 billion in 2020, with Russia exporting gold, petroleum and 
automotive products and Kazakhstan exporting Iron ore and other minerals. In the year 2020-21 bilateral 
trade increased @35%. Kazakhtan’s trade with the EAEU also improved in 2021, with this continuing. January 
2022 trade figures showed a 29% increase.  

Kazakhstan’s trade with the European Union has also increased, although a dip can be expected given 
the Russian sanctions and rail transit issues. Kazakhstan and the EU signed an Enhanced Partnership and 
Cooperation Agreement (EPCA), which entered into force on 1 March 2020, and this has also helped boost 
bilateral trade. Italy, Netherlands, and France were the largest traders with the country.

Turkmenistan

Turkmenistan has always kept its cards close to its chest and has preferred to maintain a strict policy of 
neutrality. Consequently, it has opted not to join the numerous regional alliances, although it is a permanent 
guest to the Shanghai Cooperation Organisation. It has developed an importance in regional trade and 
development however in recent years; at it shares a long border with booming, yet landlocked Uzbekistan, 
a border with Afghanistan, and has a Caspian Sea Port at Turkmenbashi. 

That means it has transit potential as a spur of the INSTC to reach into Uzbekistan and later, Afghanistan, 
and connect Uzbekistan in particular to the EU markets (see the Uzbekistan entry for further details). China, 
as ever interested in connectivity infrastructure, sees huge opportunities in developing Turkmenistan’s 
road and rail infrastructure while the country is also developing alternative energy resources such as 
solar power (70% of the country is desert) and wind farms. Turkmenistan is also the energy source of an 
important Central Asian energy route, the TAPI gas pipeline which transits Afghanistan, reaches into Pakistan 
and will terminate in India. That is of great regional significance as Afghanistan requires energy resources 

https://www.silkroadbriefing.com/news/2022/03/10/kazakhstan-azerbaijan-and-georgia-to-establish-eurasian-rail-alliance-joint-venture/
https://www.silkroadbriefing.com/news/2022/02/06/chinese-companies-to-invest-in-turkmenistans-growth-development-transit-cargo-industry/
https://www.silkroadbriefing.com/news/2022/02/06/chinese-companies-to-invest-in-turkmenistans-growth-development-transit-cargo-industry/
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to reconstruct as does Pakistan in its desire to industralize. Russian energy companies have long been 
active in the country, providing technical support. Those paths to Afghanistan have already begun as peace 
descends, with Turkmenistan building an industrial processing park on the border at Serhetabat that will 
extend infrastructure to Afghanistan’s Herat, a key commercial hub and vital in reconstructing the country.    

Russian trade with Turkmenistan is just under US$1 billion per annum, with trade mainly in industrial 
pipelines, with some shipping and agricultural trade in the mix. 

Uzbekistan

Uzbekistan is something of a pioneer in Central Asia, having embraced market reforms and opening up 
since the death in 2016 of the hardliner President Islam Karimov. Those reforms appear to have been well-
thought out, and progressive. Uzbekistan is a member of the Commonwealth of Independent States (CIS) 
which means it has bilaterally arranged free trade agreements with other CIS members, including ties 
with Georgia. This has developed some significance, as Uzbekistan also has a ‘Deep and Comprehensive 
Trade Agreement’ with the European Union (as does Georgia) and the UK. The upshot of this is that Uzbeki 
exports to Georgia are up 88% in the first two months of 2022 as Georgia is positioning itself an an EV 
auo manufacturer with EU markets in its sights. Uzbeki components are a large part of that, with goods 
exported via Turkmenistani ports through to Baku and onto Georgia. China’s BYD are a major player in 
Georgian EV production. 

The country has recently become an Observer to the Eurasian Economic Union, suggesting a free trade 
agreement is being evaluated. In Central Asia, that would give free trade access to Kazakhstan, Kyrgyzstan 
and Russia. Uzbekistan is also a member of the Shangahi Cooperation Organisation. Reforms meanwhile 
are continuing, with the country announcing earlier this month (March 2022) that it would embark on a 
programme of reform and development of its State-Owned Enterprises. Key to this has been the experience 
of China, who is Uzbekistan’s largest trade partner closely followed by Russia. Uzbeki 2021 exports rose 
by 34.4%.  

Part of Uzbekistan’s appeal lies in its reserves and existing technologies which make it ideal for EV production 
capabilities. Just prior to the Ukraine conflict, VW Russia had discussions with the Uzbeki government 
concerning the development of EV vehicles in the country. 

Current Russia-Uzbekistan bilateral trade is running at about US$6 billion, with Russian exports making up 
about 2/3 of this. Russia exports lumber, oil, and metals, while Uzbekistan exports gas, ethylene and cotton. 
Bilateral trade has been growing at rates of 6% but this can be expected to increase. In light of the Ukraine 
situation and sanctions on Russia, it can be expected that the relocation of some Russian manufacturing 
capacity to Uzbekistan is likely to occur.

Afghanistan

Afghanistan remains Central Asia’s primary concern and biggest challenge after the 20-year debacle of 
US invasion and subsequent occupation (an irony given the situation in Ukraine). Russia in particular is 
well versed with the complexities having fought its own war against Islamic extremists in the decade 
1979-89. With the Taliban back in power, but with the Americans gone, the Afghanistan question is now 
back in the hands of the regional powers to deal with and has been long planned for - the formation of 
the Shanghai Cooperation Organisation (SCO) in 2001 was partially to prepare the region for such an 
eventuality. The problem with the Taliban is their lack of cohesion and potential to be taken over by even 
more radical Muslim groups such as ISIS. While the Taliban restrict their activities to influence over the 
people of Afghanistan only, groups such as Al-Qaeda and ISIS claim jurisdiction over all Muslims and have 

https://www.silkroadbriefing.com/news/2022/02/16/turkmenistan-looking-at-developing-an-industrial-processing-complex-on-border-with-afghanistan/
https://www.silkroadbriefing.com/news/2022/02/21/uzbekistan-2021-exports-up-34-4-china-the-largest-market-russia-a-close-second/
https://www.silkroadbriefing.com/news/2022/02/21/uzbekistan-2021-exports-up-34-4-china-the-largest-market-russia-a-close-second/
https://www.russia-briefing.com/news/volkswagen-russia-looking-to-set-up-ev-manufacturing-in-uzbekistan.html/
http://eng.sectsco.org/
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declared jihad on all who oppose them. At present, both Russia and China are treading carefully to establish 
exactly who is who within the makeup of the new Taliban government and where subversive elements may 
be. Neither officially recognize the Taliban at this point. 

Today, the potential for peace in the country is the highest it has been for 50 years, as all impacted sovereign 
nations are now part of the official SCO grouping and have seen vested interests in keeping Afghanistan 
stable. This now includes Iran and Saudi Arabia. Assuming this can be achieved, there is the potential for 
national Afghanistan reconstruction, which can take place from several directions.

Just last week, China’s Foreign Minister Wang Yi and Russian counterparts attended the Organisation of 
Islamic Cooperation annual meetings held this year in Islamabad. Afghanistan was prominent on the 
agenda. Immediately after that, separate Russian and Chinese delegations flew to Kabul to discuss security 
and development issues with the Taliban Foreign Minister, Amir Khan Muttaqi. There were several issues 
for conversations, not least renewed work on the strategically important TAPI (Turkmenistan-Afghanistan-
Pakistan-India) gas pipeline, which the Taliban have said they will protect, and which will provide them 
with both energy and transit fees. Alongside that are longer term proposals for rail connectivity from Iran 
through Afghanistan and onto Pakistan, which would link Afghanistan to the INSTC multi-modal network. 
China has also stated that it would be willing to extend its massive CPEC infrastructure project, which 
essentially exists to help industrialize Pakistan, into Afghanistan. Given required security and financing 
issues, measured against peace and productivity, that is more rather than less likely to occur. There is more 
on Afghanistan-BRI potential here.

Russia will also be in the mix with this, providing both security and project assistance, and especially in the 
energy sector. Getting industrialization into Afghanistan and helping hardened warriors convert into skilled 
and semi-skilled machine operators remains the ultimate goal. Russian trade with Afghanistan is small, but 
likely to develop in strategic areas. Russia has been sending supplies of wheat and other foodstuffs into 
the country, with values of some US$151 million in 2020, with Afghanistan exporting agricultural produce. 
Interestingly, Russian supplies of sawn wood have suddenly increased over the past six months, suggesting 
that some basic reconstruction is already underway and pointing to a resurgence of Russian exports of 
construction materials.

Afghanistan is the subject of a Ministerial meeting in China on March 31 that includes all of Afghanistan’s 
neighbors. They will be assessing the current stability of the Taliban Government, and potential internal and 
regional security concerns. Should the situation be considered unstable, additional security and military 
forces can be expected to be deployed. A more positive overview will see financial and reconstruction 
plans being put into place.

Kyrgyzstan is a member of both the Commonwealth of Independent States (CIS) and the Eurasian Economic 
Union (EAEU) although geographically it is closer to China, and shares a long, if mountainous border with 
the PRC. That mountainous terrain has inhibited Kyrgyzstan’s trade capabilities in the past, with access open 
only via high terrain mountain passes. 

Kyrgyzstan’s major exports include gold, cotton, wool, garments, meat, mercury, uranium, electricity, 
machinery, and shoes, its largest markets are China, the UK, Russia, Kazakhstan, Uzbekistan, and Turkey. 
There are mining and smaller opportunities in the fabrics industry. There have been long discussed plans 
to develop rail connectivity between China and Kyrgyzstan through to Uzbekistan, a route which would 
transform the country and open up access to Central Asia and China. Diplomacy has been clearing the 
path: a 30 year old border dispute between Kyrgyzstan and Uzbekistan was resolved in 2021 to allow minds 
to concentrate on improved connectivity issues. 

Kyrgyzstan

https://www.silkroadbriefing.com/news/2022/03/24/wang-yi-at-the-organization-of-islamic-cooperation-china-is-investing-us400-billion-in-muslim-belt-and-road-initiative-projects/
https://www.silkroadbriefing.com/news/2022/03/24/wang-yi-at-the-organization-of-islamic-cooperation-china-is-investing-us400-billion-in-muslim-belt-and-road-initiative-projects/
https://www.silkroadbriefing.com/news/2022/03/26/chinas-foreign-minister-visits-kabul-to-meet-taliban-government/
https://www.silkroadbriefing.com/news/2021/08/17/the-afghanistan-china-belt-road-initiative/


•   THE CHINA - RUSSIA - MIDDLE EAST ECONOMIC CONUNDRUM  |  © 2022 ASIA BRIEFING 30

Asia investment research 

Xinjiang Province

China’s Xinjiang Province is more in the Western news media these days for issues relating to the Uyghurs, 
however the Province, and its capital city Urumqi are important players in Central Asia, including Russia. 
Urumqi is Central Asia’s second largest city after Kabul and certainly its wealthiest.

It is connected by high-speed rail through to China’s national rail network as well as close to the southern 
border with Pakistan, with long held plans to continue the line into Pakistan and terminate at Islamabad. If 
undertaken, that would create rail connectivity with Afghanistan, currently achievable only by road and air. 
To the north, Gas Pipelines pumping Russian gas enter China from Kazakhstan, running alongside the rail 
border at Horgos inland port.

It is likely that trade between China and Russia will increase following Western sanctions on Russia, 
especially in commodities, with Russia’s border with China extending another 3,500 km east through to the 
Russian Port of Vladivostok.  China needs commodities and Russia may have to sell these cheaply. In terms 
of Xinjiang, trade is likely to develop in energy, as well as wheat and other agricultural produce. The issue 
where Xinjiang differs from China’s northern Heilongjiang border and cities such as Harbin is the proximity 
to Central Asia.

Chinese logistics companies in Xinjiang have seen their share prices skyrocket the past few weeks in 
anticipation of increased Russian trade. However, the main longer term influence can be expected to be 
financial: Urumqi is well-positioned to be a regional financial and investment hub for Afghanistan and 
Central Asia, there is already precedence of Sino-Foreign Xinjiang businesses being listed on the Shanghai 
and Shenzhen stock exchanges. With Russia so close, wishing to move east, and Central Asia in need of 
serious amounts of investment capital, Russian corporate investors may soon be making their way to 
Urumqi in search of Chinese partner financing to assist. We certainly see the potential for increased interest 
in Urumqi as a Chinese-Russian Central Asian development hub. This appears to be happening, last week, 
Xinjiang Customs Officials stated that Xinjiang’s foreign trade with Russia for the first two months of 2022 
‘increased significantly’ - a loose term, yet typically deployed by China for gains in excess of 30% growth.

The rail solution however presents obstacles, not least the engineering difficulty and expense - over 
50 bridges and 90 tunnels would require construction with an overall cost estimated at US$4.5 billion. 
Discussions are continuing however it appears a regional financing solution will need to be found. Until 
that time, Kyrgyzstan remains more of a China play, and it has done well from Belt and Road connectivity - 
Kyrgyz foreign trade rose 19.5% in 2021 a significant jump for a relatively small and inaccessible economy. 
Russia-Kyrgyz bilateral trade reached US$1.75 billion in 2020, with energy and metal products being the 
primary Russian exports, and Kyrgyzstan exporting scrap metals, wools and fruit. Meanwhile, Kyrgyzstan’s 
trade with China’s neighbouring Xinjiang Province has risen 34.4% in the first two months of 2022 to reach 
US$1.33 billion, a record high.

Mongolia

Mongolia is not technically part of Central Asia, however its connectivity with Russia, China and Kazakhstan 
make it an important regional component. It is already on the Trans-Siberian rail routes, while plans to built 
Power of Siberia 2 pipelines transiting Mongolia to bring Russian gas to China are already underway. This 
to some extent limits Mongolia’s role to that of transit facilitation, although the country does have huge 
reserves in coal and minerals. Ulaan Baatar’s position since independence from the USSR in 1992 has always 
been to remain politely distinct from both Russia and China, however its ability to provide transport and 
pipelines between the two will accelerate trade and investment.

https://www.silkroadbriefing.com/news/2020/12/10/awaiting-on-kyrgyzstan-to-allow-chinas-railway-through-central-asia-and-to-the-middle-east/
https://www.silkroadbriefing.com/news/2022/02/10/kyrgyzstans-foreign-trade-turnover-up-19-5-in-2021/
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Russia-Mongolian bilateral trade was up 24% in 2021, reaching US$1.8 billion. The main exports of Russia to 
Mongolia were Refined Petroleum, Raw Iron Bars, Railway Freight Cars, Electricity, and Insulated Wire. The 
main imports by Russia from Mongolia were Feldspar, Knit Socks and Hosiery, Knit Sweaters, Other Engines, 
and Railway Freight Cars. It is also worth noting that the two countries have embarked on a series of trade 
initiatives designed to boost this, while the modernisation of the Trans-Mongolian railway is on-going. Over 
the past decade, Russian-Mongolia rail cargo volumes have doubled and are now running at 30 million 
tonnes per annum.

This article includes commentary extracted from Russia Briefing, and Silk Road Briefing.

The Trans-Mongolian Railway. The train covers 6266 km in 4 days to reach Ulaan Baatar, then travels another 
1500 km in 24 hours before terminating in Beijing.

http://www.russia-briefing.com
http://www.silkroadbriefing.com
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RUSSIA - ASEAN

Cambodia

Indonesia

Malaysia

Cambodia is a relatively small ASEAN nation, however Russia’s success with the Vietnamese market (see 
below) is having a spill-over impact. Cambodia is in discussions with Russia over entering into a Free Trade 
Agreement with the Eurasian Economic Union, as Vietnam did in 2015. Such an FTA wouldn’t be huge in 
volumes, but it would allow Russian manufacturers in Asia less expensive sourcing and manufacturing 
options in the wake of increasing operational costs in neighboring Vietnam. Cambodia also has seaport 
access at Sihanoukville.

Apart from lower costs, Cambodia is also well placed to export aquaculture and fruits to Russia, while 
Russia would be able to supply construction materials and automotive investments and is in discussion 
with Phnom Penh over building a nuclear power facility.

According to the Russian Federal Customs Service, exports to Russia from Cambodia last year totaled more 
than US$200 million, while goods moving from Russia to Cambodia amounted to nearly US$20 million. 
Cambodia exports mainly footwear and garments, and some agricultural products, and rubber to Russia, 
while Russia exports mainly vehicles and some pharmaceuticals. Cambodia is seen by some investors as 
a less expensive alternative to Vietnam and Thailand and is also developing as a preferred destination for 
Russian tourists.

Indonesia is a target market for Russia, with high-level Indonesian government and business delegations in 
regular attendance at bilateral forums. The Russian heavy duty truck manufacturer Kamaz has established 
manufacturing operations in the country, while Russia is also interested in the energy sector, including 
the building of a planned US$13.5 billion oil refinery in a JV with Rosneft.

Current bilateral trade is about US$1.9 billion, with Russia exporting metals and fertilizers, and importing 
palm and coconut oils and sheet stainless steel. Trade however can be expected to increase rapidly. 
Indonesia has requested a Free Trade Agreement with the Eurasian Economic Union, with services sector 
trade very much part of this dynamic as the two countries energy components start to interact.

Russian trade with Malaysia has also grown considerably in recent years, up to US$2.2 billion in 2020 from 
US$1.3 billion seven years ago since the annexation of Crimea. Again, this is a growth market with energy 
and agricultural dominating, however there may be potential also in shipbuilding, and especially catering 
for the global shortage of LNG capable vessels. Malaysia exports rubber and electrical equipment to Russia, 
while Russia exports mainly energy products.

Russia has gradually been making inroads into ASEAN ever since it became a dialogue partner with the 
bloc in 1996. ASEAN includes Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, Philippines, Singapore, 
Thailand, and Vietnam, has a middle class population expected to reach 350 million by 2030, a current GDP 
in excess of US$3 trillion and is expected to grow at a compounded annual rate of 5.5% for the next 25 
years. In this article we examine Russia’s trade and geopolitical relations with the primary ASEAN nations 
and the potential for additional development. Several ASEAN nations are keen to develop Russian business 
ties and will entertain the establishment of Russian owned corporate bank accounts.

https://www.russia-briefing.com/news/kamaz-establishes-wholly-owned-subsidiary-indonesia.html/
https://www.russia-briefing.com/news/kamaz-establishes-wholly-owned-subsidiary-indonesia.html/
https://www.russia-briefing.com/news/russia-indonesia-looking-at-eaeu-free-trade-cooperation-sectors.html/
https://www.russia-briefing.com/news/russia-indonesia-looking-at-eaeu-free-trade-cooperation-sectors.html/
http://www.aseanbriefing.com
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Singapore

Thailand

Vietnam

Summary

From heady beginnings two years ago, when Singapore was fast-tracked to Free Trade Agreement status with 
the Eurasian Economic Union, primarily over financial services, the Ukraine situation has proven extremely 
difficult for Singapore to balance and under huge pressure from the United States has withdrawn banking 
and financial services to Russian companies in Singapore, who are now leaving for Dubai. Singapore has 
subsequently been placed on an ‘unfriendly’ list of countries by Russia, with relations not likely to recover for 
some time, and the development of the EAEU Free Trade Agreement now up in the air.

Russia and Thailand set goals in 2020 to expand and develop bilateral trade to US$10 billion by 2023. Russia 
was Thailand’s 30th-largest trading partner last year, with bilateral trade amounting to US$3.13 billion. 
Thai exports to Russia totalled US$958 million, with key export items including automobiles and parts and 
rubber, while imports accounted for US$2.17 billion, led by crude oil, steel, arms and fertilizer.

Thailand has asked Russia to help increase imports of Thai agricultural products such as chicken, shrimp 
and rubber, while Russia has asked the Thai government to support the Mir card for use in Thailand to 
accommodate Russian tourists. About 1.5 million Russian tourists visited Thailand in 2019 prior to the Covid 
pandemic; numbers are once again creeping up.

The real success story in regard to Russian interests in ASEAN lie with Vietnam, who signed a Free Trade 
Agreement with the Eurasian Economic Union in late 2015. That has been a boom to both countries, with 
significant amounts of Russian investment capital (automotive, light manufacturing) entering Vietnam 
alongside huge increases in bilateral trade. GAZ trucks have establsihed a manufacturing facility in Vietnam, 
while the country was one of the first in Asia to license Russia’s Sputnik V vaccine. For their part, Vietnam 
is eying increased exports of aquaculture products to Russia and the EAEU and has targetted the Central 
Asian region has a huge export opportunity. Seafood exports from Vietnam to Russia rose by 72% in 
2021  to reach 21,300 tonnes. Bilateral trade reached US$5 billion in 2020 and this trend, as the FTA evolves 
and is encouraged, can be expected to continue. 

As a result of Vietnam’s experience, Russia and ASEAN are in the process of agreeing a ‘road map’ to free 
trade integration, which if was later finalised would usher in a Free Trade Agreement between the ASEAN 
and EAEU blocs. 

Russia’s inroads into ASEAN, with the exception of the recent sanctions issue with Singapore, have been 
consistent and welcome. The country offers energy supplies into what is the fastest growing region in the 
world, with ASEAN’s energy supply needs growing at double the rates elsewhere. According to the IEA, 
ASEAN’s overall energy demand has grown by 80% the past two decades with this trend expecting to 
continue until 2040. Of the region’s ten countries, the four largest by electricity consumption, Indonesia 
(26%), Viet Nam (22%), Thailand (19%) and Malaysia (15%), make up more than 80% of total demand in the 
region. Put another way - ASEAN needs Russian energy supplies. This more than compensates for the loss 
of the EU markets, and in fact will out-perform it in terms of future demand. 

These energy requirements will open the door to non-energy Russian requirements, with the EU auto 
industry having largely exited the market (44% of all EU product exports to Russia), the way will be clear for 
Asian manufacturers to enter the market. This already became apparent in 2014, when following Crimea 

https://www.russia-briefing.com/news/russian-importers-in-boom-market-for-vietnamese-agriculture-aquaculture-products.html/
https://www.russia-briefing.com/news/russian-importers-in-boom-market-for-vietnamese-agriculture-aquaculture-products.html/
https://www.russia-briefing.com/news/russia-and-asean-agree-roadmap-for-potential-trade-integration.html/
https://www.russia-briefing.com/news/russia-and-asean-agree-roadmap-for-potential-trade-integration.html/
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sanctions, Russia’s fleet of EU manufactured Scania, Mercedes and Volvo public buses were replaced within 
a year by vehicles from Daewoo and King Long. The same can be expected to happen with other electrical 
products from air-conditioners, TVs, laptops, smartwatches, and smart phones.

The prospect for an EAEU-ASEAN FTA might now seem remote given Singapore’s stance, but there is 
every possibility of major ASEAN economies such as Indonesia, Malaysia and Thailand entering into such 
agreements.

Russian tourism is also welcome - Thailand, Indonesia’s Bali, and other South-East Asian countries such as Sri 
Lanka are all benefiting from an influx of Russian emigrees as a result of the Ukraine conflict. Many will stay, 
invest, and develop their own businesses. Russia and the Russians are going to become a new component 
part for ASEAN and beyond for the foreseeable future.

This article includes commentary extracted from ASEAN Briefing, and Vietnam Briefing.

Russia’s heavy duty Kamaz trucks are already being produced in Indonesia, complete with sales and service 
support infrastructure. 

http://www.aseanbriefing.com
http://www.vietnam-briefing.com
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RUSSIA - CHINA

Surging Trade As Bilateral Relations Grow Closer

Energy

China and Russia have grown increasingly close in recent years, including as trading partners, in a 
relationship that brings both opportunities and risks as Russia reels from tough new sanctions led by the 
West in response to its invasion of Ukraine. Total trade between China and Russia jumped 35.9% in 2021 last 
year to a record US$147.9 billion, according to Chinese customs data, with Russia serving as a major source 
of oil, gas, coal and agriculture commodities, and running a trade surplus with China. 

Since sanctions were imposed in 2014 after Russia annexed Ukraine’s Crimea, bilateral trade has expanded 
by more than 50% and China has become Russia’s biggest export destination The two were aiming to boost 
total trade to US$200 billion by 2024, but according to a new target unveiled last month during Russian 
President Vladimir Putin’s visit to Beijing for the Winter Olympics, the two sides want bilateral trade to grow 
to US$250 billion. 

It should be noted that the two men enjoy close personal relations, as evidenced at meetings and anecdotes 
the pair shared with the floor at the 2018 St. Petersburg International Economic Forum, with tales of Putin 
serenading Xi Jinping at the piano during private gatherings at Putin’s Dacha in Moscow. The relationship 
goes deeper than pure business and has manifested itself in an understanding of global geopolitics and 
especially a growing distrust of the United States. Shared experiences of sanctions and tariff wars with 
Washington has resulted in collaboration and planning to offset anticipated US actions.   

As sanctions against Russia mount, China could offset some of its neighbor’s pain by buying more but 
would also be wary of running foul itself of potential sanctions. We highlight key areas of trade cooperation 
between China and Russia as follows:

Exports of Russian oil and gas to China have steadily increased. Russia is China’s second-biggest oil supplier 
after Saudi Arabia, with volumes averaging 1.59 million barrels per day last year, or 15.5% of Chinese imports. 
About 40% of supplies flow via the 4,070-km (2,540-mile) East Siberia Pacific Ocean (ESPO) pipeline that was 
financed by US$50 billion in Chinese loans. Russia is also Beijing’s No. 3 gas supplier, exporting 16.5 billion 
cubic metres (bcm) of the fuel to China in 2021, meeting about 5% of Chinese demand. Supplies via the 
Power of Siberia pipeline, which is not connected to the network of westbound Russian gas pipelines, 
began in late 2019 and are due to rise to 38 bcm a year by 2025, up from 10.5 bcm in 2021, under a 30-year 
contract worth more than US$400 billion. Russia aims to build a second gas pipeline, Power of Siberia 2, 
with capacity for 50 bcm a year to run via Mongolia to China.

Russia was also China’s No. 2 coal supplier in 2021. Last month, Putin unveiled new Russian oil and gas deals 
with China worth an estimated US$117.5 billion.

These additional figures are significant in understanding the effectiveness of Western sanctions upon 
Russia. Russia’s bilateral trade with the European Union is 2021 was Euros 247.8 billion, with Russian exports 
worth Euros 158 billion. Of that, about Euros 110 billion was in oil and gas, leaving Euros 48 billion in other 
trade such as autos, machinery and so on. That can be swallowed up within two years assuming the China-
Russian revised trade figures to US$250 billion are realized by 2024 - as is the stated intent.
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Other Commodities

In 2019, China allowed the import of soybeans from all regions of Russia, and the two countries signed a 
deal to deepen cooperation in soybean supply chains, which saw more Chinese firms growing the beans 
in Russia. Soybean exports to China stood at 543,058 tonnes last year and are expected to reach 3.7 million 
tonnes by 2024.

In 2021, China approved beef imports from Russia, while in March this year, Beijing allowed imports of 
wheat from all regions of Russia, removing previous restrictions. Other food exports from Russia to China 
include fish, sunflower oil, rapeseed oil, poultry, wheat flour and chocolate. 

China is also a huge buyer of timber from Russia’s Far East, with imports of timber and related products worth 
US$4.1 billion last year. In the other direction, China sells mechanical products, machinery and transport 
equipment, mobile phones, cars, and consumer products to Russia. 

Chinese exports to Russia stood at US$67.6 billion last year, up 34% with this likely to be a growth market as 
Russia replaces previously EU sourced products with those from China and Asia. 

Russia already sends gas to China via its Power of Siberia pipeline, which began pumping supplies in 2019, 
and by shipping LNG. It exported 16.5 billion bcm of gas to China in 2021. The Power of Siberia network 
is not connected to pipelines that send gas to Europe, which has faced surging gas prices due to tight 
supplies, one of several points of tension with Moscow.

Under plans previously drawn up, Russia aims to supply China with 38 bcm of gas by pipeline by 2025. 
Separately, Rosneft, headed by longstanding Putin ally Igor Sechin, signed a deal with China’s CNPC to 
supply 100 million tonnes of oil through Kazakhstan over 10 years, effectively extending an existing deal. 
Rosneft said the new deal was worth US$80 billion. The agreements boosted the ruble and the Russian 
stock market, including shares in Rosneft and Gazprom. 

It is significant that after the Moscow Stock Exchange was suspended for three weeks after Russian military 
rolled into Ukraine and Western sanctions were imposed on the first day on reopening on March 21, Russian 
stocks rose by 11% in early trading before settling down to daily gains of 4.4%. 

However, the new deal with Beijing does not impact on Russian gas supplies that were otherwise bound for 
Europe, as the Rosneft deal involves gas piped from the Pacific island of Sakhalin and is not connected to 
Russia’s European pipeline network. Gazprom said in a statement it planned to increase gas exports to China 
to 48 bcm per year, including via a newly agreed pipeline that will deliver 10 bcm annually from Russia’s Far 
East. Under previous plans, Russia aimed to supply China with 38 bcm by 2025. The announcement did not 
specify when it would reach the new 48 bcm target. Gazprom, with foreign partners including Shell, already 
produces more than 10 million tonnes of LNG / year in Sakhalin.

That raises the possibility that should the political situation later change, Russia could once again supply 
gas to the EU. We suspect demand for cheaper prices in Europe will eventually put this proposal back on 
the negotiating table despite US attempts to prevent it. 

It should be noted however that there may be a limit to China’s patience concerning the Ukraine conflict, 
which is disabling part of its own supply chains and interfering with the preferred Chinese modus operandi 
of ‘sustainable development.’ To illustrate growing discontent, Sinopec canceled this week (March 25) a 
proposed US$500 million investment with Russia’s Sibur, its largest petrochemical producer for a 40% stake 
in a facility in East Siberia. Putin will have noticed. 
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Multi-Lateral Bank Loans (2021)

NBD

Date Bank Borrower Country Amount ($ million)

23-Sept NBD Russia Housing/Development Russia 300 1 

25-March NDB Russian Federation Russia 1,000 2 

21- Jan NBD Mobile TeleSystems (MTS) Russia 300 3 

1 The Program of Affordable Housing was established to focus on locations of a project outside of the cities of Moscow, Saint Petersburg and 

Kazan. Total Project cost is circa $ 1.4 billion.

2 COVID-19 Emergency Program Loan of up to $1 billion equivalent to the Russian Federation for financing its healthcare response to the 

pandemic to be used for supporting frontline health workers, including doctors, nurses, and junior medical staff, who provide medical care for the 

diagnosis and treatment of COVID-19. This is the 2nd $1 billion NBD COVID loan to Russia since 2020.

3 The Project aims to improve mobile network penetration across Russia and provide cloud-based services for enterprises. The components of 

the Project include (i) Upgrade of cellular network infrastructure, including installation of new cell towers; and (ii) Deployment of cloud services 

infrastructure focussed on small-size cities and urban settlements.

There are yet to be implemented trade agreements that could be fast tracked to speed Russia-China bilateral 
trade faster and further. Beijing signed an as yet non-preferential (ie: no tariff cuts) Free Trade Agreement 
with the Eurasian Economic Union (EAEU) in 2018, as and when tariff cuts can be agreed, the impact of 
China-Russian free trade would be enormous. Other EAEU members include Armenia, Belarus (itself under 
severe Western sanctions), Kazakhstan and Kyrgyzstan. 

Investment/Chinese Financing 

Western sanctions have forced Russia to look towards China for investment opportunities in recent years, 
and Chinese state banks have helped Russia finance everything from infrastructure to oil and gas projects 
under China’s Belt and Road Initiative. 

Russia is by far Beijing’s largest recipient of state sector financing, securing 107 loans and export credits 
worth US$125 billion from Chinese state institutions between 2000 and 2017 (source: College of William 
and Mary’s AidData). 

China and Russia began using their own currencies to settle bilateral trade in 2010 and opened their first 
currency swap line in 2014, which they renewed in 2020 for 150 billion yuan over three years. RMB Yuan 
settlements accounted for 28% of Chinese exports to Russia in the first half of 2021, compared with just 
2% in 2013, as both countries seek to ease reliance on the dollar while developing their own respective 
cross-border payment systems. Chinese currency accounted for 13.1% of the Russian central bank’s foreign 
currency reserves in June 2021, compared with just 0.1% in June 2017, with Moscow’s US dollar holdings 
dropping to 16.4% from 46.3% in the same period. Russia now carries no dollar reserves in its sovereign 
wealth fund - yet has the world’s largest reserves of gold. It is becoming increasingly significant that the US 
dollar has lost 80% of its value against gold over the past 20 years; with China and Russia looking to further 
de-dollarize, the greenback could come under increasing pressure over the coming years. 
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AIIB

Date Bank Borrower Country Amount ($ million)

5-March AIIB Belarus Emergency Response Belarus € 116.274 

4 The Project is proposed under the COVID-19 Crisis Recovery Facility (CRF) of AIIB. AIIB’s support will help the Government of Belarus scale up its 

ongoing efforts to respond to the health consequences of the COVID-19 pandemic and be better prepared for future disease outbreaks Project cost: 

EUR 120.0 million; AIIB: €116.27 million (96.9%) Government of Belarus: €3.73 million (3.1%). While the loan was approved by the Board, financing 

remains “Under preparation”.

Bilateral Investment – Hong Kong

At the end of 2020, Hong Kong was the third most popular destination in Asia for Russian investment, 
behind Singapore and Thailand, with a total FDI stock of US$364 million. Hong Kong and Russia signed a 
Double Tax Treaty in 2017, which has the effect of reducing withholding and other trade taxes, and sought 
to establish Hong Kong as a services base for Russian businesses accessing the mainland China and other 
nearby ASEAN markets.   

At the end of 2020, Hong Kong was the third largest Asian investor in Russia, behind Singapore and South 
Korea, with a total FDI stock of US$2.5 billion, helped in part by the Russia-Hong Kong Double Tax Agreement.  

However, the value of FDI inward stock in Russia fluctuated during this period from approximately US$471.5 
billion in 2013 to US$449 billion in 2020, with the decline due to sanctions placed on the country in 2014 
due to the annexation of Crimea. Russian businesses also began to experience difficulties in establishing 
bank accounts in both mainland China and Hong Kong due to concerns that the United States would 
punish banks that did so, the emphasis being placed on a ‘safety first’ protocol of non-engagement. Due to 
the severity of 2022 sanctions, that viewpoint may have weakened with new routes to operational financing 
instead now being considered.  

In 2020, Russia was Hong Kong’s 21st largest trading partner worldwide (accounting for 0.5% of the city’s 
total trade) and its largest in CEE.  Russia was Hong Kong’s 18th largest export market worldwide (with 0.7% 
of the city’s total exports) and its largest in CEE (35%) mostly IT/tech, while Russia was Hong Kong’s 27th 
largest import market worldwide (with 0.2% of the city’s total imports) and its largest in CEE (43%) – mostly 
energy.

This article includes commentary extracted from China Investment Research, China Briefing, Reuters, 
and Al Jazeera.  

http://www.chinainvestmentresearch.org
http://www.china-briefing.com
http://www.reuters.com
http://www.aljazeera.com


•   THE CHINA - RUSSIA - MIDDLE EAST ECONOMIC CONUNDRUM  |  © 2022 ASIA BRIEFING 39

Asia investment research 

RUSSIA - JAPAN

Japan: The Kurill Islands & Taiwan Remain Confrontational Sticking Points
Russian-Japanese ties tend to blow hot and cold, while Japan’s Kishida government  administration has 
been ambivalent about how it would respond to a Russian invasion of Ukraine. While Kishida praised 
Biden’s efforts to organize an international response when the two met in January, his government has 
also suggested it could still be reluctant to impose significant sanctions on Russia and Russian individuals. 
Tomita Koji, Japan’s ambassador to the United States, stated  “Really, each country has a different approach 
to the sanctions. I don’t think there’ll be a monolithic action.” 

According to Japan’s Ministry of Finance, the total volume of trade between the two countries in 2021 
was roughly US$20 billion, less than the roughly US$23 billion Japan and Russia traded in 2012. While the 
pandemic has undoubtedly affected the overall monetary amount, these numbers reveal that the weight of 
the trading relationship has not changed dramatically over the past decade. As of 2019, Russia was Japan’s 
22nd-largest export market, while Japan was Russia’s 11th-largest export market. The fundamental pattern 
of exchange also remains unchanged. Japan predominantly sells cars, trucks, and auto parts to Russia—
more than half of Japan’s exports in 2019 were in these categories— and imports oil, natural gas, coal, 
metals, and, to a lesser extent, agriculture and fisheries products. 

Japan’s total stock of FDI in Russia by end of 2020 The investment picture is similarly underwhelming. By 
the end of 2020, Japan’s total stock of foreign direct investment (FDI) in Russia was US$2.4 billion, which 
was the highest level since 2013 but still lower than that year’s total. This is at least an order of magnitude 
smaller than Japanese investments in other economies and is dwarfed by Japanese FDI in the USA, the UK, 
ASEAN and the EU. Some Japanese brands have increased their footprint in Russia, but this development is 
tenuous and losing momentum even before the pandemic. For example, a survey of Japanese firms doing 
business in Russia conducted in 2019 by the Japan External Trade Organization (JETRO) recorded a 9.5% 
point drop in the number of firms planning to expand their operations within the next two years. In the 
2021 version of the JETRO survey, the share of firms planning to expand in Russia rose after plummeting in 
2020, but it still remains below 2019’s share. It is noteworthy that businesses that plan to expand indicated 
they would predominantly focus on expanding retail operations, suggesting that Russia is not necessarily 
being integrated into the global production networks of Japanese multinational corporations. 

Where Russia does matter to Japan is in its imports of oil, natural gas, and coal, all of which have grown as 
new facilities in Russia’s Far East have come online. These imports have been part of a concerted effort to 
diversify energy sources—which has also included importing more from the United States and Australia, for 
example—and so, they do not necessarily leave Japan vulnerable to Russian pressure. 

That said, Japan’s investment in Russian energy production has also increased in recent years. These 
investments have included the 2019 announcement of a 10% stake in Novatek’s Arctic liquefied natural 
gas (LNG) 2 project held by major trading company Mitsui and backed by the Japan Oil, Gas, and Metals 
National Corporation (JOGMEC), which bent its rules to secure Mitsui’s involvement. The Sakhalin Oil and 
Gas Development Company (SODECO), which is half-owned by the Japanese government and a consortium 
of Japanese firms, has a 30% stake in Russia’s Sakhalin-1 development, which, together with Rosneft, 
Exxon-Mobil, and India’s ONGC Videsh, began pursuing an LNG project in 2019. Japan’s interest in energy 
cooperation with Russia is not limited to hydrocarbons. In 2021, Japan’s METIand the Russian Ministry of 
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Energy signed a nonbinding statement of intent to explore cooperation in sustainable energy sources, 
including hydrogen, ammonia, and carbon capture and storage. The Japanese government and corporate 
Japan are betting on hydrogen as a long-term solution to Japan’s clean energy needs and are looking to 
develop multiple sources overseas, while the Russian government views Japan’s focus on hydrogen as a 
strategic opportunity for its energy sector. It is likely, then, that this potential partnership in clean energy—
as well as its other energy investments—makes the Japanese government reluctant to introduce sanctions 
and other measures that could cause a lasting rupture in the bilateral relationship. 

Tokyo’s pursuit of energy cooperation is one part of a broader attempt by the Japanese government to 
realign its relationship with Russia. Tokyo’s pursuit of energy cooperation is one part of a broader attempt by 
the Japanese government to realign its relationship with Russia. During his second premiership from 2012 
to 2020, former Prime Minister Shinzō Abe made a territorial settlement and peace treaty with Russia one 
of his highest diplomatic priorities: The two countries had never formally ended hostilities after World War II 
due to their inability to resolve their dispute over the four southernmost Kuril Islands, which Japan calls the 
Northern Territories. He was committed to building a personal relationship with Russian President Vladimir 
Putin in order to achieve a diplomatic breakthrough, meeting with him 27 times as part of this effort. While 
Abe’s focus on a peace settlement is often framed in terms of his family history—Abe’s father, Shintaro 
Abe, was heavily invested in a peace settlement during and after his tenure as foreign minister from 1982 
to 1986 and died shortly after welcoming Mikhail Gorbachev to Japan in 1991—the former prime minister 
was also pursuing a broader strategic vision. The overarching goal of Abe’s Russia policy was to make Russia 
a strategic partner rather than a threat or adversary to Japan. 

In its 2013 National Security Strategy, the Abe administration explicitly outlined this strategic logic, arguing, 
“Under the increasingly severe security environment in East Asia, it is critical for Japan to advance cooperation 
with Russia in all areas, including security and energy, thereby enhancing bilateral relations as a whole, in 
order to ensure its security.” Abe’s strategic ambition ultimately explains why when the Russian government 
launched its campaign to annex Crimea and support separatists in eastern Ukraine in February 2014, the 
Japanese government was reluctant to join with the United States and its other G-7 peers to levy stringent 
sanctions on Russia. The Crimea issue crisis forced Abe to put his diplomatic campaign on hold; and Japan 
was eventually compelled to levy sanctions, although these sanctions were limited, mild, and seemed more 
about signalling its willingness to work with its peers and register its disapproval of Russia’s use of force 
to change a territorial status quo than about effectively punishing Russia. Indeed, Japan’s sanctions were 
mainly limited to suspending negotiations for agreements in several areas, including relaxed visa regulation 
and travel restrictions and asset freezes aimed at individuals and organizations involved in the annexation 
of Crimea as well as separatist activities in eastern Ukraine. 

The Japanese government reportedly compiled a separate list of Russian officials, but this list has not been 
made public and has not stopped senior Russian officials targeted by U.S. and EU sanctions from visiting 
Japan in recent years. The Russian government viewed Japan’s sanctions as the product of U.S. pressure on 
Japan and therefore not a fundamental obstacle to bilateral diplomacy. 

As a sign of his commitment to economic cooperation, particularly in the Russian Far East, as a means of 
building trust and opening the door to a lasting settlement, Abe established a new cabinet portfolio for 
economic cooperation with Russia, which was assigned to then-METI Minister Hiroshige Sekō and which has 
continued to be held by Sekō’s successors at METI. These meetings kick-started a new round of negotiations 
to resolve the status of the disputed islands. Abe met with Putin nine more times before his tenure ended 
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in September 2020—and his foreign ministers would meet with Russian Foreign Minister Sergey Lavrov 17 
more times—but ultimately failed to conclude a settlement. 

Although Kishida was Abe’s foreign minister from 2012 to 2017, it is unclear whether he will continue 
Abe’s Russia policy. When Kishida was foreign minister, he reportedly voiced his scepticism about Abe’s 
Russia policy—which was mainly run out of the prime minister’s office rather than the foreign ministry— 
questioning both the former prime minister’s willingness to accept the return of only two of the four 
disputed islands and his willingness to offer economic concessions even without progress in resolving the 
territorial dispute. 

However, during the Liberal Democratic Party’s (LDP) leadership campaign in September 2021, Kishida 
praised Abe’s efforts—including his willingness to offer economic concessions as part of the negotiations— 
and offered few specifics about how he would approach Russia as prime minister. Kishida has continued to 
send ambiguous signals. In parliamentary questioning in December, he stated that his policy toward the 
Northern Territories is unchanged from that of the Abe administration. 

Abe, who wields considerable power as a former prime minister and LDP faction leader, has publicly 
pressured Kishida to adhere to the approach Abe articulated as prime minister, particularly in his 2018 
meeting with Putin when he agreed that the 1956 Soviet-Japan joint declaration, which stipulates that 
Russia would transfer two islands after the conclusion of a peace treaty, should be the basis for negotiations. 

If Kishida is in fact committed to sustained negotiations with Russia, it would suggest that his government 
might be reluctant to introduce sanctions that jeopardized bilateral relations with Russia. But there are 
signs that Kishida could be more willing to participate in an international coalition than Abe was in 2014. 
It already appears that the domestic politics of Japan’s Russia policy are different in 2022 than they were in 
2014. Kishida is already facing more domestic pressure to take a harder line with Russia than Abe did during 
the 2014 Ukraine crisis. Even more than in 2014, the current Ukraine crisis is deeply intertwined with Japan’s 
anxieties about the possibility that China could use force to change the territorial status quo in the Taiwan 
Strait, the East China Sea, and elsewhere in Asia. While Tokyo was concerned about the precedent that 
could be set by Russia’s annexation of the Crimea, those concerns are now magnified, which could increase 
the Kishida government’s willingness to support and participate in a more stringent sanctions campaign. 

Some ruling LDP members have made this explicit, arguing that if Japan is unwilling to take a hard-line 
approach to Russia on Ukraine, it cannot expect that European countries will do the same to China in the 
event of a Taiwan invasion. Meanwhile, in an editorial calling on the Kishida government to take the lead 
in countering Russia, the Sankei Shimbun, a conservative daily, argued that Japan “must not repeat the 
Japanese government’s lacklustre response to Russia’s annexation of the Crimean Peninsula” and suggested 
that “China is watching how other countries respond to Russia.” 

Most recently, the Diet’s passage of a nonbinding resolution on February 8 - with the support of all lawmakers 
but for those from a minor left-wing opposition party—expressing support for Ukraine’s sovereignty, 
rejecting the use of force, and calling on the Kishida government to make “full use of all diplomatic resources” 
to reduce tensions suggests that there may be more support for a more confrontational approach to Russia 
than there was in 2014. No such resolution passed in 2014.

The political sticking point always comes back down to the Kurill Islands. It is a hugely emotive and highly 
complicated situation, notwithstanding the large numbers of war graves on both sides laid to rest there 
in the aftermath of WWII. Those emotions cloud the popular ability of either side to make much headway 
without stirring up a backlash of national anger. 
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Russia did make what appeared to be a fairly sensible proposal to turn the islands into a Free Trade Zone,  
however this was rejected by Tokyo.

This week, Japan stated it will ban the export of luxury cars to Russia, although this can really be seen as a 
token gesture to appease hawks in Washington. The upshot will be a likely continuation, if not expansion of 
Russia-Japanese existing trade ties while the political situation remains fluid.

This article includes commentary extracted from American Progress, and Russia Briefing. 

The small Russian seaport of Paramushir at Severo-Kurilsk lsland, one of the few inhabited islands in the 
Kurill chain between Russia and Japan.   

https://www.russia-briefing.com/news/russia-considering-making-the-kuril-islands-a-free-trade-zone.html/
http://www.amercianprogress.org
http://www.russia-briefing.com
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RUSSIA - SOUTH KOREA 

South Korea Explores Container Shipping on Russia’s North Sea Route.
Since the establishment of diplomatic relations in September 1990, South Korea and Russia have deepened 
their friendly relations across various areas such as politics, business, and culture. This included upgrading 
their bilateral relations to a Strategic Cooperative Partnership in September 2008. Since then, the two 
countries have increased high-level exchange and expanded their governmental and non-governmental 
channels of cooperation.

The two countries agreed to launch a comprehensive dialogue platform for their business, academic, 
governmental and non-governmental leaders under the name of “Korea-Russia Dialogue” in April 2010 and 
established a pro-Korean network in Russia called the “Russia-Korea Society” in 2014.

South Korea’s exports to Russia amounted to US$9.98 billion and its imports from Russia to US$17.35 billion 
in 2021. South Korean investment in Russia accumulated to US$4.02 billion by September 2021.

Of major, mutual contemporary industrial importance is the Northern Sea Passage. South Korean investors 
are exploring the possibility of container shipping and providing specialist vessels to navigate Russia’s 
Northern Sea Passage. Expansion of the Arctic shipping route remains a high priority for Russia with an 
increasing focus on developing container shipping as a means of building the route that started as access 
to the Arctic gas fields, yet has now developed into a potential, less expensive transit route for goods 
shipped between Asia and Europe.

“South Korean investors are interested in building ships and participating in the creation and operation of 
an Arctic container line,” Alexei Chekunkov, Minister for the Development of the Russian Far East has stated, 
saying he hoped the two countries would be working together to not only build ice-class vessels but 
develop a container line for the North Sea Passage. 

Container shipping is viewed by the Russians as a key part of the next phase of the plans to develop 
the route. In July 2021, they announced a cooperation agreement with Dubai-based port operator DP 
World for a pilot container shipping project using the route. The two countries said they will work together 
to develop and test the infrastructure to support cargo to be transported through the Arctic between 
Northern Europe and East Asia. DP World is also undertaking a feasibility study for a new container berth at 
the port of Vladivostok. 

According to Chekunkov, the development of international logistics routes along the Northern Sea Passage 
is now a central theme in South Korea. “The opportunity to become a pioneer in the Arctic is a strategic 
choice for a country that is dependent on sea trade for the decades to come,” said Chekunkov, also noting 
the opportunities to unite Europe and Asia through the development of the Northern Sea Passage and the 
use of emerging technologies including hydrogen. Russia and South Korea’s large shipbuilders are already 
working on a series of projects. Samsung Heavy Industries recently began construction on a fifth gas carrier 
for the Arctic LNG 2 plant. Zvezda and Samsung have been cooperating on the construction projects, 
while Zvezda is also working with Hyundai Heavy Industries on Aframax class vessels which will be used 
at oil production projects in the Arctic. In addition, South Korea is also considering involving its small and 
medium-sized shipyards in the construction of a fleet for the Northern Sea Passage. Asian shipping would 
head north through the Bering Straits between Russia and Alaska then skirt the Russian Arctic coastline 
before reaching Northern Europe.

https://www.koreasociety.org/
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Accelerating the growth of shipping along the Northern Sea Passage remains a key focus for the Russian 
authorities to reach Russian President Vladimir Putin’s declared target of 80 million tons of cargo traveling 
along the route by the end of 2024. 

This week, Russian officials said that cargo transiting the route had increased 4.8 percent during the first 10 
months of 2021 compared to 2020. The volume reached 28.2 million tons - short of the longer-term goal for 
the route. LNG and gas condensate exports continue to be the primary cargo along the route accounting 
for 16.4 million tons of cargo in the first 10 months of 2021 having increased nearly two percent over last 
year. 
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The Northern Sea Passage administrator highlighted strong growth in the number of permits issued to 
vessels seeking to transit the route in 2021. Permits were up more than 18 percent to a total of 1,155 permits 
for navigation in the water area of the Northern Sea Passage in 2021. 

It is that potential that has the South Koreans manufacturing attention. South Korean shipbuilder Daewoo 
won a tender from Russia’s Novatek LNG operator in Yamal to build transshipment barges in late 2020. 
These will significantly reduce shipping times for LNG cargoes bound for Asia and Europe from Russia’s 
Yamal LNG and Arctic LNG 2 projects. Each of the 360,000 cubic metre barges cost US$374 million.

Russia’s Far East Zveda shipyard and Rosatomot, Russia’s nuclear powered ice-breaker manufacturer, have 
also signed contracts for the construction of what will be the worlds largest ice-breaker. The new vessel 
will dwarf the power of existing classes of these ships, with a new 120-Megawatt powerplant, with this 
being technology that both the South Koreans and Indians would like to acquire - meaning future potential 
partnerships with Russian shipbuilders.

Sea Food Wars

Russia’s government is also developing a marketing body to promote the country’s seafood in the aftermath 
of a massive drop in the country’s exports to China. China long served as the primary destination for seafood 
exports. In 2020, Russia sold more than one million metric tons (MT) of seafood – primarily pollock – to 
China. That total represented 61% of Russia’s total seafood exports by volume. 

However, in late 2020, Russia’s trade relationship with China became strained as China tightened its 
inspections and controls on imported seafood, after it claimed traces of COVID-19 had been found on the 
packing of imported seafood products. The result was dramatic. In the first half of 2021, Russian seafood 
shipments to China decreased 83 percent by volume compared to 2020, and nearly half in value. Russia’s H1 
2021 seafood exports totaled just 160,000 MT, worth USD 442 million (EUR 380 million). Over the first eight 
months of 2021, Russia’s seafood export volume has plunged 72 % y-o-y, to 214,000 MT. 

Significantly, China is no longer the top export destination for Russian seafood. South Korea has claimed the 
top spot, as its Russian seafood imports increased by 48 percent to 459,200 MT in 2021 – although some of 
that total likely entered China. Efforts by Russian officials and seafood companies to ease China’s restrictions 
have thus far not resulted in any changes to China’s inspection regime. 

The Russian Federal Service for Veterinary and Phytosanitary Surveillance (Rosselkhoznadzor), has 
acknowledged that China will not be easing its food inspection regime while the Russian Federal Agency 
for Fisheries recently said the nonprofit organization “Russian Fish” will pivot from a focus on China to 
promoting Russian seafood in other parts of the world. 

Statistics released by Rosselkhoznadzor on 8 August indicate that Nigeria has imported 21,500 MT of Russian 
seafood in 2021 – an increase of 116 times year-over-year. Exports to France also jumped, by 3.7 times, to 
4,500 MT, and exports to Norway jumped a multiple of 2.6, to 11,700 MT. Portugal has purchased 2.5 times 
more Russian seafood than it did in 2020, at 1,360 MT; and Poland increased its Russian seafood imports 
by 2.4 times, to 5,800 MT. More Russian seafood is also flowing to Spain, Uzbekistan, Germany, the United 
Kingdom, Thailand, Vietnam, Kazakhstan, and Belarus, according to updated trade statistics. But Russia - one 
of the world’s largest seafood producers - is still struggling with a glut of many products and is also aiming 
to build up its own domestic seafood market in order to ease its surplus and improve its food security.

This article includes commentary extracted from MOFA, Maritime Executive, Sea Food Source, Silk Road 
Briefing, and Russia Briefing.

https://www.russia-briefing.com/news/south-korea-s-daewoo-win-us-374-million-russian-arctic-ocean-transshipment-tenders-for-northern-sea-passage-icebreaking-barges.html/
https://www.russia-briefing.com/news/south-korea-s-daewoo-win-us-374-million-russian-arctic-ocean-transshipment-tenders-for-northern-sea-passage-icebreaking-barges.html/
https://www.russia-briefing.com/news/russia-build-120-megawatt-nuclear-powered-northern-sea-passage-icebreaker-fleet.html/
http://www.mofa.go.kr
http://www.maritime-executive.com
http://www.seafoodsource.com
http://www.silkroadbriefing.com
http://www.silkroadbriefing.com
http://www.russia-briefing.com
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FORCED DIVESTMENTS/DISPOSALS

Russian Divestment To Face Significant Hurdles

Sanctions and the Kremlin’s proposed capital controls are slowing the exit of foreign investors from Russia. 
Difficulties divesting from the country amid Moscow’s capital controls amidst sweeping sanctions imposed 
on Russia by Western governments are creating compliance headaches as obligations on either side cannot 
be mutually aligned.  

The Russian government has said that it will temporarily stop foreign investors from selling their Russian 
assets as major energy groups, including Equinor, Shell and BP, announced plans to divest from their 
multibillion dollar interests in the country, while several manufacturers and services companies have 
already suspended their Russian operations. 

“In the current sanctions situation, foreign entrepreneurs are forced to be guided not by economic factors, 
but to make decisions under political pressure,” Russia’s prime minister Mikhail Mishustin told a governmental 
meeting on March 1. “To enable businesses to make informed decisions, a presidential order was prepared 
to impose temporary curbs on exiting from Russian assets.” Moscow has taken other measures to stem 
capital outflows in response to Western economic sanctions, including a restriction on foreign currency 
transfers out of Russia. 

Numerous institutional investors with links to the public sector, such as US public pension funds and 
sovereign wealth funds in Australia and Norway, have also announced plans to divest from their Russian 
holdings. Global SWF estimates that foreign state-owned investors hold US$44 billion worth of Russian 
investments, equivalent to 0.14% of their capital. While clarity on some Western sanctions remains to be 
seen, foreign investors will face significant hurdles to divesting amid Russian capital controls. 

Foreign players in Russia’s massive extractive sector, which has an accumulated stock foreign direct 
investment worth over US$116 billion, according to Russian central bank figures, are particularly exposed. 
This is followed by foreign manufacturers (US$103.8 billion) and wholesale and retail traders (US$96 billion). 

ExxonMobil announced its intention to discontinue the Sakhalin-1 project, a joint venture it operates on 
behalf of a consortium of Japanese, Indian and Russian companies. The US oil major had also previously 
announced intentions to invest US$5 billion to increase oil production on Sakhalin Island, but will now halt 
any new Russian investments. 

These scenarios mean that companies are likely to treat assets in Russia as frozen and illiquid, doing nothing 
with them for the time being, while they will likely be ring-fenced from their other investments. This will 
be followed by a lengthy process of unwinding positions held by foreign companies in Russia, particularly 
those in joint ventures. 

Another consideration is that it will be difficult for companies to find buyers, as they will have to ensure 
that the ultimate owners of the joint ventures are not the Russian oligarchs listed in any imposed sanctions, 
although this can be solved with pertinent due diligence. 

If there is a ban on the sale of Russian holdings, then investors will be caught between the two opposing 
positions, meaning there won’t be a solution to that until later diplomatic attention is brought in to provide 
guidance and unravel these conundrums.

This article includes commentary extracted from FDI Intelligence.

http://www.fdiintelligence.com
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International & Sanctions Risks of Operating in Russia

Criminal Liability

Human Rights Violations

Russian Risks Against Foreign Investors

Foreign investors and their executives in Russia should take note of potential criminal liability for being 
complicit in international criminal acts, which courts outside Russia could prosecute under the doctrine of 
“universal jurisdiction”. 163 of the 193 UN Member States exercise universal jurisdiction over one or more 
crimes under international law.  There is precedent where corporate executives have been prosecuted for 
the supply of dual-use substances to a sanctioned nation, with the knowledge of their intended illegal use. 
As always, the difficulty is proving innocence with the counter argument that executives should have been 
aware. This means that attention to detail needs to be placed on traded items sold to Russia and especially 
‘dual use’ products, including via third party countries. Product due diligence needs to be carried out.

Foreign investors in Russia should also now be aware of new implications concerning international human 
rights and criminal law. This is because Corporations have a responsibility under the United Nations Guiding 
Principles on Business and Human Rights 2011 (UNGP) to respect human rights and could be caught up 
in this in respect to doing business with any Russian State and privately Russian owned businesses that 
are also operating in Ukraine. Prosecution is unlikely, but reputational damage for larger businesses could 
be serious, especially in the United States and EU. Conducting due diligence on Russian business partners 
therefore becomes a key point in mitigating against this.

Russia has proposed or already imposed several measures impacting foreign investors who are planning or 
have significantly downsized or closed their Russian operations. These include: 

The forced nationalization of foreign invested assets if they decide to permanently exit the Russia market. 
This legislative proposal affects companies with 25% or more equity ownership by investors from an 
“unfriendly country”. At present, that includes the following mandated nations: Albania, Andorra, Australia, 
Great Britain, Jersey, Anguilla, British Virgin Islands, Gibraltar, all  European Union member states, Iceland, 
Canada, Liechtenstein, Micronesia, Monaco, New Zealand, Norway, South Korea, San Marino, North 
Macedonia, Singapore, United States, Taiwan, Ukraine, Montenegro, Switzerland, and Japan. 

Assets may be seized and put under external management control unless the investor agrees to resume 
operations in Russia or to sell its interest. 

Limitations on wire and cash transfer of funds outside of Russia: Companies and individuals from certain 
countries (as yet unspecified, but probably linked to the ‘unfriendly countries’ list mentioned above) are 
prohibited from transferring wire funds outside of Russia. No one may transfer cash outside of Russia in any 
foreign currency worth over US$10,000. 

Restrictions on divestment by foreign investors: Foreigners are not able to sell their positions in any Russian 
securities, while dividends and other proceeds from Russian securities cannot be transferred to foreigners. 

Governmental approval required for certain transactions involving entities from, or controlled by, sanctioning 
countries: The transactions include: (i) lending rubles to foreign investors; (ii) transferring title to real estate; 
and (iii) transferring title to securities. 

A temporary ban of foreign investors selling Russian based assets.
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Proposed administrative and criminal liability for foreign companies and their representatives for compliance 
with sanctions by Western countries. Note this can place executives between a rock and a hard place as it 
may not be possible to be compliant on both ends of the sanction’s regulations. Caution is advised. 

IP and royalties: Russia has suspended normal compulsory IP licensing rules, meaning that Intellectual 
Property (IP) owners from sanctioning countries will receive no compensation instead of “reasonable 
compensation”. These clauses are often built into manufacturing and sales contracts, be aware these may 
need to be revise

Bilateral Investment Treaty Issues 

Breach of the Right to Transfer Funds

Breach of National Treatment / Most-Favored Nation Treatment Guarantees 

Expropriation

Russia and numerous international governments have signed off Bilateral Investment Treaties (BIT), which 
provide mutually agreed bilateral trade protection, mitigation against sanctions and potential exposure. A 
complete list of the BIT agreed with Russia can be found here.

BIT are typically bespoke agreements, differing from country to country, but typically include trade 
protection clauses that should foreign investors suffer losses, remedies may be available. With Russia’s 
BIT, these may be accessed through investor-State dispute resolution (ISDS) under Russia’s international 
investment agreements (IIAs), which also include Russia’s BIT with other countries. These vary in scope, as 
do their protected rights, however, examples may include the following:

Many Russian BITs require Russia to ensure that foreign investors can freely transfer funds relating to their 
investment out of Russia, without delay and in a freely convertible currency. The recently imposed measures 
inhibiting this, which restrict the movement of funds out of Russia therefore constitute a breach of this 
provision. Many free transfer provisions also apply “at the rate of exchange applicable on the date of the 
transfer”. With currently erratic Ruble-FX currency fluctuations impacting remittances, the FX implications 
of remitting funds needs careful consideration.

Many Russia BITs require Russia to provide treatment to foreign investors that are not less attractive than the 
treatment it offers to its own nationals or nationals of other countries. Russia’s measures targeting foreign 
investors of so-called “unfriendly countries” may violate these protection standards as they discriminate 
based on nationality.

This includes measures that directly or indirectly, result in the substantial deprivation of a foreign investor’s 
enjoyment of its investment, and which are not accompanied by prompt, adequate and effective 
compensation. This constitutes unlawful expropriation and is a breach of Russia’s IIAs. 

These include, as mentioned earlier, the nationalization (without compensation) of foreign investors’ assets 
if they decide to exit Russia; measures which prevent foreign investors from disposing of their Russian assets 
leading to substantial deprivation of value of their investments; disregarding intellectual property rights; 
and Russia’s authorization of the repayment of foreign-currency debts in rubles (should this significantly 
reduce the value of these receivables).

https://investmentpolicy.unctad.org/international-investment-agreements/countries/175/russian-federation
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Checklist for Foreign Investors in Russia

Given these unpredictable times and the clashing of different legal obligations, foreign executives and 
businesses in Russia should conduct immediate due diligence checks. These include: 

Checking the legal structure and nationality of the foreign investment in Russia to see if they are eligible for 
protection under any of Russia’s IIAs. 

Formally document all important internal corporate decisions, and especially concerning a potential exit 
from Russia. Maintain detailed written records of all discussions with the Russian government. Preserve and 
secure all paper and electronic documentation, and store copies of these with access to them externally 
from Russia, as documents may later be required in any future arbitration proceedings. 

Conduct an internal audit to value your Russia business assets, including stock, inventory, and all other 
assets, as a true and accurate business value as of January 1st 2022. Again, this may be later required to 
prove value at subsequent arbitration. 

Assess the potential for establishing subsidiary operations in related markets, such as China, India, ASEAN 
and the EAEU markets. Market research and practical business operational issues can be undertaken by our 
Business Advisory Unit, which works on behalf on MNCs and Foreign Governments throughout the Asian 
region. 

Secure outstanding, including suspended contractual values and proven cashflow and audited accounts 
for the past three years in addition to 2022 business plans as these projections and business behavioral 
models may prove valuable later in assessing a potential return to the Russian market. 

Secure all internal advisory and documentation between Russian based executives and Head Office as 
concerns compliance with applicable sanctions.

This article includes commentary extracted from Russia Briefing. 

The FET provisions within Russia’s IIAs provide foreign investors with protection against measures that are 
‘unfair and unreasonable’. Investors may argue that the recent wide-ranging, and disruptive changes to the 
legal environment for foreign investments in Russia breach this protocol, as they substantially differ from 
expectations held when they first invested, including that Russia would provide a stable and predictable 
legal framework. Specific measures may also violate FET to the extent they may be considered arbitrary or 
discriminatory.

Actions using this argument are unlikely to succeed in Russia, but judgements obtained elsewhere may 
permit access to assets held externally from Russia.

Fair and Equitable Treatment

http://www.russia-briefing.com
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FINANCIAL SANCTIONS & DEVELOPMENT IMPLICATIONS

SWIFT Disconnection

Russia’s SPFS

China’s CIPS

This has effectively cut Belarus and Russia off from trade in US dollars and made it impossible to arrange 
banking transfers through the SWIFT network to SWIFT disconnection selected financial institutions. 
However, this is not a blanket disconnection, and some Russian banks, such as Sberbank and Gazprombank, 
two of the countries largest, maintain connections. This means that foreign currency, including US dollars, 
can still be sent to non-sanctioned Russian banks, businesses, and individuals. A full explanation can be 
found here. It should however be mentioned that the United States, which has seen SWIFT as a sanctions-
capable, weaponized system, will wish to protect the use of SWIFT only as the global financial transfer 
system. Washington has already threatened China with sanctions if it were to use its domestic, CIPS system 
for Russian trade, although it is hard to say how realistic that is. What can be expected however over time is 
increased US pressure to maintain control over SWIFT and global financial transfers, while at the same time 
alternative mechanisms will arise to prevent the same. Much will depend ultimately if the United States 
feels it can sanction China for using a domestic mechanism developed for its own currency. Doing so would 
arguably be an act of war in imposing US veto over a sovereign currency.

Russia has developed over the past decade its own, System for Transfer of Financial Messages (SPFS) which 
allows for similar transactions. However, this is not yet 24/7 and operates on business hours only, although 
developments are being put in place to correct this. To date, this system has also been introduced to 40 
different countries, mainly in Eurasia, and can be expected to expand to other countries, regardless of the 
outcome of the Ukraine conflict.

At present, SPFS has connections to over 400 banks in Russia, and it has connectivity to banks in Armenia, 
Belarus, Germany, Kazakhstan, Kyrgyzstan and Switzerland. Discussions are on-going with other alternative 
sovereign payments systems operated by China, India and Iran, as well as within the Eurasian Economic 
Union and CIS nations. These include Azerbaijan, Armenia, Belarus, Kazakhstan, Kyrgyzstan, Moldova, 
Tajikistan, Turkmenistan and Uzbekistan. Other regions can be expected to be fast-tracked include Serbia, 
Bosnia & Herzegovina, the UAE, Saudi Arabia, Egypt, Brazil and South Africa, in addition to some of the 
ASEAN countries, including Indonesia and Vietnam.

China’s CIPS is more advanced than SPFS, and is a significant financial market infrastructure in China. 
However, it has to be assumed that there are mutual compatibilities between them designed for the 
purpose of interconnecting them.

CIPS allows global banks to clear cross-border RMB yuan transactions directly onshore, instead of through 
clearing banks in offshore RMB yuan hubs. CIPS processed around 80 trillion yuan (US$12.68 trillion) in 2021, 
a 75% increase from 2020. 

About 1,280 financial institutions in 103 countries and regions have connected to the system. These 
include 30 banks in Japan, 23 banks in Russia and 31 banks from African nations receiving RMB yuan funds 

This subject is somewhat cat and mouse as differing strategies are worked out, employed, and may be 
withdrawn again as additional sanctions are imposed or changed. However, we can deal with the main 
points as follows:

https://www.russia-briefing.com/news/swift-s-disconnection-of-russia-s-key-banks-portfolios-and-implications.html/
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via infrastructure projects under Beijing’s Belt and Road Initiative. CIPS counts several foreign banks as 
shareholders including HSBC, Standard Chartered, the Bank of East Asia, DBS Bank, Citi, Australia and New 
Zealand Banking Group and BNP Paribas. Standard Chartered Bank (Hong Kong) Ltd said on Feb. 14 that it 
has become the first foreign bank qualified as a direct participant in CIPS outside mainland China. 

Debit / Credit / ATM Access

Use of Ruble, RMB & Cryptocurrencies

Visa, Mastercard, Amex and other Western banking institutions have pulled out of Belarus and Russia, 
leaving cards issued through their networks inoperable. However, this can fairly easily be absorbed by 
existing Russia and other card systems such as China’s UnionPay. Russia’s MIR card system is fairly global 
and has made giant steps; by October 2021, over 100 million cards were in circulation. In 2020, 3.5 billion 
payments were issued using Mir, an increase of 75% over the previous year. 

China’s UnionPay is popular in Russia, where the card has access to over 85% of all Russian ATMs, while 
globally the system spans 180 countries with 55 million outlets.

Elsewhere, many local banks in other countries and especially in Asia will open up bank accounts and 
provide debit cards to foreigners with purely a local tourist visa as qualification.

he West appeared caught out by Russia’s fairly logical statement that if the West has frozen its foreign 
reserves, then it will have to request for payment for its exports in rubles. That is telling as it implies not all 
the sanctions measures have been especially well-thought through.

At present, expected defaults on foreign-debt payments have not materialized, with Russia being able 
to make payment on time; after all there is no question that it has the capital. Inability to settle has been 
imposed upon the country rather than caused by it.

This presents a conundrum, as part of the sanctions battle the Ruble has come under serious pressure and 
is significantly devalued. Yet all ‘unfriendly’ foreign governments must now settle their Russian trade in the 
same currency. Others, such as India, are following suit, while China and Russia are agreeing Ruble-RMB 
trade as opposed to US dollar settlements. That issue is also being discussed between Saudi Arabia and 
China, with a potential move to settle in RMB. While that would be largely symbolic, it would signal intent 
and encourage more countries, especially those trading in energy, to move away from the US dollar.

By targeting currencies, using the USD as a weapon and making SWIFT an instrument of its own foreign 
policy, the United States may have instead kicked into position a growing demand for dedollarization. The 
FX road ahead may well be increasingly bumpy. 

Cryptocurrency use has also had a boost given ruble and financial sanctions. Many wealthy Russians 
have been establishing property and investment bulkheads in Dubai the past two weeks, with property 
agents saying the market has quadrupled. Many payments are being made in crypto. Alan Pinto, a leasing 
consultant at Espace Real Estate in Dubai Marina, has been quoted in the Guardian newspaper as saying “A 
radical amount of Russian investors are purchasing units. Even tenants; we’ve had a huge amount of calls. 
They transfer their funds via crypto. They have an intermediary who will do that for them and then the cash 
is passed to the landlords.” 

That indicates that growing consumer trust in crypto is growing - and its use to evade sanctions via 
avoiding SWIFT potentially a game-changer down the road. It also has implications for the future of SWIFT, 
as Governments and other users begin to mistrust it and look for alternatives.
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FINAL THOUGHTS

Thank you for purchasing this issue of AIR, we will make sure all contributed monies are sent to pertinent 
charities in Ukraine and will post details later on the AIR website. Due to complexities of tax, administration, 
and business licensing issues we will not be remitting individual invoices as receipts. However your support 
is very much appreciated and your contribution publicly acknowledged.  

Secondly, we along with all of you wish this conflict to be over as soon as possible and for peace to be 
established. We pray that the repercussions upon families and those impacted by this will recover soonest. 

Third, the conflict has shown just how regional crisis’s can spill over into the international arena and impact 
the world. We do not wish to comment on the political aspects and reasons for the Russia/Ukraine conflict, 
it being enough to state that there has been obvious breakdowns in communications and trust. It is up to 
those responsible to work out what went wrong, why they were part of it and to take remedial action to 
prevent such incidents reoccurring.

It remains to be seen how long Western sanctions will be in place upon Russia, there has been talk of them 
being walked back sooner rather than later if agreements can be reached. We suspect that supply chain 
routes, port reopening and cleared airspace travel between Russia, Belarus and the EU will be among the 
first to be rolled back. 

If this does not happen, then the current conflict may have the potential, and especially if further tensions 
arise with China, to spell the end for globalisation. That will mean trade and geopolitics fracturing once 
again into different parts, the United States and Western Europe as one bloc, with Australia, Japan and 
South Korea as outliers, the somewhat larger and more populous Eurasian and Asian bloc on the other, and 
with Africa and Latin America to be competed over by both. The danger of this happening, and especially 
new conflicts in Europe and Asia flaring up are very real. 

On the other hand, the conflict could also usher in renewed cooperation, rather than competition between 
China and the European Union, as especially with infrastructure programmes such as the Global Gateway 
and Belt and Road Initiative. This is especially true should Russian access to northern supply chains remain 
off-limits, a joint need to develop the southern routes, including better transportation and logistics between 
the EU and Turkey, the Caucasus, the Caspian nations and though will be of paramount interest. That has 
geopolitical issues too - it will be necessary to loosen up sanctions imposed on Iran, a vital part of the INSTC. 
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There are signs that this China-EU infrastructure partnership could take shape: the China-led AIIB and the 
EU’s EDB are collaborating on projects to better link Istanbul to Bulgaria using that same southern route. 

As an extension of that, we would also expect to see increased investment go into the Bulgarian Black Sea 
ports of Burgas and Varna, with port expansion, onward rail and related logistics all being needed. It is a 
similar picture for Romania’s famous Constanta port with its beautiful yet decayed casino. 

The decisions to allow this to happen or not, or to draw down a curtain between European and Asian 
trade is still uncertain, a scenario unthinkable just a few weeks ago. For Russia though, the future seems 
quite certain. It has left the European sphere of influence, while the West appears to have made a crucial 
geopolitical error in treating it as a Euro-Centric play in totalis. It is not, and as such this completely alters 
the perception and impact of the sanctions imposed upon it by the West. Sergei Lavrov, the Russian Foreign 
Minister stated last week that “Never again will Russia trust Europe”. It would be in Europe’s interests to really 
pay close attention to what is meant by those words and to look at whether the past decades political and 
diplomatic efforts to handle Moscow have been adequate. If not, then the development of a contemporary 
European/Asian trade divide seems more, rather than less likely. The warnings are there for all to see in these 
pages.

The Russian and Chinese Foreign Ministers met near Shanghai (March 30) and were very strong in terms of 
continuing cooperation, pushing back against perceived Western hegemony, and upholding a ‘multipolar, 
fair World Order’. The geopolitical issues created by both Afghanistan and Ukraine will continue to reshape 
Asian regional and global geopolitics in these historic times.   

https://www.asiabriefing.com/store/book/introduction-doing-business-china-2022.html
https://www.asiabriefing.com/store/book/introduction-doing-business-india-2022.html
https://www.asiainvestmentresearch.org/issue/how-china-is-reforming-its-soes-to-become-mixed-hybrid-global-businesses-worth-tens-of-billions-of-dollars
https://www.asiabriefing.com/store/book/doing-business-asean-2022.html
https://www.asiabriefing.com/store/book/introduction-doing-business-vietnam-2022.html
https://www.asiainvestmentresearch.org/previous-issues
https://www.russia-briefing.com/
https://www.silkroadbriefing.com/
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Dezan Shira & Associates www.dezshira.com. 

China Investment Research have been providing China 

financial data since 2008 and are based in London. Dezan 

Shira & Associates have been providing regulatory advice to 

foreign investors throughout Asia since 1992. 

Asia Investment Research provides unique, primary source 

reconciled data related to China and Asian inbound investment 

on a quarterly basis in addition to specific monthly country 

profiles. We monitor all Asia inbound investment on a global 

basis, by country of origin, industry and by type, including both 

equity and debt. This is combined with pertinent regulatory 

updates to illustrate where current investment trends are 

appearing and where future trends will appear.
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Our M&A/equity investment numbers are comprised of three 

components; FDI, below FDI/venture and/or growth capital and 

announced China inbound. 

 

The FDI component is drawn from data sources which virtually all major 

consultants, accountants and bankers use. However, we take the extra 

step of verifying what a reporter states and what actually makes it onto 

the data run. In Q3, we found one discrepancy of over US$1.3 billion. 

We also have China based sourcing and verification as sometimes the 

data is only reported in China and in Mandarin.

Below FDI and venture growth capital – we draw from numerous PE 

and VC specialty databases – Preqin, Crunchbase, Pitchbook, Traxcn to 

name a few. We then (systematically) remove all non-Chinese investors 

from these investments – which can frequently involve syndicates of 

5+ non-Chinese investors, to provide data for China only.

China inbound – is built daily globally with input from China and 

the master data based held in London. It is literally announced 

deal by deal, JV by JV, day by day. All entries are linked to an specific 

announcement. For example, the Q3 inbound had 41 pages of 

backup data and story links.

 

The combination of these 3 components makes AIR unique among 

data providers.

We also provide notable regulatory updates that preclude 

investment. These provide a window into future investment trends 

are likely to be and include G2G intelligence on bilateral, free trade 

negotiations, trade impact analysis and track amendments to 

existing agreements. This is especially important when considering 

future global and regional trade flows and developments within 

them. The upcoming RCEP and CPTPP free trade agreements are 

examples of this ongoing tracking and analysis.

On a G2B basis we track industry-specific regulatory updates 

pertinent to new market opportunities in addition to where 

Government policy may discourage investment. This allows our 

subscribers to take remedial action on negative developments and 

potential investment action on positive regulatory developments.

Research is conducted from our permanent offices in the United 

States, European Union, United Kingdom, China, India, Russia, the 

ASEAN6 (Indonesia, Malaysia, Philippines, Singapore, Thailand & 

Vietnam) Hong Kong and allied partners within the Middle East 

(Dubai, Qatar), South Asia (Bangladesh, Sri Lanka, Pakistan) and East 

Asia (Japan, Mongolia, and South Korea). 

METHODOLOGY

Learn More

http://www.chinainvestmentresearch.org
https://www.dezshira.com
https://www.asiainvestmentresearch.org/
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Financial Institutions, PE, Equity & Pension Fund Managers, Lawyers and Corporate Financiers 
and Executives looking for the latest Asian investment trends.

Strictly available by subscription only, 12 times a year: US$2,500
Individual Issues available for US$250.

Email us at info@asiainvestmentresearch.org 
Website: www.asiainvestmentresearch.org
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