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g —%1  Likely Solutions for the
Sino-Japanese Dispute over Maritime
Resources in the East China Sea:
Legal or Political?

Xuanli Liao¥®

Energy competition has been one of the most noticeable features in
Sino-Japanese relationship since China became a net oil importer in the
mid 1990s. The bilateral rivalry over energy resources has drawn enor-
mous attention from the whole world, not only based on their strong eco-
nomic potential, but also due to the fact that their struggles over energy
security have been underpinned by political and strategic concerns. One
of the recent examples is the Sino-Japanese dispute over maritime re-
sources in the East China Sea, which was emerged in mid 2004 and has
not been settled despite eight rounds of official negotiations held over the
past three years. This paper argues that the reasons responsible for this
deadlock are partially in the vagueness of the different principles of the
international laws, but the political distrust existed in both nations has
been a more significant obstacle for a reasonable solution. The discussion

below comprises four sections. The first part provides a brief review of

% Xuanli Liao, PhD. Centre for Energy, Petroleum and Mineral Law and Poli-
cy, University of Dundee, Scotland, UK.
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the origin and the causes for the Sino-Japanese dispute over the East
China Sea gas exploration. The session followed examines the bilateral
diplomatic dialogues and the issues under discussion. The third section
attempts to identify the key factors preventing a solution, followed by a

brief conclusion.

I. Origin of the Sino-Japanese Dispute over the East China
Sea Gas

The Sino-Japanese dispute over the East China Sea gas exploration
was triggered by eight gas fields located in the ‘ Xihu Trough’ : Pinghu,
Chunxiao, Canxue, Duangiao, Tianwaitian, Baoyunting, Wuyunting,
and Kongqueting. The gas reserves were discovered by Chinese oil com-
panies in the 1990a, following the geological investigations from the late
1970s. In November 1998, the Pinghu field was among the first under
development, by a joint-venture run by the Shanghai Municipal govern-
ment, the Xinxing Oil Corporation, and the China National Offshore Oil
Corporation (CNOOC), China’s leading offshore oil company. @

In June 2001, the rights of development of the Xihu Trough gas
were transferred to CNOOC and the China Petroleum & Chemical Corpo-
ration ( Sinopec). On 19 August 2003, CNOOC and Sinopec ( each
holding 30 percent stakes) signed five contracts with the Royal Dutch
Shell and the Unocal Corp (each holding 20 percent stakes) , to explore
three blocks and develop two offshore gas fields in the Xihu Trough. The
blocks located 400km southeast of Shanghai covering a scope of 22,200

square kilometres, and the initial investment involved was US § 85 mil-

lion. @

@ See Daojiong Zha. China’s Oil Security: Analysis from the Angle of Interna-
tional Political Economy (in Chinese), Beijing: Dangdai shijie chubanshe, 2005,
p. 173.

@ See China Daily, 30 September 2004,
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Prior to this, in fact, the CNOOC (standing for the Chinese part)
and the Uruma Resources Exploration Co, Ltd and the Teikoku Oil (re-
presenting the Japanese part) had conducted a series of negotiations re-
garding likely joint-development, starting from 1985. However, due to
the unsettled boundary demarcation in the East China Sea, as well as the
sovereignty dispute over the Diaoyu/Senkaku Islands, both sides had to
give up their efforts in 2001 for joint-development. @

Nine months later in May 2004, Japan’s Tokyo Shimbun reported
the Chinese offshore gas exploration in the East China Sea and claimed
that it might harm the Japanese maritime interest, because the closest
gas field was only 5 nautical miles western to the ‘ median line’. @ Bei-
jing argued that the gas fields under development were within the indis-
putable coastal waters of the Chinese Exclusive Economic Zone ( EEZ)
(as shown in Map 1), but it invited Tokyo to jointly develop the re-
sources. The Japanese, however, was concerned about likely estranch of
gas resources across the “midian line” , and thus insisted that China pro-
vide geological data before considering any proposal on joint develop-
ment. Shoichi Nakagawa, the then head of the Ministry of Economy,
Trade and Industry ( METI), declared that ‘ we are not interested in
China’ s proposal (on joint-development)’. He also made an aerial in-
spection to confirm the existence of the Chinese gas project. Soon after
on July 7, Japan started an intensive seismic survey by chartering a Nor-
wegian ship on the east of the ‘ median line’ opposite Chunxiao, to pre-

vent possible Chinese ¢ infringe on its resources’ . @

@ See Susumu Yarita. Toward Cooperation in the East China Sea, available
at http://www. wilsoncenter. org/topics/docs/Susumu Yarita. pdf, accessed 8 June
. 2006.

® Kosuke Takahashi. ° Gas and oil rivalry in the East China Sea’, Asia
Times, 27 July 2004 ; Zaobao, 27 Aug 2004.

@ South China Morning Post (SCMP) , 25 June 2004 ; People’s Daily (PD)
29 June 2004 ; Washington Times (WT) 30 June 2004.
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Map 1 The Chunxiao Gas Field in the East China Sea

Source Kosuke Takahashl, $ Gas andl oil quw in t,l"lve.' Eésf Cl;ma
Sea’, 27 July 2004. - | -
: As the b;lateral dlspute over the EEZ boundary perslsted Shell and
Uppcgl,qnnounced, on 29 September 2004, that they wquld vw1t_h}drav_V
from ,Jthel Xihu Project for ‘ commercial reasons’, under the clause that
the ﬁnai decision on,,&e project could be made ‘ within 12 months pend-
ing a further assessment’. A Shell spokesman, Nick Woed, éléimed
that * Following that gssessment, we made a commercial decision not to
propae_d - A similar reason was given by Unoc.al s spokesman Barry
Lane who held that, *after the first year of analysis, we found the re-

sotirces do not meet out commercial requirements. * @ However, a report

® International Herald. Tribune (IHT), 30 Sept 2004 ;. .PD, .30 Sept 2004.



