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Pakistan's Economy via CPEC



Dr. Vaqar Ahmed'

Chapter 7: Preparing for the Next Wave
of Developments under CPEC

Contextual Background

As the benefits of the early harvest programme under the China Pakistan
Economic Corridor (CPEC) start to materialize, there are high hopes for a
new era of economic growth to be experienced in the near future. This is
to result from an improved energy outlook, as well as through enhanced
roads and port infrastructure, that form the majority of the projects
completed so far under this massive initiative. It is also expected that
both the governments of China and Pakistan will strongly follow through
with the next phase of CPEC which could see the development of nine
Special Economic Zones (SEZs) in Pakistan.

Already there is information to suggest that the development of two
coal-fired power plants at Port Qasim Karachi, another two coal-fired
power plants in Sahiwal, and Wind Farms in Thatta have started
contributing power supplies to the national grid. These have increased
the provision of energy available for industrial and residential purposes
and in the longer run could help in bringing down rising energy prices
currently plaguing Pakistani consumers.

The transport sector has also seen a boom as a result of CPEe. The
road sector received particular attention with a large chunk of public
investment from Pakistan and technical expertise from China. This was
followed by the railway sector where a large development portfolio is
still under discussion with Chinese partners. It is expected that achieving

Dr. Vaqar Ahmed is the Jomt Executive Director at the Sustamable Development Policy
Institute (SDPI), Islamabad.
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seamless connectivity across various provinces in Pakistan would greatly
improve the business climate for trade, distribution and warehousing.
This has been a key demand by investors from the private sector based
in Western China, who wish to use the Karachi and Gwadar ports for
both exporting to, and importing from regions such as Africa, the
European Union, and the Middle East.

While the Eastern route of CPEC has gained a lot of attention in the
media, parallel work has also been initiated on the Western route which
starts at Gwadar and passes through Turbat, Hoshab, Panjgur, Besima,
Kalat, Quetta, Qila Saifullah, Zhob, Dera Ismail Khan, Mianwali, Attock,
Hasanabdal and onwards. This route is to connect some of the most
impoverished districts across the Balochistan province, while bringing
dividends in the shape of increased employment, and the more efficient
transit of goods, people and services. This route is also expected to
service the growing demand for oil and gas supplies to Pakistan and its
neighboring countries.

For the purposes of this chapter, cooperation under CPEC has been
classified according to the following areas: infrastructure and
connectivity, trade and investment cooperation, agriculture development
and tourism (and how this could result in poverty reduction), and
financial sector cooperation. These areas fall broadly in line with the key
priorities highlighted in the CPECLong Term Plan.'

Keeping in view these classifications, this chapter extensively draws
from the first-hand research carried out by the Sustainable Development
Policy Institute on the many challenges currently plaguing businesses in
Pakistan. This includes a particular emphasis on the export sector, which
is likely to prove crucial in the country's economic growth and
development in relation to the next phase of the CPECinitiative. This also
relates directly to some of the most salient risks being posed to
Pakistan's economy which point towards the need to expedite structural
economic reforms - a failure of which could result in greater external

'''LDong Term Plan for China-Pakistan Economic Corridor (2017 -2030)," Ministry of Planning

Oevelopment and Reforms, 2017, https://www.pc.gov.pkluploads/cpecILTP.pdf (accessed
ctober 17, 2018).
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Preparing for the Next Wave of Developments under CPEC

debt commitments not only towards China, but also other multilateral or
bilateral fund providers.

Impact of CPEC on Bilateral Trade

CPEe's trade potential will increasingly depend upon how fast Pakistan
can foster an enabling environment for local businesses. This holds
particular importance in key sectors which are currently witnessing
rising demand in China. Based on these developments, an economy-wide
analysis is still awaited as to which goods and services Pakistan can
likely export to China in the short, medium and longer run. While it may
be easier to forecast the bilateral trade potential of individual goods or
services, it becomes harder to quantitatively assess the commercial
advantages from longer term commitments. For instance, considering its
broad ranging impact on Pakistan and the wider region, assessing the
total sum of the benefits to be gained from the development of the
Gwadar port would involve taking into account a number of intangible
factors that are difficult to quantify. With respect to the projected impact
on bilateral trade however, these figures are currently readily available.

During the 2018 fiscal year, China remained Pakistan's largest
trading partner with merchandise exports (of China) worth USD 11.5
billion. This marked an increase of USD 1.4 billion compared to the
previous year. Pakistan was also able to increase its exports to China
which now stand at USD 1.7 billion - an increase of USD 120 million
compared to the previous year 20172. Some sectors of the local business
community have raised concerns over this emerging trade gap with
China (also owing to CPECrelated imports) amounting to USD 9.7 billion,
which stands as almost 30% of Pakistan's overall trade deficit.I Some
have also blamed the China Pakistan Free Trade Agreement (FTA) for
this large gap between imports and exports with China. This conclusion

2 Shahid Iqbal, "Trade Gap with China Rises to $9.7bn in FY 18," Dawn, July 29, 2018,
https://www.dawn.comlnews/1423551 (accessed October 17, 2018).
3 Ibid.
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however is neither agreed upon by numerous empirical studies nor by
the Ministry of Commerce in Islamabad.'

Nevertheless, in order to address the above mentioned concerns
raised by the Pakistani business community, there are currently ongoing
discussions in Beijing to send prospective Chinese buyers to Pakistan in
order to evaluate the possibility of importing goods from the latter. As a
result, Pakistan's five major export-oriented industries comprising of
textiles, leather goods, carpets, surgical instruments, and sports items
could soon see major orders being placed by Chinese buyers. Other
industries which could see some traction from Chinese importers in the
medium to longer term also (if competitiveness is ensured) include auto
parts, light engineering and key service providers such as information
and communication services and other business related operations. The
buying missions from China are expected to generate export receipts
over and above the usual trade gains seen in the recent past.

A revised free trade agreement (FTA) with China is also a near-term
possibility. It was recently proposed that 'trade in services' should also
be made an important part of this new FTA.5Pakistan's large, skilled, and
English speaking labour force has a lot to gain from the services sector in
China. Sub-sectors such as information and communication technologies,
business services, accounting services, education, health and other
related services in China have a large demand for workers who can
interact with Western clients - an area where Pakistani graduates and
experienced services sector professions have ample experience. A more
balanced FTA would also further lend to Pakistan's value chain
integration with other Central and South Asian economies providing an
added boost to its economy.s

4 "Preliminary Study on Pakistan and China Trade Partnership Post FTA," Pakistan Business
Council, 2013, http://www.pbc.org.pk/research/preJiminary-study-on-pakistan-and-china-trade-
~rtnership-post-fta/ (accessed October 17, 2018). . .

Vaqar Ahmed, Pakistan's Agendafor Economic Reforms (Oxford: Oxford University Press,
2017), 11-15.
6 Vaqar Ahmed, Abid Q. Su1eri and Muhammad Adnan, "FDI in India: Prospects for Pakistan,"
in India-Pakistan Trade (New Delhi: Springer, 2015): 193-219.
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Fostering Greater Cooperation and Investments under CPEC

Based on interviews with the Federation of Pakistan Chambers of
Commerce and Industries (FPCCI) carried out by the SDPI, Chinese
investors have now started procuring land for production purposes in
select special economic zones (SEZs). In total, both governments have
agreed on a longer term plan of developing nine special economic zones.
These include: the Rashakai Economic Zone near the M-l Motorway in
Nowshera; the China Special Economic Zone in Dhabeji, Thatta:" the
Bostan Industrial Zone in Pishin; the Allama Iqbal Industrial City (M3)
near Faisalabad; the ICT Model Industrial Zone in Islamabad; the
Industrial Park being developed on Pakistan Steel Mills Land at Port
Qasim, Karachi; the Special Economic Zone at Mirpur, Azad Jammu &
Kashmir; Mohmand Marble City; and the Moqpondass SEZ in Gilgit-
Baltistan. Apart from these a Gwadar port free zone is also planned to
create the ancillary industries required by Gwadar Port.

To scale up this planned process of industrialization within Pakistan,
China has recently also agreed over the participation of third party
countries within CPEC SEZs. A delegation from Saudi Arabia recently
visited several CPEC SEZ cites as well as a number of energy projects
underway to explore potential investment opportunities while carrying
out a number of feasibility studies. Most SEZs have also been adjusted to
offer separate land spaces for Pakistani and third country investors."

With regard to these SEZs in general, a basic measure of Pakistan's
success would be the extent to which Pakistan is able to attract China's
private sector in significant numbers across a diverse range of industries.
Already we have seen a few but growing number of examples where the
private sectors from both sides have entered in to joint ventures. Further
expansion of investment relations is also expected if Pakistan is able to
expedite: a) structural reforms which reduce the costs of doing business,
b) demonstrate a more transparent tax regime for foreign investors, and

7 Ayaz Gul, "Pakistan: Saudi Arabia to Join China-Funded Development Project," Voice of
America, September 20, 2018, https://www.voanews.com/a/pakistan-saudi-arabia-to-join-china-
funded-development-project/4580299.html (accessed October IS, 2018).
143



VaqarAhmed

c) ensure the security of assets, profits and intellectual property
belonging to foreign entities.

In return, Pakistan can certainly put in place an investment policy
which should ensure technology transfer, greater employment of the
local labour force, and more exchange programmes where the Pakistani
industrial workforce is able to receive capacity building support from
their Chinese counterparts." Also important is to mutually study the
benefits which could further strengthen the bilateral investment regime
or allow an investment cooperation clause to be built into the revised
FTAwith China?

Pakistan's Board of Investment may also like to re-visit the key
sectors which have attracted Chinese FDI in the recent past, to help
formulate a more structured policy to woo Chinese investors from the
Private Sector. This holds immense importance considering that net FDI
inflows from China have been on the uptick since 2016 (Graph 7.1).
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Graph 7.1- Net FDI from China. "Net FOI from China," Board of Investment,
n.d., http://boLgov.pk/(accessed October 10, 2018).

8 Ahmed ur Rehman and Dr. Vaqar Ahmed, "CPEC and Regional Integration," The News
International, October 2, 2016, http://tns.thenews.com.pk/cpec-regional-
integration/#.W9FfJ3szbIU (accessed October 10,2018).
9 For example, in the case of India see Vaqar Ahmed, Abid Q. Suleri and Muhammad Adnan,
"FDTin India: Prospects for Pakistan," in India-Pakistan Trade (New Delhi: Springer, 2015),
193-219.
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Agriculture, Tourism and Pakistan's Ocean Economy

Pakistan has a large stake in the development of its agro sector as it
provides an essential livelihood to roughly 65 percent of its populationie
The sector's contribution to the country's economy achieves even more
significance considering that over 57 percent of Pakistan's exports
constitute of cotton-based textiles.l! Additionally the government aims
to promote value added agriculture, in particular horticulture, which can
subsequently further promote agro exports. However integrating
Pakistan's agricultural sector with Chinese food value chains should be
the primary goal. This will also encourage Pakistani agro-based
enterprises to adopt globally certified product standards.

During a recent meeting of the Chief Agronomist of the Chinese
Ministry of Agriculture and Rural Affairs and Pakistan's Minister for
Planning, Development & Reforms; it was agreed that China would assist
Pakistan across a diverse range of issues. These include addressing the
productivity gaps of existing crops, the transfer of knowledge and new
technologies, and greater focus on disease control and the enhanced
protection of plants and seeds based on newly developed practices.
Furthermore, China through its well established market networks in the
European Union, Central Asia and the Far East, can also assist Pakistani
farmers in marketing their own output derived from the dairy, livestock,
and fisheries sectors in Pakistan. There has been some recent interest
from the private sector in such joint ventures, which could include the
enhancement of value added agriculture and the cold chain management
of fruits and vegetables.

A related aspect of interest is tourism which can be greatly improved
through cooperation between China and Pakistan in the forestry and
ocean economy sectors. The latter sector has over the last few years
assumed considerable focus against the backdrop of China's ongoing
investments in Karachi and Gwadar. The ocean economy is usually
defined by the economic activities that directly or indirectly take place in

\0 Ayesha Shaikh, "In Search of Greener Pastures," Aurora.com, September 25,2018,
https://aurora.dawn.comlnews/1143181 (accessed October 19, 2018).
Ii "Textile Division," Textile Industry Division Government of Pakistan, n.d.,
http://www.textile.gov.pk/(accessed October 19, 2018).
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the ocean, converting a country's maritime endowments into exportable
surplus. Pakistan is an important maritime state with approximately
1050 km of coastline, along which over 240,000 square kms have been
designated as an exclusive economic zone (EEZ). Furthermore,
Pakistan's continental shelf comprises of about 50,000 square krn, with
vast reserves of untapped resources. These maritime spaces offer
immense prospects for Pakistan and its partner economies to benefit
from a broad range of ocean-based living and non-living resources.
These are likely to provide much needed economic growth and
employment opportunities along a largely undeveloped coast line. The
coastal highway between Karachi and Gwadar also presents an ideal
opportunity to develop (coastal) tourism learning from other countries
in the region, e.g. Maldives and Sri Lanka.

The Fishing industry is another major source of export earnings in
Pakistan. Pakistani seafood has significant export potential in traditional
and non-traditional destinations abroad. The country offers a large
variety of high quality fish, shrimps and prawns. Out of the country's
total exports from this sector, frozen fish accounts for 58 percent of
export value. Shrimps comprise of only 23 percent despite the fact that
they fetch a much higher unit value in the export market.l- The fisheries
sector is also an important source of livelihoods that provides
employment to an estimated 1.5 million workers.P The sector is also
known for employing a large number of women with a large majority
working in seafood processing plants in key areas. In the rural areas of
Sindh and Balochistan provinces, where there are very limited sources of
alternative incomes, ocean economy-related sectors are greatly
contributing to improved livelihoods and living conditions for millions.
Given the rising demand for fish and fish-based products in China,
Pakistan can put in place a longer term plan to remove the numerous

12 Amin Ahmed, "Blue Revolution' to Enhance Fisheries Production," Dawn, July 02, 2018,
https:llwww.dawn.comJnews/1417342 (accessed October 23, 2018).
13 "Fishery and Aquaculture Country Profile, the Islamic Republic of Pakistan," Food and
Agriculture Organization of the United Nations, February 2009,
h!tp://www.fao.org/fishervidocsIDOCUMENT/fcp/enIFI CP PK.pdf (accessed October 23,
2018).
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impediments to growth within this sector and possibly aim to Supply a
major share of import demand from China.

Financial Cooperation

CPEC is slated to primarily involve two channels of financial integration.
The first deals with the inflow of Chinese direct and portfolio investment
into Pakistan. This is illustrated by the 11% rise in the share of foreign
direct investment into Pakistan during FY 2017. The second channel
consists of the cross-border expansion of the numerous branches of
various financial institutions.

The Private sector's joint ventures can strengthen the commercial
cooperation between these financial institutions. Increased trade
between the two economies is also expected to make better use of the
currency swap arrangement which is already in place. Additionally China
has also been supporting Pakistan with its development needs and there
has been a recent rise in Chinese loans to Pakistan for both its
infrastructure development as well as for maintaining its balance of
payment requirements (Graph 7.2).
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Graph 7.2- Chinese Loans and Credit Contracted. "Pakistan Economic Survey
2017-18," Ministry of Finance, http://www.finance.gov.pk/surveyl718.htmI
(accessed October 18, 2018). '

However, there are some challenges to financial market integration
that will have to be addressed in the medium to longer term. These
include: widely different legislative and regulatory systems currently
governing the financial markets in both countries, a lack of coping
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mechanisms for systemic risks, the growing need for joint banking sector
supervision systems, joint financial guarantee instruments to promote
cooperation in asset and financial insurance, mechanisms for sharing
capital market risks, promotion of regular portfolio investments in stock
markets, supporting banks to open branches across the border, and the
need to address the low uptake of the currency swap facility.

The construction sector in both countries is also willing to cooperate
closely if more flexible financing options are made available to it. Some
Chinese developers have exhibited interest in entering the real estate
and property development markets in Pakistan's rural areas (where
mainstream Pakistani developers lack interest). The low cost housing
sector is also of particular interest to China, considering the rising
demand for cheap housing across Pakistan. However to facilitate
cooperation with China and to cater to the needs of low-income
consumers, Pakistan's banking sector will need to develop better
monetary and financial guarantee instruments that can protect both
borrowers and lenders from the associated risks involved.

Mitigating Risks from Rising Debt and Financial Guarantees

CPEC offers an immense opportunity for Pakistan to develop its
economy, if the country is able to spur the required export led growth to
significantly boost its dwindling foreign exchange reserves. A failure to
convert CPEe's dividends into long-term gains for commodity producing
and service sectors could instead result in liabilities derived from the
loans and financial guarantees provided by China to keep piling up.

It is thus important to understand that CPEC alone will not bring
about export competitiveness. Certain long-pending structural reforms
would need to be addressed before Pakistan will be able to experience:
a) sustained export growth in traditional sectors, b) transition towards
non-traditional and value added exports, and c) the entry of Pakistani
merchandise into non-traditional markets abroad.>'

14 Vaqar Ahmed, Pakistan's Agenda for Economic Reforms (Oxford: Oxford University Press,
2017),11-15.
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Based on an extensive survey recently carried out by the SDPI, a key
number of issues were highlighted by leading manufacturers pointing
towards the long-standing impediments being faced by exporters
throughout the country. This survey comprised of qualitative responses
from around 254 enterprises across Islamabad, Peshawar, Karachi, and
Lahore:' Out of these enterprises, around 71 percent were from the
manufacturing and agro processing sectors while the remaining were
from the services sector. Within the manufacturing sector, key sub-
sectors represented in the survey included: textiles, steel,
pharmaceuticals, cement, auto parts, chemicals, oil and gas, construction
material, fast moving consumer goods, and engineering goods providers.
The food processing segment was also represented in most meetings.
From the services sector there was a concentration of firms from the
information and communication technologies sectors, finance and
insurance sectors, transport, health care and education sectors as well as
numerous capacity building, and consulting services providers.

Based on the discussions held with representatives of these sectors
the following challenges were highlighted as representing some of the
most salient issues plaguing export led growth and development. These
included challenges such as: the cost of energy still being the largest
budget item faced by the manufacturing sector; tax compliance costs
increasing over the past decade; the complex structure of customs
duties; non-inclusivity of financial intermediation (especially timely
credit availability for exporters is proving difficult); an uncertain
exchange rate regime; a missing transportation, warehousing and
distribution policy; a lack of fiscal support to exporters (e.g. the Prime
Minister's recent Export Package not reaching new and potential
exporters); difficulties in complying with foreign product standards,
increasing layers of regulatory burdens at the subnational-level; the role
of FTAs in enhancing competitiveness not being clear (this requires a
detailed evaluation by the Ministry of Commerce); and the prevailing
gaps in skilled and semi-skilled labour market .

•• Purposive sampling includes current and past export enterprises.
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In light of the above mentioned challenges, it can further be argued
that Pakistan's youth is likely to gain considerable benefits if China
liberalizes the export of services from Pakistan. However Pakistan's
readiness in developing the services sector also needs significant
attention.lS The Services Sector Export Development Strategy
formulated by the Ministry of Commerce should be revisited and after
consultation with all services sector stakeholders, a revised strategy
should be approved by the Cabinet. Given a large skilled workforce in the
information technology sector, the government should prioritize IT-
enabled services across the services sector (e.g. trade in IT-enabled
health services and medical tourism). The Services Sector Export
Development Strategy should also consider new sectors where the cost
of skilled professionals within Pakistan is lower in comparison to peer
economies (e.g. in the provision of medical transcription services in
China).

Dedicated Special Economic Zones (SEZs) are also required for the
services sectors focused on providing more targeted support. This can
include the development of incubation centers for start-ups, and by
promoting innovation and entrepreneurship across multiple levels. Such
services-focused SEZs from China can also serve as useful models to
emulate and follow.16 Furthermore, most of these services sector start-
ups or exporters are dependent upon internet penetration. Therefore
overall infrastructure gaps which prevent IT-connectivity also need to be
addressed in rural and peri-urban areas.

In all, there should be a more inclusive focus on promoting
consultation processes and dialogue amongst multiple stakeholders.
Currently there is no structured mechanism for public-private dialogue
within the services sector, neither at the federal nor at the provincial
government levels.

Another area of priority for the future would be to focus on making
trade development more inclusive for previously marginalized groups

15 Rabia Manzoor, Shehryar Khan Torub and Vaqar Ahmed, "Health Services Trade between
India and Pakistan," The Pakistan. Journal of Social Sciences 8 (2017): 112-122.
16 Parag Khanna, Connectography: Mapping the future of global civilization (New York:
Random House, 2016), 40-45.
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such as female and young entrepreneurs. The problem of exclusion of
women from mainstream trade policy discourse in Pakistan has often
been highlighted, yet without any concerted policy effort to address the
gaps identified. This is also cited as a critical reason as to why gendo-,
specific barriers to expansion of women businesses and women's
participation in trade have been sidelined in the recent past. A key
demand of most current women exporters is greater access to
information and networking opportunities with their C~inese
counterparts.

To integrate with Chinese value chains, small and medium size
exporters need greater support from the government to fulfill their
respective product certification requirements. Exporters have repeatedly
highlighted that difficulties in getting product compliance and the
relevant certification has made it increasingly challenging to remain in
traditional markets. Furthermore, the ability to penetrate into non-
traditional markets has also become an increasingly expensive process.
It has also been suggested by business associations that a key reason
why Pakistan was unable to achieve the anticipated gains from the GSP+
scheme awarded by the European Union was the lack of knowledge over
certification requirements, particularly for non-textile items in which
Pakistan enjoys considerable market access.

A number of startups and potential exporters have also been
complaining that the regulatory burden (e.g. licenses, permits, no
objection certificates etc.}, faced at the provincial level is proving
increasingly difficult to deal with. In order to address this issue, the
Competition Commission of Pakistan should constitute a working group
to study regulatory burdens on key export-oriented industries. These
include the costs of delayed business transactions and the rampant
corruption pervading through government institutions, all of which
particularly affect SMEs. For example, automating and computerizing
certain processes within the federal and provincial tax departments is
cited as a viable solution that could bring down costs related to
corruption.

Preparing for the Next Wave of Developments under CPEC
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potential exporters to China have often highlighted that the number
of days and procedural-steps required to obtain connection of utilities
needs to be reduced.!" Similarly, for plant expansion and land
acquisition, applications and wait times for licenses and permits also
needs to be reduced significantly. Several businesses were reportedly
waiting (at the time of this research exercise) to simply get electricity
connections even after a wait of 12 months in the Sundar Industrial
Estate - a flagship venture of the Punjab Industrial Estates Development
and Management Company.

There were also variations across provinces in terms of key priority
issues hindering competitiveness. In the case of Sindh for instance, the
main challenges facing exporters were characterized by: a) unfair
dealings with tax authorities, b) the lack of required skills in the labour
market, c) the weak role of business associations in demanding reform;
providing awareness regarding their dialogue with the government and
demanding facilitation, d) high tariff rates on imported inputs, e) a
significant lack of support for research and development in current and
potential exporting sectors, f) and weak banking channels at potential
export destinations.

A key concern is that Sindh is the only province which is unable to
trade with a neighboring country via a land route. On the issue of utilities
and related inputs, the members of this potential exporter group felt that
even though formal businesses are now receiving uninterrupted energy
supplies, the cost of electricity and gas is still high vis-a-vis competitor
economies.

In the case of Punjab, main challenges comprised of: a) an uncertain
post-18th constitutional Amendment regulatory regime faced by
businesses - induding the municipal, environmental and labour permits
requirements, b) shortage of labour with required skills, c) complex tax
regime for small exporters, d) lack of government support towards:
timely coordination (within government) of export promotion measures,

17 "Doing Business in Pakistan," World Bank Group, n.d.,
http://www.doingbusiness.org/data/exploreeconomies/pakistan (accessed October 11,2018).
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technological advancement support, and expansion of marketing efforts
in potential export destinations.

The business associations from Punjab wanted greater interaction
with their counterparts in China and India to allow exchange of ideas
regarding future trade and investment cooperation. They were
particularly concerned over the lack of consultation on the free trade
agreement between China and Pakistan currently under revision.
Current exporters felt that exports to China could be increased via land
routes if the government was willing to negotiate the non -tariff barriers
faced by Pakistani exports, by effectively addressing those non-tariff
barriers faced by Chinese merchandise in Pakistan.

The issue of a lack of transparency in exchange rate management
was also highlighted as a key concern - something which heightens
expectations of a future free fall of the Pakistani rupee. There was also a
desire that annual evaluation of trade missions based in Pakistani
embassies abroad should be carried out against a baseline and published
for the knowledge of the business community.

In the case of Khyber Pakhtunkhwa, while issues faced in compliance
with taxes and refunds remained a key concern (which is also preventing
formalization of businesses), the production side barriers to adoption of
new technologies was also highlighted. This could be a limiting factor
with respect to the future participation of enterprises from Khyber
Pakhtunkhwa in the China-Pakistan Economic Corridor (CPEC). With
regard to the KPK region, several other challenges were also highlighted
including: a) lack of labour as per demands of the changing production
requirements, b) weak coordination between the federal and provincial
governments to deliver export promotion packages for Khyber
Pakhtunkhwa's business community, c) weak awareness regarding
government facilitation in marketing, testing services, and visa
facilitation, d) an overvalued exchange rate, and e) the expensive and
uncertain supply of energy. Several sector-specific associations were also
concerned regarding the arbitrary imposition of regulatory duties.

Other challenges included: the lack of operationally effective dry
ports in the province, changing state policies towards transit trade with
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Afghanistan (a key concern of services sector exporters), damage
occurring to merchandise being traded via road channels, and slow
progress in the areas of mineral exploration and development - a sector
which the local business community feels can bring medium to long term
dividends.

In the case of Balochistan, apart from the usual constraints related to
taxation, energy and the exchange rate, a key concern was the manner in
which Pakistan was trying to pursue FTAs with Brazil, South Korea,
Turkey, Thailand and some other trade partners. The business
associations were concerned that broad based consultations had not
taken place before the framework meetings of these FTAs. Similarly, the
representatives of manufacturing associations showed their concern at
the lack of information available to local businesses regarding
opportunities in Gwadar and other SEZs under CPEe. The business
community in Balochistan also wants export promotion as a key target in
the recently announced 'Prime Minister's lO-year Uplift Package' for the
province.

Conclusion

This chapter has highlighted several ways through which CPEC can
continue to add greater value to the Pakistani economy as part of its
subsequent phases of development. At the same time, it has also
highlighted the growing risks associated with Pakistan's financial
commitments under these CPEC projects. Based on these risks and
benefits, this chapter has laid out a series of recommendations aimed at
maximizing the economy's growth potential in light of the numerous
challenges currently restricting it. According to the given arguments, this
is only possible if Pakistan can put itself on the path towards sustained
economic growth where export competitiveness is extensively and
particularly promoted as part of a broad and diverse range of structural
reforms. This aspect thus needs to be addressed immediately if the
country's foreign exchange reserves are to improve by any standard.

Furthermore, CPEC should also be used as a basis for negotiating
improved terms under the China-Pakistan FTA. The revised FTA with
China should help promote key value chains between the two countries,
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allow for the liberalization of trade under the service sector, and
promote greater investment cooperation.

All of these factors would go a long way in allowing Pakistan to
maximize its growth potential in the upcoming phases of development
under CPEe. Considering the broad ranging vision of CPEC as a game-
changer for both Pakistan's and the wider region's economy,
implementing such measures now is likely to benefit the Pakistani
economy exponentially in the long-run.
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With its development currently in full swing, CPEC's immense popularity has led
to the emergence of a thriving discourse on the many merits and challenges
brought along with it. These include the enormous potential it holds for creating
greater connectivity and economic development within Pakistan and the region. Its
emphasis on the large-scale development of infrastructure and greater regional
integration is designed to serve as a catalyst for propelling Pakistan to 'the forefront
of global economic growth and development.

Much of the existing discourse on CPEC however has drifted more towards
CPEC's 'Ceo-Strategic' implications for Pakistan and the region, despite its
intentions to the contrary. These include debates that have been restricted to,
perhaps, more political concepts focusing on the South Asian region's power
politics, from which many a Pakistani scholar seems unable to move beyond.

Taking into account the broad contours of the overarching Belt and Road
Initiative, of which CPEC is a key component, this book aims to address this gap
by offering a broader and more inclusive framework to approach CPEC from.
This includes taking into account the shifts in global economic growth and stability
currently being witnessed the world over, and the most recent trends in
international politics currently affecting the world financial system. All of these are
a direct result of the rise of China as a global economic power, as it increasingly
comes to influence the changing politics of international development.
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