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           30th April, 2019 

 
 
 
CPEC realities 
Amidst major cuts in developmental spending, questions have been plenty about the fate of the 
China-Pakistan Economic Corridor (CPEC). Reports have indicated that many CPEC projects are 
receiving no funding from the government. In this context, Prime Minister Imran Khan has 
reaffirmed Pakistan’s commitment to CPEC as part of his participation in the Belt and Road Forum 
in Beijing. If anything, Khan extended the scope of Pakistan’s CPEC commitments and even brought 
back good news vis-a-vis Pakistan’s trade relationship with China. The news of the second stage of 
the Free Trade Agreement between Pakistan and China on paper shows an agreement that is 
favourable to Pakistan: 90 percent of Pakistani exports to China will receive no tariffs, while 65 
percent of Chinese exports to Pakistan will receive no tariffs. However, the gulf in trade balance of 
around $10 billion is such - in addition to the gap in technological proficiency and scale of 
industrialization – that the ostensibly favourable FTA could actually lead to Pakistan’s trade deficit 
with China worsening. The only way it can work is for Pakistan to expand its production capacity 
and the competitiveness of its exports in the international market. 
 
The ability to address this gap in favour of Pakistan will depend on how the first Special Economic 
Zone (SEZ) under the CPEC agreement will be built. The crucial question will be whether it will be 
Chinese companies or Pakistani ones that will the key investors in the SEZ planned in Rashakai, 
Khyber-Pakhtunkhwa. Beijing has helped out Pakistan amidst the ongoing fiscal crisis – and its long-
term investments in Pakistan mean that China is likely to be invested in the stability of Pakistan’s 
economy. Increasing Chinese participation in the economy could be a way to ensure that 
commitment. However, opening up the economy more to a powerful economic country comes with 
risks. If Chinese investors are to get long-term tax breaks in SEZs inside Pakistan, then the benefit to 
Pakistan of these projects must be re-evaluated. However, China is expanding its role in socio-
economic development projects, which has long been the purview of Pakistan’s Western allies with a 
$1 billion agreement. 
 
The news that the ambit of CPEC is expanding will be seen as good, but one must wonder how this 
will play out at a time when the government faces severe fiscal challenges and a feeling of a lack of 
direction in terms of economic policymaking. The policy dimension is only one of the challenges 
moving ahead. The impact of such agreements of Pakistan’s economic health needs to be evaluated 
impartially – instead of believing the hyperbole. Pakistan is now five years into the CPEC 
agreements, which is sufficient time to begin to make objective assessments of the costs and benefits 
of the project to the country’s economy. 
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