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Introduction: Examining the Belt
and Road Initiative in the China-
Pakistan Context

Jawad Syed and Yung-Hsiang Ying

The China Pakistan Economic Corridor (CPEC) is arguably the most
significant part of China’s Belt and Road Initiative (BRI), not only in
economic terms but also socially and politically. China is implementing
BRI in South Asia and beyond by establishing connectivity with Pakistan’s
Seaport of Gwadar, providing access to the Arabian Sea and beyond.
CPEC is claimed to offer promising prospects for Pakistan’s progress and
its successful development and execution may mean that Pakistan and
China are closer and more meaningfully connected to other countries in
the region.

Volume 11 of China’s Belt and Road Initiative in a Global Context offers
a comprehensive overview of CPEC from a business and management
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perspective, and provides theoretical and empirical analyses of the oppor-
tunities and challenges facing businesses in relation to CPEC. Key topics
covered include economics, project management, industrial zones, agri-
culture, value chain, ethics, governance and security, creating a useful
tool for academics as well as policymakers and practitioners in China,
Pakistan and other countries along the new Silk Road.

Pakistan is a country of immense potential not only by virtue of the
size of its population (more than 207 million, the world’s sixth largest
nation in 2019), but also due to economic and geopolitical reasons. The
country is listed among the Next 11 countries that, along with the BRICS
nations (Brazil, Russia, India, China and South Africa), have a high
potential of becoming one of the world’s largest economies in the twenty-
first century. Nearly 50% of the country’s population comprises youth
under 25 years of age and the country is rich in agriculture and natural
resources. With adequate development and utilization of human capital
and industry, the country can expect to reap the full benefits of increased
connectivity to China and other countries in the region under the aus-
pices of the BRI.

In geopolitical terms, Pakistan is situated at the apex of the Arabian
Sea and at the mouth of the Persian Gulf, and is connected to China,
India, Iran and Afghanistan. There is a historical tension with India, par-
ticularly owing to the longstanding dispute on Kashmir, and relations
with Afghanistan are not too congenial either due to reciprocating allega-
tions of cross-border terrorism by both countries. While China and Iran
are friendly allies, both of them face subtle and open economic and polit-
ical hostility from the USA. Over the course of several decades, Pakistan’s
relations with the USA have been unsteady.

Although Pakistan has historically had very friendly relations with
China, the latter’s growing presence in Pakistan, in particular through the
CPEC initiative and the associated window for trade and the advance-
ment of geostrategic interests, has given Sino—Pakistan relations a new
dimension. However, Pakistan also faces a host of internal and external
challenges, which include but are not limited to effective and responsible
governance, fiscal deficit, balance of payments, young people’s needs and
unemployment, low literacy and skill, gender and ethnic inequalities and
changing external environments.
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In this context, the development of road and railways infrastructure
along with energy plants and the Gwadar seaport could catalyse the
much-needed economic and human development in Pakistan. Moreover,
the country may establish linkages with China to develop medium-sized
and small enterprises as part of the massive supply chain that has shaped
China’s industrial base. The CPEC is likely to open China’s western prov-
inces to economic advances and the new trading route will link China to
Central Asia, Africa and Eastern Europe, thus putting western China on
the international economic map.

Scholars have also pointed towards issues of transparency and account-
ability in CPEC’s execution. For a programme of this scale and impor-
tance, the status reporting available for implementation is very limited.
The CPEC website of the Government of Pakistan provides limited basic
information. Detailed information is not available on performance tar-
gets, percentage completion or disbursements. By late 2018, seven early
harvest projects (US $4.6 billion) had been completed and 12 projects
($16.7 billion) were under construction. Most of these projects were in
the energy sector. Only three infrastructure projects and two Gwadar
projects were being implemented. Other projects, related to special eco-
nomic zones (SEZs), agriculture or social development, were at the plan-
ning stages. According to reports, nearly 62% of the allocated CPEC
funding is for the energy sector, 36% for road/railways infrastructure and
2% for Gwadar seaport. No funding allocation has been made yet for
industry, agriculture or social sectors. Much of the investment in infra-
structure in the CPEC programme supports the Eastern route, thus
ignoring the Western and Central alignments.

Little direct investment has been made directly in the ongoing CPEC
programme to alleviate poverty, reduce regional disparities and improve
sustainability. Productive and socioeconomic sectors have not been given
their due attention. The absence of budget and programmes to alleviate
poverty, generate income and create jobs indicates that these sectors have
been given a low priority.

There is, however, significant potential to increase the impact of CPEC
through agriculture and commerce. The demand for food in China is
enormous—$1 trillion per year, which is expected to rise to $1.5 trillion
over the next ten years. Pakistan’s market share in China’s food imports is
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minute and declining. There is a clear inconsistency in Pakistan’s agricul-
tural exports and China’s import needs.

While the main thrust of CPEC seems to be on the development of an
‘east—west’ corridor between western China and the Indian Ocean sea-
port of Gwadar, there is also potential to expand the ‘north-south’ link-
ages with Iran, Afghanistan, Central Asian countries in the north and
India in the south. This may boost China and Pakistan’s regional network
of commerce, trade and energy. Pakistan may further leverage land-based
commerce in coordination with the Eurasian Economic Union and
Economic Cooperation Organization. This in turn will need urgent
attention to human capital development in Pakistan to improve quality
and productivity in order to be able to access and compete in interna-
tional markets.

In addition to human capital, local industry may be supported through
the development of SEZs. Pakistan—China cooperation in industrial
development and agriculture may improve Pakistan’s potential in
these sectors.

Early completion of CPEC projects may bring significant socioeco-
nomic opportunities to the people. Pakistan could greatly benefit from
China’s experience of extricating its people from the poverty trap.
Regardless of Pakistan’s ability to realize economic benefits from projects
undertaken under CPEC, experts argue that business as usual may not
prevail in the years to come. We are expecting to see structural changes in
how policy is devised, projects are implemented, negotiations are carried
out and collaborations transpire in the national socioeconomic landscape
in the coming years. Businesses and industries need to be aware of these
expected changes and devise responses to the challenges they pose.

This book looks at such issues from a management perspective to
inform practitioners and to assist them in rising to the challenge. It com-
prises inter-disciplinary chapters on China’s BRI in South Asia. It focuses
on topics as diverse as the economy, business environment, energy, agri-
culture, education, value chain, industrial zones, ethics and security.
Written by regional experts and scholars, the book includes theoretical
and empirical chapters exploring business- and management-related
opportunities and challenges related to CPEC.
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Overview of Book Chapters

In Chap. 2, Jawad Syed offers a critical overview of BRI as a Chinese
development strategy that focuses on economic, cultural and political
cooperation between China and the world through the land-based and
maritime Silk Road. In particular, the chapter discusses the Pakistani sec-
tion of the BRI, known as the CPEC. It discusses the financial and other
aspects of CPEC, highlights its significance for China and Pakistan, and
also outlines some key issues and challenges.

Chapter 3, by Syed M. Hasan, Hamza Ali, Fatima Azmat and Suniya
Raza, applies social cost benefit analysis (SCBA)—an appraisal based on
the economic costs and benefits faced by society—to the early harvest
component of CPEC energy projects. The requisite steps of SCBA are
explained in the context of important issues such as the social discount
rate and social cost of carbon emissions. The authors use this approach on
the Sahiwal Coal Power Project to gauge the extent to which the environ-
mentally detrimental impact of the plant is offset by the potential benefits
of overcoming the energy shortfall in Pakistan. The analysis includes not
only the private costs and benefits of setting up the plant, but also the
related economic, environmental and social implications, duly monetized
and discounted over a 30-year period; the usual life of such plants. The
results indicate that the power plant generates a net economic benefit if
the lower bound of social cost of carbon is used and a net loss if the upper
bound is considered. Findings from the case study indicate that carbon
dioxide emissions from five imported coal-fuelled plants will increase by
18% from the base of the 2014 national carbon emissions inventory. The
study raises important policy questions about the spatial location and
environmental footprint of coal power and whether the national benefits
warrant any local compensation.

In Chap. 4, Jawad Syed highlights the important role of ethics and
governance norms in multi-country and cross-cultural contexts and illus-
trates this discussion by focusing on CPEC. The chapter contrasts Islamic
and Chinese concepts in ethics and discusses their implications for CPEC
and governance. This perspective is important to develop a contextual
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approach to ethics and governance and make full use of the opportunities
for economic and human development offered by CPEC.

In Chap. 5, Zehra Waheed notes that as the means towards regional
political prowess and much-needed economic revival through develop-
mental partnership with the emergent superpower that is China, CPEC-
associated projects have become, as expressed through the dominant
narrative of the country’s lead planning body (the Planning Commission),
the backbone of Pakistan’s medium- to long-term developmental pro-
gramme. Consequently, CPEC projects have been approved, swiftly
funded and expedited in far greater numbers than ever before in the
country’s history. Employing classical contingency theory, Waheed
attempts to identify key situational factors influencing the performance
of CPEC projects. Her chapter identifies complexity, poor implementa-
tion capacity and level of change as specific operational situational factors
(OSFs) that CPEC projects contend with in Pakistan. It also identifies
institutional voids, poor transparency, project connectedness and politi-
cal ambition as strategic situational factors (SSFs). The chapter contends
that CPEC projects are not the usual ‘run-of-the-mill developmental
projects’ undertaken in the country; hence the need to manage them dif-
ferently. Another argument presented is that CPEC projects in Pakistan
are representative of a much wider, global phenomenon: that of increas-
ing South—South economic development (SSED) collaboration between
China and other developing countries (the ‘South’), especially in Africa
and Asia. This too has impacts on how CPEC projects need to be man-
aged in a way that is different from ‘the usual’. Pakistan has traditionally
been a recipient of Western-led financial and technical assistance for its
infrastructure development. However, as a key regional partner in CPEC,
Pakistan is undertaking several dozen infrastructure megaprojects, several
valued at over a billion dollars each, most of which are either directly or
indirectly supported through Chinese SSED. In order to understand the
phenomenon, Waheed explains the emergence of Chinese South—South
development cooperation in Africa and Asia over the last few decades.
Differentiating characteristics of SSED-led projects and their implica-
tions for recipient countries are explored. The chapter then contends that
in Pakistan, where Organisation for Economic Co-operation and
Development support has been the norm, additional institutional safety
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nets may be required since the undertaking of novel, complex megaproj-
ects may propel systemic shocks that that the country may be inade-
quately prepared for, especially given the SSFs. Waheed argues that it is
essential that both OSFs and SSFs accompanying the country’s first major
exposure to South-South development cooperation be clearly under-
stood prior to operationalization of the emergent project portfolio.

In Chap. 6, Muhammad Khalique, T. Ramayah, Khushbakht Hina
and Farooq Abdullah focus on the economic and strategic importance of
CPEC and explore its impacts on the development of Azad Jammu and
Kashmir. Their study highlights the potential contributions of CPEC to
socioeconomic development, infrastructure, industry, tourism, energy,
food, livestock and the social fabric in Azad Jammu and Kashmir. The
authors also offer recommendations to policymakers for fully capitalizing
on this megaproject.

In Chap. 7, Jawad Syed argues that CPEC is unfolding against the
backdrop of looming security threats in Pakistan. Internally, these threats
come from extremist Islamist and ethnocentric groups in Pakistan.
Externally, some foreign powers are alleged to be involved in trying to
sabotage CPEC. These threats are real in terms of incidents of violence
against Chinese individuals and businesses, and, given the strategic and
economic importance of CPEC for both China and Pakistan, deserve an
urgent policy response in terms of the strategic security of CPEC. Such a
response may address issues of physical security and ideological security.
The current approach by the Pakistani government is, in the main,
focused on physical security and protective intelligence, with limited or
no attention to the ideological roots of violence. In this chapter, Syed
offers a critical overview of security threats facing China’s BRI in Pakistan.
With a focus on CPEC, the chapter presents a comprehensive account of
attacks on Chinese nationals and businesses from 2001 to 2017. This
ongoing threat has increased the Chinese concerns about CPEC’s secu-
rity. The discussion identifies Takfiri Islamists or Khawarij (Taliban and
afhiliates) and ethnic Baloch separatists as two major groups posing threat
to CPEC. The analysis demonstrates that the much-publicized socioeco-
nomic benefits of CPEC may not be fully realized unless both forms of
militancy are addressed through a multi-pronged security policy. The
chapter may guide government and security officials and policymakers in
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Pakistan and China to direct their attention to the two main sources of
violence which pose threats to BRI in Pakistan. It may also help readers
to understand the security aspects and requirements of engaging with or
employing Chinese individuals and businesses in Pakistan.

In Chap. 8, Bashir Ahmad notes that the world population is growing,
putting added pressure on the scarce life-supporting means of our planet.
Sustainable economic growth for the better financial health of communi-
ties is possible through judicious employment of the factors of produc-
tion. Means of communication provide a platform for mutual business
and trade where all benefit from one another’s expertise. Ahmad argues
that BRI and CPEC provide connectivity to facilitate interaction among
communities and countries. Resource-scarce states can benefit according
to their capacities for improving economic growth and social develop-
ments compatible with international standards. Like every strategic ini-
tiative, there are misperceptions, misgivings and apprehensions about
BRI as well; however, most pertain to what the other side is going to
achieve. In the business world of competition and rivalry, customarily
any achievement by the other side (the competitor) is taken at the cost of
one’s own, thereby finding a reason to oppose it. Since the start of this
initiative, there has been an abundance of write-ups from different stake-
holders about what China in BRI and Pakistan in CPEC are going to
achieve. If the notion is reversed—instead of looking at all the benefits it
provides to the other side, look at what it provides to you and the other
on merit—the issue is resolved. Ahmad argues that despite all the straight-
forward answers to different questions pertaining to apprehensions and
misgivings, there is definitely a need to put in place some tangible mea-
sures. This is particularly so in the case of Pakistan, which is facing a lack
of response from a sizeable proportion of its population. The narratives of
misgivings are well grounded at the moment in the absence of a tangible
response from the state mechanism. The reversal of these narratives is
possible with some visibility of CPEC projects materializing and sharing
benefits with deprived segments of society. This is a matter of providing
basic needs for social uplift through jobs on merit. The communication
means that are appearing are sufficient to facilitate the movement of peo-
ple for jobs, business and trade. The provision of seed money to kick-start
smaller businesses would go a long way in reducing pressure on the job
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market. In dealing with the Chinese, the friendship slogan should only be
employed for mutual businesses on a level playing field. It should not be
expected for favour giving or receiving; businesses should instead main-
tain professionalism. Pakistan, at the same time, would need to keep neu-
tral on the religion side. Non-interference in one another’s internal affairs
would help develop professionalism in business and economic growth.
Pakistan and China’s rivals in geoeconomic and geostrategic dimensions
would feel comfortable to create a disturbance through religious sensitivi-
ties; both would therefore require to exercise the utmost care in dealing
with such matters. The economic corridor should be used objectively for
business only without any discrimination, not even with India. This
would build confidence in mutual trade and peace for mutual benefit and
coexistence.

In Chap. 9, Yasir Arrfat argues that the traditional approaches to the
integration of low-income countries have been the assembly of interme-
diate goods, which are generally produced in high-income countries,
then re-exported to the final consumers. This strategy should be re-
evaluated, especially for a low-income country such as Pakistan, to inte-
grate more value-added activities and services. The main objective of
Arrfat’s study is first to identify the possible value chain for integration
and ranking of a suitable value chain based on the criteria of potential
volumes. Arrfat argues that Pakistan has been following the traditional
integration cycle, as already discussed. BRI and CPEC projects provide
ample opportunity to Pakistan to strategically align with the Chinese
exporting industrialization regime, which will create a baseline for the
much-needed industrial revolution in Pakistan. Therefore, the govern-
ments of both China and Pakistan have incorporated SEZs to kick-start
the industrial revolution in Pakistan under the banner of CPEC keeping
the success of Chinese SEZs in its consideration. Arrfat’s chapter shows
the rationale and decisional process for how Pakistan can efficiently uti-
lize CPEC projects to integrate its industry and trade with the global
value chains of China, coupled with its geostrategic economic advantages
and a ‘win—win’ for both.

In Chap. 10, Mahmood Ahmad argues that CPEC is largely conceived
as a transport and energy project and less as a possible engine of growth
with better regional connectivity. It is critical to establish a clear narrative
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regarding Pakistan’s economy in the future—a trading or manufacturing
nation, or following prior approaches of import substitution. Experts
suggest that in the short to medium term it is more feasible to harvest the
low-hanging fruit and for this reason the long-term CPEC plan
2017-2030 has cited agriculture as a priority sector. Pakistan’s federal
government is aggressively identifying procedures to provide a much-
needed boost for the sector and to utilize CPEC as a vent for growth.
Ahmad’s chapter is primarily concerned with the development of com-
petitive agriculture and agro-industry in priority regions. He looks at two
aspects of CPEC through an agricultural lens: (1) how to unlock the
agricultural potential of the country in some traditional crops, livestock
and horticulture; and (2) the present and prospective agricultural trade
regime and future potential, especially in the light of CPEC’s better con-
nectivity. Pakistani trade is dominated by agriculture and agro-based
products and would continue to be so for some time to come. The chap-
ter highlights that the identified clusters of agricultural value chains in
four corridor zones, especially the central zone (Indus Basin) classified
under the CPEC project, have a comparative advantage in producing a
diversified crop mix that has not been fully exploited. In order to trans-
late this comparative advantage into a competitive advantage, there is not
only a need to develop clusters of commercially viable farming, process-
ing and service firms located in specific geographical areas, but also to
adopt good global production and trade practices. Ahmad evaluates the
policies and investment priorities considered in developing CPEC in
general and agriculture and agro-industry in particular.

In Chap. 11, Jawad Syed, Syed Khawaja, Anser Mahmood, Ahmed
Zulfigar, Majid Sharif, Usama Imran Sethi, Uzair Ikram and Saud Khan
Afridi note that the construction industry in Pakistan received a major
boost after 2013 following a series of investments as part of CPEC. They
argue that the energy sector is strictly regulated by the Government of
Pakistan and that the development of new projects requires tedious and
cumbersome processes, including official approvals and reviews. Given
the inefliciencies of government procedures and sub-par project manage-
ment practices in Pakistan, delays in construction are a common sight,
leading to massive cost over-runs. However, the Sahiwal Coal Power
Project (SCPP), a 1320-megawatt coal-powered facility, was completed
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in just 22 months, before its stipulated deadline. The authors use a proj-
ect management framework to ascertain what learnings could be drawn
from the construction of SCPP. Their study shows that factors such as
proper project scheduling, efficient site management, a skilled labour
force and governmental support played a key role in the timely comple-
tion of this project.

In Chap. 12, Asifa Jahangir, Omair Haroon and Arif Masud Mirza
explain the concept and classifications for developing SEZs, and discuss
the rationale for SEZs under CPEC and the potential of the SEZ idea
within Pakistan. The authors also discuss the parameters for understand-
ing SEZs establishment and the challenges Pakistan is currently facing
regarding their development.

The final chapter by Jawad Syed and Memoona Tariq discusses the
important collaborative role that business schools in China and Pakistan
may play in supporting CPEC. Given the vast scale of investment and
infrastructure development related to this initiative, it is important to pay
attention to the enormous need for technically and cross-culturally com-
petent managers and business leaders to support this initiative. Syed and
Tariq highlight the human resource needs in CPEC’s wake and outline
various fields within which business schools in both countries could sup-
port each other, as well as the public and private sectors, in the successful
design and execution of CPEC projects. Their chapter offers some exam-
ples of cooperation already taking place among universities and business
schools in China and Pakistan in support of CPEC. It also suggests some
activities and deliverables of the proposed cooperation among business
schools along the Belt and Road.

We believe that the breadth and depth of topics covered in this volume
will not only spur further academic scholarship in this field, but also pro-
vide much-needed empirical and theoretical insights to policymakers,
practitioners and businesspersons responsible for or interested in under-
standing or implementing CPEC and other similar international projects.
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China’s Belt and Road Initiative:
A Pakistani Perspective

Jawad Syed

Introduction: The Belt and Road Initiative

The Belt and Road Initiative (BRI) is a Chinese development strategy
that focuses on connectivity and cooperation between China and the
world through the historical land-based and new maritime Silk Road.
The initiative was introduced by Chinese President Xi Jinping in 2013 to
boost economic and wider social links between China and the global
regions, including South Asia, Southeast Asia, the Middle East, Europe,
Oceania and Africa (Swaine 2015). The initiative is aimed at boosting the
common prosperity of more than 65 countries along the Belt and Road.

This chapter offers an overview of the BRI with a specific focus on the
financial and operational aspects of its Pakistani section, known as the
China Pakistan Economic Corridor (CPEC). Given the enormous scale
of investment and infrastructure development related to this initiative
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(estimated to be more than US $60 billion for CPEC alone; Siddiqui
2017a), it is important to pay attention to the vast need for technically
and cross-culturally competent managers and leaders for CPEC/BRI
projects. Given the newness and paucity of research and information on
this topic, this chapter reviews multiple sources including government
documents, consultantreportsand mediaarticlesrelated to BRIand CPEC.

China is one of the largest global economies with a gross domestic
product (GDP) of over $11.2 trillion (World Bank 2017). The country is
projected to become the world’s largest economy in 2050, with a GDP of
$58.5 trillion, up from $5.7 trillion in 2010 (PwC 2017a). The construc-
tion of the Belt and Road may be seen as the Chinese response to the new
era of economic globalization, in expanding its economic, cultural and
political outreach as well as meeting the demands of countries along the
historical Silk Road. Chinese officials often emphasize connectivity,
inclusiveness and the interest of participating countries in referring to the
BRI (Lingliang 2016). The initiative provides an opportunity for coop-
eration and complementation in addition to other regional cooperation
mechanisms. However, these countries differ in their ability to pursue
transformative development, due to divergence in their economic, socio-
cultural and political landscapes.

Also known as One Belt One Road (OBOR), the initiative is geo-
graphically structured along seven economic corridors (PwC 2017b):

1. China Pakistan Economic Corridor, from western China to the Indian
Ocean through Pakistan

2. Eurasian Land Bridge, from western China to western Russia

3. China—Mongolia—Russia Corridor, from northern China to
eastern Russia

4. China—Central Asia—West Asia Corridor, from western China to Turkey

5. China-Indochina Peninsula Corridor, from southern China
to Singapore

6. Bangladesh—China-India-Myanmar (BCIM) Corridor, from southern
China to Myanmar

7. Maritime Silk Road, from the Chinese Coast through Singapore to the

Mediterranean
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The initiative focuses on the connectivity and integration of these
regions to develop a cohesive economic area through building infrastruc-
ture, broadening trade and increasing cultural exchanges. Next, the chap-
ter discusses the main aspects of CPEC, highlights its significance for
China and Pakistan, and also outlines some key issues and challenges.

China Pakistan Economic Corridor

CPEC, in the main, comprises infrastructure projects which are under
construction throughout Pakistan, connecting western China to the
Indian Ocean. It shows three main alignments or routes (discussed next),
which constitute the economic corridor around which special economic
zones (SEZs) are being planned. Seen as the main plank of the BRI, the
value of CPEC projects is estimated to be more than $60 billion. In
November 2016, CPEC became partly operational when Chinese cargo
of 250 containers was transported from Xinjiang to Gwadar Port and
from there to the Middle East and Africa (Dawn 2016a).

CPEC is focused on modernizing the road infrastructure, energy pro-
duction and SEZs. The Pakistani government has been establishing SEZs
to support business-friendly policies and attract investment across a range
of industry sectors. At the federal level, nine SEZs are being planned
across the country (Table 2.1; SEZ 2017). An SEZ is an area dedicated to
promoting industrial growth through lenient economic and tax policies.

Table 2.1 Federal special economic zones (SEZs) in Pakistan

Province Location of SEZ

Khyber Pakhtunkhwa Rashakai Economic Zone

Sindh Dhabeji

Balochistan Bostan Industrial Zone

Punjab M-2 Sheikhupura

Gilgit Baltistan Moqgpondass

Federal Area ICT Model Industrial Zone and PSM-Port
Qasim

Federally Administered Tribal Mohmand Marble City

Areas

Azad Jammu and Kashmir Bhimbar Industrial Zone
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Incentives in Pakistan may include lower corporate income tax, tax reduc-
tions or exemptions, land-rent reduction and import-duty exemption for
eligible projects.

The Planning Commission of Pakistan is in the process of setting up
27 SEZs under CPEC by introducing Gwadar SEZ as the first model,
spreading over 3000 acres. These SEZs will include eight SEZs in Khyber
Pakhtunkhwa, seven each in Punjab and Balochistan, three in Sindh and
one each in Gilgit Baltistan and Islamabad. The 250-acre SEZ for Gilgit
Baltistan would be located at Mogpondass for mining and food process-
ing. The largest of all of these SEZs would be based in the Punjab’s Pind
Dadan Khan Industrial City, which would be spread over 10,000 acres
and would have industrial units for agriculture, textiles, food processing,
livestock, manufacturing and energy (Dawn 2016b).

Further industrial estates being built in Multan (Phase-II), Bahawalpur,
Mianwali, Rahim Yar Khan, Dera Ghazi (DG) Khan and Rawalpindi to
support CPEC projects are expected to create thousands of jobs. Another
three SEZs were announced in 2016, which include Quaid-e-Azam
Apparel Park at M2 near the Sheikhupura interchange, Industrial City
located on M3 near the Sahiwal interchange and a 225-acre Value
Addition City near Faisalabad on the Expressway (7he News 2016).

The newly built and revamped roads will connect the seaports of
Gwadar and Karachi in southern Pakistan with cities in central and
northern Pakistan, and further north with western China and Central
Asia. A 1100 km motorway will be built between Karachi and Lahore, as
part of CPEC. Moreover, the Karakoram Highway (N-35) between
Rawalpindi and China’s Xinjiang province will be reconstructed and
expanded. The railway network in Pakistan will be upgraded, including
the Karachi—Peshawar section, and extended to China’s Xinjiang Railway
in Kashgar. The estimated $11 billion needed to modernize the road net-
works will be financed by low-interest loans (Deloitte n.d.).

Over $33 billion worth of energy infrastructure will be constructed by
private consortia to address severe energy shortages in Pakistan. These
shortages regularly amount to over 4500 MW (touching 7000 MW in
peak season; Kiani 2017a), and are estimated to slash 2-2.5% off
Pakistan’s annual GDP. Based on higher estimates of energy shortfall, the
Pakistani economy lost PKR 1439 billion (7% of GDP) in 2015 (Pakistan
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Observer 2017). As a part of CPEC’s fast-tracked ‘Early Harvest’ projects
(Deloitte n.d.), over 10,400 MW of energy-generating capacity was
expected to be produced by the end of 2018. In total, CPEC-related
energy projects will eventually produce 16,400 MW of power. Moreover,
a network of pipelines will transport liquefied natural gas and oil, includ-
ing a $2.5 billion pipeline between Gwadar and Nawabshah, which will
further extend westward to import gas from Iran. While fossil fuels will
be the main source of electricity production through these projects,
hydroelectric, wind power and solar projects are also being built and
installed as part of CPEC.

Work is being done to reinforce and expand the communication infra-
structure along the Belt and Road. In May 2016, construction began on
the 820 km Pakistan—China Fiber Optic Project, costing $44 million to
improve telecommunication in the Gilgit Baltistan region, while provid-
ing Pakistan with a fifth route for telecommunication traffic (Economic
Times 2016).

CPEC has been divided into three phases: a short-term plan to be com-
pleted by 2020, a mid-term plan to be completed by 2025 and a long-term
plan to be completed by 2030. The long-term plan has seven pillars, and it
identifies the broader areas for cooperation between China and Pakistan.

Three Alignments or Routes

Pakistan’s National Highway Authority has been authorized to plan and
develop CPEC connecting Khunjerab in the north to Gwadar in the
south along three routes or alignments, namely, Western, Eastern
and Central.

The Western Alignment of the CPEC has a total length of 2463 km,
starting from Khunjerab and passing through Burhan (Hakla), Dera
Ismail (DI) Khan (Yarik), Zhob, Quetta, Surab and Hoshab and termi-
nating at Gwadar. Its 615 km Khunjerab—Raikot section has been com-
pleted, Raikot Thakotisatthe planningstage, the 188 km Thakot—Havelian
section is ongoing, as are the 60 km Havelian—Burhan and 285 km
Burhan (Hakla)—Yarik (DI Khan) sections, the 235 km Yarik (DI Khan)—
Zhob section is at the procurement stage and the 331 km Zhob—Quetta
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section is at the planning stage. Moreover, the 211 km Quetta—Surab
existing alignment has been rehabilitated, while the 449 km Surab—
Hoshab and 193 km Hoshab—Gwadar sections have been completed.

The Eastern Alignment of the CPEC has a total distance of
2686 km, starts from Khunjerab and passes through Thakot,
Mansehra, Burhan, Pindi Bhatian, Faisalabad, Multan, Sukkur,
Shikarpur, Ratto Dero, Khuzdar, Basima and Hoshab, terminating at
Gwadar. About a 793 km section of the Eastern Alignment from
Khunjerab to Burhan is common to the Western and Central
Alignments. Further sections of the Eastern Alignment have a total
length of 1908 km, including the 293 km Burhan-Pindi Bhattian
and the 53 km Pindi Bhattian—Faisalabad sections at the planning
stage, out of the 240 km Faisalabad—Multan section the 58 km
Faisalabad—Gojra portion has been completed, while work on the
126 km Gojra—Khanewal section is ongoing, and the 56 km
Khanewal-Multan section has been completed. Work on the 392 km
Multan—Sukkur section is ongoing, the 37 km Sukkur—Shikarpur sec-
tion has been completed, a feasibility study of the 49 km Shikarpur—
Rato Dero has been undertaken and the 180 km Rato Dero—Khuzdar
section is complete. Plans for the 110 km Khuzdar—Basima section
have been approved, while the 361 km Basima—Hoshab and 193 km
Hoshab—Gwadar sections have been completed (TOI 2017).

The Central Alignment of the project, which is 1633 km in length,
begins from Burhan (Hakla), passes through PindiGheb, Kot Addu, DG
Khan, Rajanpur, Wangu Hills, Khuzdar, Basima and Hoshab, terminat-
ing at Gwadar. The 115 km Burhan (Hakla)-PindiGheb, 355 km
PindiGheb—Kot Addu, 55 km Kot Addu—DG Khan, 49 km DG Khan—
Rajanpur and 336 km Rajanpur—Wangu Hills sections are at the plan-
ning stage and the 113 km Wangu Hills—Khuzdar and 110 km
Khuzdar—Basima sections are under construction.

There is a heated political debate among various provinces of Pakistan,
with Khyber Pakhtunkhwa and Balochistan provinces emphasizing the
Western Alignment while Punjab is naturally interested in the Eastern
Alignment. However, the most economic and shortest route—that is, the
Central Alignment—seems to be given the lowest priority currently.
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CPEC's Seven Pillars

The seven pillars of CPEC’s long-term plan are connectivity, energy,
industries and industrial parks, agricultural development and poverty
alleviation, tourism, cooperation in the areas concerning people’s liveli-
hood, and financial cooperation (Yousafzai 2017).

The connectivity pillar includes the construction of an integrated
transport system and information network infrastructure. It includes the
construction and development of a road and railway infrastructure from
Kashgar to Gwadar through the three alignments or routes discussed in
the previous section. Capacity expansion and modernization of the exist-
ing railway lines are part of the integrated transport plan. The project also
focuses on the construction of a new international airport at Gwadar.

For the information network infrastructure, China and Pakistan will
boost information connectivity and cooperate through the construction
and operation of local communication and broadcast networks.

In energy-related fields, China and Pakistan are working together in
the electricity, power grid and oil and gas sectors. A major focus of CPEC
is on establishing new power plants (thermal, wind, hydro, solar and
hybrid) to address the current power shortages in Pakistan. There is also
cooperation in the development of oil and gas resources and pipeline
projects. Oil refineries and storage at Gwadar and along the CPEC route
are part of the wider plan.

In the area of industry development, China will help Pakistan to pro-
mote the quality and efficiency of the textile and clothing industry and
develop high value-added products. China is also developing the Kashgar
Economic and Technological Development Zone and Caohu Industrial
Park to facilitate regional trade. In Pakistan, there will be a focus on pro-
moting industrial capacity in sectors such as chemicals, engineering, iron
and steel, and construction materials.

In agricultural development and poverty alleviation, there is a focus
on the development of agricultural infrastructure, training of agricultural
personnel and technical exchanges. There will be a focus on areas such as
biological breeding, production, processing, storage and transportation,
disease prevention and control, water resources development, land
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development and remediation, information and communications tech-
nology (ICT)-enabled agriculture and marketing of agricultural products
for the systematic and large-scale development of the agricultural indus-
try. These measures will enable a transition from traditional agriculture to
modern agriculture in the regions along CPEC to boost the local agricul-
tural economy and eradicate poverty.

As regards tourism, tourism resources and opportunities will be devel-
oped in the regions along CPEC, especially the China—Pakistan border
areas. There will also be a focus on coastal tourism (from Kaiti Bandar to
Jewani), northern Pakistan tourism in Gilgit Baltistan and cross-border
tourism. In 2015-2016, there was a 25% growth in tourism to Gilgit
Baltistan, the northern areas of Pakistan, bordering China. Around one
million people visited that area in 2016, a number not witnessed before
(The Express Tribune 2016). Accordingly, the hospitality industry too is
likely to flourish.

As regards people’s livelihood and non-governmental exchanges,
CPEC will focus on comprehensive service capability of the cities along
CPEC. For this purpose, experiences of urbanization from China and
other countries will be used for the municipal construction of the node
cities along CPEC so as to upgrade the public transport system and water
supply and drainage systems.

In financial cooperation, the two countries have established
multi-level cooperation mechanisms and policy coordination. There
will be a focus on financial reforms, innovation in financial products
and services, and reduction in risks to create a conducive financial
environment. There is increased cooperation between the central
banks and financial regulatory agencies of the two countries and a
settlement platform for renminbi (RMB) cross-border trade.
Moreover, the two countries will promote the opening and develop-
ment of the securities markets and the multi-currency direct financ-
ing of Pakistan’s central and local governments, enterprises and
financial institutions in China. The two countries will strengthen
cooperation between the stock exchanges and support enterprises and
financial institutions in carrying out direct financing for projects
along CPEC in each other’s capital markets.
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CPEC's Significance
Significance for China

CPEC:s significance for China is reflected by its inclusion in China’s 13th
five-year development plan (PwC 2017b). CPEC projects are expected to
provide several benefits to China: (1) a shorter and cheaper route by
which China can conduct trade with South and West Asia, the Middle
East, Africa and Europe; (2) the development of western China to bring
it to a par with developed regions in eastern and southern parts of China;
(3) utilization of surplus capacity including human resources and tech-
nology from Chinese public- and private-sector companies—owing to
massive stimulus, the construction and engineering sectors in China have
boomed since 2008, and there is surplus capacity in steel, cement, chemi-
cals and so on which China intends to consume; and (4) the develop-
ment of stronger economic, cultural and political linkages with countries
across the world. For example, the actual sea route from Beijing to the
Persian Gulf is about 12,900 km long. In contrast, Gwadar Port in
Pakistan is only 2000 km from China’s Kashgar city, while Kasghar is
around 4400 km from Beijing (Ebrahim 2015; Google 2018).

From a macro BRI perspective, trade between China and Belt and
Road countries exceeded $916 billion in 2016, which is 25.9% of China’s
total foreign trade volume. Chinese companies have since established
over 70 overseas economic and trade cooperation zones. Moreover, China
has also been able to expand circulation of the RMB and international-
ization of its currencies. It has conducted RMB bilateral swap agreements
with nations that stretch along new Silk Routes (PwC 2017b).

BRI will also enable China to utilize its surplus industrial output.
According to an estimate, 580 million tons of cement is needed yearly for
infrastructure projects in Asia alone, which is a quarter of China’s output.
Similarly, the construction of railways, pipelines and other projects along
the Belt and Road trade route may create demand for 272 million
tons of steel.

According to ofhicial figures, Chinas direct investment in Belt and
Road countries totalled $14.5 billion in 2016; total overseas newly signed
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contracted projects in Belt and Road countries reached $126 billion,
making up about half (51.6%) of China’s total overseas contracted proj-
ect value in 2016 (PwC 2017b).

In 2017, Forbes noted that CPEC would shape the next era of global-
ization and greatly boost Chinese exports and international business
(Mourdoukoutas 2017). According to Hua Chunying, Chinese Foreign
Ministry spokesperson, the corridor will ‘serve as a driver for connectivity
between South Asia and East Asia’. The corridor is expected to play a
crucial role in the regional integration of ‘Greater South Asia’, including
China, Iran, Afghanistan and stretching all the way to Myanmar
(Tiezzi 2014).

Significance for Pakistan

The benefits that Pakistan is likely to gain from CPEC include upgrading
of the road and deep-water port infrastructure, an enhanced capacity for
energy production and a boost in manufacturing activity due to the
SEZs. Moreover, there are opportunities for technology transfer in the
manufacturing sector of Pakistan through foreign direct investment
(FDI) or through collaborative arrangements. Also, the initiative pro-
vides an opportunity to position Pakistan as a major transit point con-
necting the Eurasian region with South Asia and Southeast Asia, which is
much needed for the country’s economic growth (Javaid and Javaid
2016). In 2017, the Pakistan Credit Rating Agency (PACRA) suggested
that the establishment of energy projects under CPEC would help over-
come shortages and play a positive role in achieving the required eco-
nomic growth of 7% in the next two to three years (Siddiqui 2017a).

CPEC is the largest financial investment in Pakistan since the coun-
try’s independence in 1947. In April 2016, Zhang Baozhong, chairman
of China Overseas Ports Holding Company (COPH), illustrated that his
company planned to spend an additional $4.5 billion on roads, power,
hotels and other infrastructure (Johnson 2016), which would be one of
the largest ever FDIs into Pakistan.

Currently, Pakistan is facing energy shortfalls on a regular basis. These
shortages are a major interference with production and foreign investment.
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For example, Pakistan’s textile industry has been adversely affected by
long power cuts, with almost 20% of textile factories in the city of
Faisalabad shut down due to a lack of electricity. CPEC’s ‘Early Harvest’
projects are expected to resolve shortages in power generation by 2018,
increasing Pakistan’s power generation capacity by over 10,000 MW. With
an improvement in energy supplies, the Pakistani government expects
economic growth rates to improve too.

Furthermore, once fully built, the corridor is expected to generate sig-
nificant revenue from transit fees levied on Chinese and other foreign
goods—to the tune of several billion dollars per annum. According to an
estimate, CPEC-related transportation would earn $400-500 million
per annum for Pakistan and may improve Pakistani exports by 4.5%
annually till fiscal year 2025.

CPEC is expected to renovate Pakistan’s economy by modernizing its
road, rail, air and energy transportation systems, and connect the Pakistani
ports of Gwadar and Karachi with China’s Xinjiang province (Ahmed
2017). This would help reduce the cost and time of transporting goods
and services between the two countries (Sawas and Anwar 2017) and
beyond. Consequently, Pakistan’s GDP is expected to grow more than
5% by 2020. PricewaterhouseCoopers predicts that Pakistan’s GDP may
reach $4.2 trillion by 2050 (PwC 2017b). Currently the country’s GDP
is about $318 billion (2017 estimate). Part of the future projected growth
may be attributed to CPEC.

According to a study by the Asian Development Bank (ADB), ‘CPEC
will connect economic agents along a defined geography. It will provide
connections between economic nodes or hubs, centered on urban land-
scapes, in which large amounts of economic resources and actors are con-
centrated. They link the supply and demand sides of markets’ (Brunner
2013). The initiative is likely to enhance private investment because of a
positive environment, economic opportunities and improved infrastruc-
ture, which may lead to stabilizing the economy of Pakistan (Irshad et al.
2016). For example, in November 2016, Hyatt Hotels Corporation
announced its intention to open four properties in Pakistan, in partner-
ship with Bahria Town Group, citing CPEC as one of the key reasons
behind the $600 million investment.
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Thousands of jobs are being generated and thousands more are
expected to be generated through CPEC-related projects. While up to
10,000 Chinese workers are currently working in Pakistan on work visas,
tens of thousands of Pakistanis too are employed on these projects. It may
be noted that labour costs in Pakistan are very competitive, four to five
times lower than in China (BR 2016). Thus, labour-intensive firms will
naturally look at the Pakistani workforce in order to be competitive and
cost-effective.

According to an estimate by the International Labour Organization,
CPEC will create around 400,000 jobs (APP 2017). The Applied
Economics Research Centre estimates that CPEC could create over
700,000 direct jobs between 2015 and 2030. This may increase annual
economic growth by 2.5% (APP 2016). Yousafzai (2017) suggests that by
June 2017, CPEC had created 30,000 jobs for Pakistani workers and
engineers (including 16,000 working in the energy sector). A further
8000 jobs were being carried out by Chinese nationals. Work on the
transport infrastructure had created around 13,000 jobs by June 2017
(PCN 2017).

Employment and development opportunities associated with
CPEC projects are also expected to help with social and political
issues. According to China’s Prime Minister, Li Keqiang, Pakistan’s
development through the project might ‘wean the populace from
fundamentalism’.

Financial Aspects of CPEC

While much of the financing for CPEC is being provided by the
Chinese government and state-owned banks, there is also significant
investment by private consortia. Moody’s Investors Service has
described CPEC projects as ‘credit positive’ for Pakistan. In June
2017, Morgan Stanley Capital International upgraded the status of
the Pakistan Stock Exchange (PSX) from ‘frontier market’ to ‘emerg-
ing market’ status (MSCI 2017). This section provides an overview of
different types of loans and other forms of financial assistance being

provided to build various CPEC projects.
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Concessionary Loans

Approximately $11 billion worth of infrastructure projects being devel-
oped by the Pakistani government will be financed by concessionary
loans, with composite interest rates of 1.6%. Concessionary loans will be
dispersed by the Exim Bank of China, China Development Bank and
Industrial and Commercial Bank of China. Previously, loans for Pakistani
infrastructure projects financed by the World Bank carried a much higher
interest rate of 5—-8.5%, while interest rates on market loans were as
high as 12%.

The Karachi-Lahore Motorway (costing more than $6.6 billion) is
currently under expansion and construction. For its $2.9 billion section
that will connect Multan with Sukkur over a distance of 392 km, 90% of
the costs will be financed by the Chinese government at concessionary
interest rates (2%), while the Pakistani government will finance the
remaining 10%.

The China Development Bank will finance $920 million towards the
reconstruction cost of 487 km of the Karakoram Highway between
Burhan and Raikot. An additional $1.26 billion will be provided at con-
cessionary rates by the China Exim Bank for the construction of the
Havelian—Thakot portion of this highway.

There is similar low-interest financing for other projects. Concessionary
loans through China’s state-owned banks will finance approximately
$7 billion of the planned $8.2 billion overhaul of the Main Line 1
Railway (Rana 2016). However, the 27.1 km, $1.6 billion Orange Line
of the Lahore Metro is regarded as a commercial project and is financed
($1.3 billion) by the Government of China at an interest rate of 2.4%.
The $44 million Pakistan—China Fiber Optic Project will be completed

using concessionary loans at an interest rate of 2%.

Interest-Free Loans

China is currently financing several projects in Gwadar costing $757 mil-
lion with 0% interest loans. The projects include the construction of a
$140 million East Bay Expressway (connecting Gwadar to the Makran
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Coastal Highway), the installation of $130 million breakwaters, a
$360 million coal power plant, a $27 million project to dredge berths in
Gwadar harbour and a $100 million 300-bed hospital.

In September 2015, the Chinese government announced that it would
provide a $230 million grant to build an international airport in Gwadar,
which Pakistan’s government will not be required to repay.

Private Consortia

Joint Chinese—Pakistani firms will construct energy projects worth
$15.5 billion. The Exim Bank of China will provide investments at 5-6%
interest rates, while the Pakistani government will be contractually
obliged to purchase electricity from those firms at pre-negotiated rates.
For example, the construction of the 1223 MW Balloki Power Plant will
be initiated by a consortium of Harbin Electric of China and Habib
Rafiq of Pakistan (Kiani 2015). Chinese state-owned banks will offer
loans to the consortium, subsidized by the Chinese government, at an
interest rate of 5%, while the Pakistani government will buy electricity at
7.973 cents per unit.

In December 2016, a consortium of mostly Chinese companies bought
a40% stake in PSX. The consortium comprises Chinese Financial Futures
Exchange Company, Shanghai Stock Exchange, Shenzhen Stock
Exchange, Pak-China Investment Company and Habib Bank
(Siddiqui 2017b).

ADB and Other Assistance

The E-35 expressway, a 180 km road linking the Islamabad—Peshawar
Motorway (M1) in Punjab province with the Hazara division in Khyber
Pakhtunkhwa province, will be financed by the Asian Development
Bank (ADB).

The N70 National Highway upgrade project, which will connect
CPEC’s Western Alignment in Balochistan province to the Karachi-
Lahore Motorway at Multan, will be financed as part of a $195 million
package by ADB. ADB will also finance the upgrade of the 531 km N50
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National Highway connecting DI Khan in Khyber Pakhtunkhwa prov-
ince with the Western Alignment in Balochistan. In January 2016, the
UK’s Department for International Developmentannounced a $72.4 mil-
lion grant to Pakistan for improving the road infrastructure in Balochistan,
thereby reducing the total ADB loan from $195 million to $122.6 million.

The Faisalabad—Multan Road (M4) will be partially financed
($100 million) by the Asian Infrastructure Investment Bank (AIIB), and
co-financed with ADB for $275 million. AIIB has also provided a
$300 million loan for a hydropower project in Pakistan (Hsu 2017).
Also, the UK government will provide $90.7 million for the Gojra—
Shorkot section of the M4 Motorway project.

Examples of Success and Challenges

The BRI including CPEC provides an opportunity to international inves-
tors to partner with Chinese companies by providing capital and invest-
ments. These projects are usually backed by the Chinese state and
therefore there is an improved risk—return ratio in many situations.
Furthermore, given that Pakistan and other host governments have
received significant financing from China and multi-lateral banks, these
governments will take more care to minimize disruptions. While not all
Belt and Road projects may offer sound investments, since some of these
projects are deemed strategically important even if they may not be prof-
itable, there are others which may offer a lucrative opportunity for invest-
ment. China and host countries usually welcome investment support to
bridge the funding gaps on some infrastructure projects.

For example, owing to the attractive returns, Qatar’s Al-Mirqab Capital
(AMC) partnered with Chinas state-owned enterprise Sinohydro
Resources, with a 49% share in the construction of a 1320 MW thermal
power plant in Port Qasim (Karachi) under CPEC. As a result of this
partnership, AMC significantly mitigated its risks because of backing of
Sinosure (China Export & Credit Insurance Corporation) to cover a
wide scope of risks. As a result, the ‘multilateral public—private partner-
ship (PPP)’ project built on a Build-Own-Operate (BOO) basis offered
attractive returns with significantly mitigated risks, thereby attracting
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further investments from AMC (see Fig. 2.1; PwC 2017b). Figure 2.1
shows the mechanism of policy backing and insurance by the Chinese
government as well as the high level involvement of the Pakistani govern-
ment, which encouraged the investor (AMC) to invest $256 million
equity along with Sinohydro Resources.

Another similar example is a coal-fired power plant in Sahiwal with
a capacity of 1320 MW. With an estimated cost of $1600 million, the
plant was executed and commissioned by the Huaneng Shandong Rui
Group of China with the coordination of the Ministry of Water and
Power and supervised by the Punjab Power Development Board. The
project was completed in 2017 and has been connected to the
national grid.

Similarly, a wind farm in Gharo, Thatta (Sindh) with a capacity of
50 MW was commissioned by Hydrochina Dawood Power (HDP) using
wind turbine technology. With an estimated cost of $125 million, the
project was commissioned and executed by HDP with the coordination
of the Ministry of Water and Power and the supervision of the Alternative
Energy Development Board. The project has been operational since
April 2017.
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While these examples offer a story of success, there are also examples of
challenges and gaps. For example, in terms of commercial viability assess-
ment, the BRI experience in Sri Lanka illustrates that insufficient market
demand is contributing to a loss of $18 million a year at the Mattala Rajapaksa
International Airport. The airport opened in 2013 at a cost of $209 million,
of which more than 90% came through a loan from China. It was designed
to cater to a million passengers a year to ease Sri Lanka’s air traffic congestion.
However, it is located in Hambantota, a developing city in the south of the
country, without the commercial activities or large resident population to
support the need for an international airport. Furthermore, usage of the air-
port was restricted by the need to develop the supporting infrastructure eco-
system of highways and commercial real estate, at a time when the government
and president were thoroughly reviewing all infrastructure projects that had
been approved by the previous government.

In 2014, only 69 tons of freight and 21,000 passengers passed through
this airport, which is very low when compared with the 200,000 tons of
freight and 800,000 passengers per year that pass through Bandaranaike
International Airport in Colombo. Consequently, instead of strengthening
and reigniting the Sri Lankan economy, the Mattala airport added to a
massive debt of over $8 billion to China and contributed to an International
Monetary Fund bailout. Sri Lankan Airlines subsequently shut down its
operations in January 2015, citing that ‘Mattala Rajapaksa International is
not needed and is a distraction in Sri Lanka’s efforts to turn itself around’.
In October 2016, China agreed to run the debt-riddled, revenue-draining
airport, in an attempt to turn it around (PwC 2017b). In the light of the
Sri Lankan experience, policymakers and investors in Pakistan may care-
fully analyse the issues of excess capacity, business mode and benefits to
local people and the economy in the context of CPEC projects.

Concerns
Security Concerns
A key issue that Pakistan continues to face is security, especially in certain

areas of the Khyber Pakhtunkhwa province and Balochistan province,
where Baloch nationalist militants (such as the Balochistan Liberation
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Army) as well as Takfiri (hardcore radical or exclusivist) Islamist militants
(such as the Taliban, Lashkar-e-Jhangvi and other militant outfits with
overlapping membership, mostly representing an extremist section within
the Deobandi offshoot of Sunni Islam) target security forces, government
officials, ethnic/religious minority groups, power pylons and gas pipe-
lines, causing significant human and economic damage (Shah 2016; Syed
et al. 2016). In some instances, Chinese engineers and workers have
become victims of such attacks.

Pakistan faces Taliban insurgent violence, which largely began in 2008.
The outlawed Takfiri militant groups such as Tehrik-i-Taliban Pakistan
and Lashkar-e-Jhangvi and more recently Islamic State, are known for
their involvement in attacks on Chinese nationals, and Chinese com-
mentators have raised concerns about the safety of Chinese engineers and
construction workers. China reportedly has expressed concern that
Uyghur Islamist militants in Xinjiang are in collaboration with the
Taliban, Jaish-e-Muhammad and other militants in Pakistan. A related
concern is that Chinese workers could become increasingly vulnerable to
Taliban militants and Baloch insurgents. In recent years, there have been
several attacks and kidnappings of Chinese workers in Pakistan
(Arifeen 2017).

The government of Pakistan is currently making efforts to ensure that
security measures are in place in areas where CPEC projects are being
built. In 2014, the Pakistan Army launched Operation Zarb-e-Azb (and
the subsequent Operation Radd-ul-Fasad) to eradicate Taliban and afhili-
ated Takfiri militants from Pakistani territory. The Pakistan Army has
established a Special Security Division to safeguard personnel and prop-
erties related to CPEC (Khan 2016).

Pakistan Navy and Chinese Navy ships will jointly guard the maritime
corridor. Since December 2016, the Pakistan Navy has established a spe-
cial task force, TF-88, to ensure maritime security for trade. China plans
to provide four ships to the Maritime Security Agency for this purpose.

While the Pakistan Army will deploy 12,000 troops to safeguard the
CPEC route, police officers will also be deployed. As of August 2015, 8000
Pakistani security officials were deployed for the protection of over 8100
Chinese workers in Pakistan (Gishkori 2015). Currently, to protect Chinese
and Pakistani individuals and companies that are working on CPEC, a spe-
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cial force comprising 15,000 individuals is deployed. Following the launch of
the military operations, violence in Pakistan has significantly declined.

It may be noted that the public will share the burden of this additional
security borne by the Pakistani government. In August 2017, the National
Electric Power Regulatory Authority (NEPRA), the power sector regula-
tor in Pakistan, allowed power producers to charge (consumers through a
tariff) 1% of the capital cost of 19 power projects worth $15.56 billion
under CPEC for 20-30 years on account of the security cost. NEPRA
worked out the annual cost at about $2.92 million (Rs 315 million). In
its order, NEPRA referred to Article 10 of the CPEC Agreement, which
provides that ‘the Pakistani party shall take the necessary measures to
ensure the safety of Chinese personnel and projects’, and noted that the
country had established a special security force/division of the armed
forces to ensure the security of CPEC projects (Kiani 2017b).

Concerns have been voiced by the Chinese about the security, speed of
completion and costs of BRI-related projects. In 2013, Lin Dajian, from
the Department of International Cooperation in the National
Development and Reform Commission, highlighted the security issues
and other challenges that could impede the progress of the project (SOP
2013). In 2016, a nationalist Chinese paper, the Global Times, remarked
that the increasing cost of security may be a big problem in efficiently
pushing projects forward (Weijia 2016).

The Chinese media notes that much of the security risks over BRI are
concentrated in CPEC, with Beijing aware of the threats Chinese work-
ers face in Pakistan (China Daily 2016). Chinese requirements for secu-
rity call for more complex solutions, requiring a set of integrated services
in which armed personnel are just one of many components. For exam-
ple, there is an associated cost related to security and insurance. The
Chinese insurance sector is beginning to realize the importance of this
business niche. Traditional security, counter terrorism, as well as kidnap-
ping for ransom are going to be important considerations for Chinese
businesses operating in Pakistan. Special insurance is a lesser-known
niche market, but due to the expansion of Chinese FDI, it may prove to
be a thriving sector. Leading Chinese insurance companies such as Ping
An and China Taiping are already exploring these opportunities in con-
sultation with British insurance experts (Arduino 2017).
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There is also an issue of criticism and suspicion by India and the USA
about CPEC and the increasing cooperation between Pakistan and
China. While India criticizes Pakistan for cross-border militancy in
Kashmir, Pakistan alleges that Indian agencies are responsible for violence
in Balochistan and intend to disrupt CPEC. There are also questions
about Takfiri and sectarian ideologies and fatwas emanating from Darul
Uloom Deoband, the large madrassa based in India where the Deobandi
Islamist movement began.

Political Concerns

Within Pakistan, CPEC faces some political challenges in the context of
competing claims and demands by different provinces, with allegations
that the federal government is ignoring the Western Alignment (route)
through Balochistan and Khyber Pakhtunkhwa. While the Pakistani gov-
ernment claims impartiality, budgetary allocations suggest that the gov-
ernment is, at least initially, focusing more on the Eastern Alignment
(Ramay 2016). According to Zhaoli (2013), ‘security concerns are critical
which helps to determine the path of this corridor’, implying that secu-
rity concerns, rather than political bias, may be responsible for any route
changes within Pakistan. The Chinese government in 2015 issued a state-
ment urging Pakistan’s political parties to resolve their differences over
the project.

The dominant role of the Pakistan Army in CPEC is a subject of politi-
cal debate within Pakistan (Pantucci and Lain 2016). Victor Gao, a
former Chinese Ministry of Foreign Affairs official, notes that ‘on the
Pakistan side there is uncertainty about which entity wants to take leader-
ship or ownership of the corridor projects ... there is a big debate inter-
nally over whether the government should take ownership or the military
should take ownership’ (Bokhari 2016).

Moreover, there are also concerns about rampant corruption in
Pakistan. In particular, the way in which the civilian government handles
the CPEC project, especially in light of the accusations of corruption in
the Pakistani government (led by now-disqualified Prime Minister Nawaz

Sharif and his younger broth Shahbaz Sharif, the former Chief Minister of
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Punjab), raises questions about the timely and efficient delivery of CPEC
projects. This then strengthens public perception and the military’s abil-
ity to intervene in politics, not only regarding internal and external secu-
rity matters but also regarding social and economic progress in general
and the implementation of CPEC in particular (Wolf 2016). Thus, to
carry out the essential tasks related to the economic corridor, the military
resorts to its traditional ‘help-yourself” attitude. In a similar fashion, it
has created a foreign policy independent and separate from the rest of the
government. The military’s sovereignty is evident in large enterprises like
the semi-military Frontier Works Organization (FWO, a key contractor
for CPEC) or the increasingly independent diplomacy with China and
engagement in CPEC projects (Wolf 2016).

There are also concerns about the rights and participation of indige-
nous Baloch people in Gwadar and other parts of Balochistan. In 2016,
Pakistan’s Minister of Planning, National Reforms and Development,
Ahsan Igbal, assured the people of Balochistan that Gwadar residents,
including fishermen, would be regarded as ‘main stakeholders’ in the
city’s master plan (Syed 2016). Moreover, the developer of the Gwadar
Port announced that it would assist fishermen to help boost the region’s
seafood industry by developing and offering programmes to improve the
quality of local seafood. To address this issue, government officials and
private organizations may focus on greater engagement with local com-
munities and organizations to understand and accommodate local sensi-
tivities and interests, so that all people could benefit from CPEC projects.
This may also help China and Pakistan in improving their people-to-
people and cultural ties.

Financial Concerns

Some aspects of CPEC’s finances seem to be shrouded in secrecy. There
are questions about the transparency of the process through which con-
tracts are being awarded to construction, energy and other projects. There
also seems to be a lack of independent financial and performance evalua-
tion by a third party. The Private Power and Infrastructure Board has
been accused of misdeeds in the approval process for coal power plants



34 J. Syed

and tariffs. Pakistan is contractually obliged to purchase electricity from
those plants. There are questions about potential irregularities on the tar-
iff approved for the 300 MW coal power plant to be built in Pind Dadan
Khan by China Machinery Engineering Corporation (Khan 2015).

Inconsistency in regulatory regimes in China and Pakistan may affect
CPEC projects, and some of these projects may be involved in monopo-
lizing or operating assets of national security interest (e.g. oil refinery and
storage tanks, power plants), which may require close regulation to avoid
abuse of power or compromise of national interest. The investor returns
may also be closely tied to public subsidies for projects such as public
transportation, therefore having a direct impact on the firm’s ability to
make revenues and service loans (PwC 2017b).

Much of the development of the infrastructure, especially the corridor
roads, has been assigned to FWO, a military engineering company
(Ashraf 2017). However, some of these contracts are not being awarded
through an open and transparent process. The process of selection of eli-
gible firms and grant of contracts may be made more robust and
transparent.

There are also concerns about the trade imbalance, which is domi-
nantly in China’s favour. In 2016-2017, Pakistani exports to China were
only 15% of imports from the same country. Exports to China shrank to
$1.62 billion in 2016-2017, from $2.69 billion in 2013-2014. Imports
from China, in contrast, grew to $10.53 billion in 2016-2017 from
$4.73 billion in 2012-2013, an increase of 123%. In 2012-2013,
Pakistan’s exports to China were 45% of imports from China. According
to reports, Chinese products are replacing local goods and becoming a
dominant force in the domestic market (Igbal 2017). Between 2012 and
2017, Pakistan’s trade deficit with China tripled, going from $4 billion to
$12.7 billion (Dawn 2018). It may be noted that Pakistan’s major imports
from China include electrical equipment, machinery (including nuclear
reactors), iron and steel, organic chemicals and manmade filaments,
while major exports to China include cotton, rice, ores and fish.

Chinese exports through the Karakoram Highway have entered the
Pakistani domestic market, and are usually cheaper due to the relatively
higher cost of production in Pakistan. There are also concerns that CPEC
may replace Pakistani exports by Chinese in external markets.
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There are questions about Pakistan’s increasing burden of external debt
and the country’s ability to pay it back. In 2017, a report estimated that
Pakistan might end up paying $90 billion to China over a span of
30 years, with average annual repayments of $3—4 billion per year post
fiscal year 2020 (Siddiqui 2017c¢). However, a boost in domestic produc-
tion and exports (due to improved energy, infrastructure and the eco-
nomic corridor) may also add an extra $8 billion per year to the country’s
exports, which may be sufficient to service the debt.

CPEC is a debt-financed infrastructure development project. Chinas
lending plans place greater ownership of the financial risk on the recipi-
ent of the investment. The host country’s ability to repay could also
potentially lead to a network of inter-dependence guided by the exchange
of resources and asset ownership. Some African countries are already
approaching China to reschedule, freeze debt repayments or to pay debt
back with resources for previous infrastructure projects (PwC 2017b).

Conclusion

CPEC is a flagship component of the BRI and has enormous significance
for both Pakistan and China. Many of the future development and eco-
nomic activities in Pakistan depend on successful execution of CPEC and
its affiliated projects. For China, CPEC is important because it can be
showcased as a success story for all other routes and components of the
BRI. Indeed, the utilization of Chinese surplus capacity in engineering,
construction, chemicals and other industries and the development of the
western part of China is high on Beijing’s agenda. CPEC thus provides an
opportunity for stepped-up research to examine, design and execute opti-
mal trade and investment policies, socioeconomic linkages and manage-
ment practices to bolster development in China, Pakistan and other
countries along the Belt and Road.

Opverall, CPEC offers immense opportunity and responsibility to
diverse stakeholders in Pakistan and China, including policymakers,
entrepreneurs, government officials, industrialists and academicians. All
of these stakeholders will need to work together in order to fully capital-
ize on the opportunities offered by CPEC, and the BRI in general, and
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critically address empirical questions such as the volume of economic
activity likely to be generated, income from tolls, impact on infrastruc-
ture and energy supply and consumption, impact on the local economy
including domestic production, imports and exports, and Pakistan’s
capacity to pay debts. Future scholars may address these questions and
myths by collecting, analysing and presenting empirical evidence.
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Introduction

The Chinese dream to revive the ancient silk route through the Belt and
Road Initiative (BRI) is declared as a bid to enhance regional connectivity
between three continents—Asia, Europe and Africa. The plan, which is
global in scope, covers the Earth’s surface through both overland and
maritime routes, all to be achieved through massive investment on
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infrastructure. In numerical terms, BRI covers 65% of the world’s popu-
lation, three-quarters of global energy resources and 30% of world gross
domestic product (GDP; Campbell 2017).

According to popular media reports, the ambitious geoeconomic
vision is backed by Chinese investments approaching US $4 trillion. The
scope of BRI is comprehensive, as it not only envisages hard connectivity
through built-up infrastructure such as road and railway networks, but
also includes soft integration using trade, transportation and transit
agreements, and building social integration through people-to-people
exchanges. To achieve its objectives, BRI depends on huge investment in
mega public-sector projects jointly agreed between China and the rele-
vant country and somewhat catering to local needs. Such projects include
roads, railroads, power plants, dams and telecommunications networks.

One of the flagship projects under BRI is the China Pakistan Economic
Corridor (CPEC). The CPEC portfolio has four main publicly stated
components: energy generation, infrastructure building, development of
the Gwadar Port and enhanced industrial cooperation. During the last
decade, the economic growth of Pakistan was severely constrained due to
persistent energy shortfalls and falling exports due to low competitiveness
in global markets. As a result, a national priority for Pakistan is to focus
on projects aimed at energy generation and industrial growth. On the
other hand, the development of the transportation network and opera-
tionalization of the Gwadar Port were necessary to provide trade route
access to China. Together, these form the main components of CPEC
and hence it is hailed as a fusion of Pakistan’s vision 2025 and China’s
BRI—a win—win situation for the two countries (Planning Commission).

In order to address the acute energy shortages, around 56% of the
CPEC portfolio is based on energy projects. These projects are diverse in
terms of input fuel of power plants: four renewable energy projects (one
solar and three wind), three hydro projects and twelve coal-based projects
(see Fig. 3.1).

The coal projects have been justified on the grounds that due to the
gravity of the electricity shortage crisis, it became imperative to opt for
power plants that can be installed and operationalized in the shortest pos-
sible time (Planning Commission FAQs). As such, these projects are also
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referred to as ‘early harvest’ projects—a term coined for ventures that are
likely to be completed in the short run as opposed to the long run.
Against the state projection of a win—win deal for the two countries,
private perceptions differ and not everything linked with CPEC glitter is
unquestionably considered gold. At the national level, an often-asked
question is: who benefits more from the CPEC projects and who bears the
greater financial burden, China or Pakistan? The impression that CPEC
benefits China’s commerce more than Pakistan’s economy remains domi-
nant among public analysts. Economists have been questioning the wis-
dom of secking heavy loans and thereby raising Pakistan’s debt to
unsustainable levels. The issue has also added to the already strained inter-
provincial relations in Pakistan. Specifically, in the case of transportation
corridors, project maps and write-ups did not match and hence no one
was sure if only the politically dominant province of the Punjab is the
beneficiary, or if the less developed and poorly represented Balochistan
will get its promised share as well. To a certain extent, the absence of objec-
tive analysis and accurate data was the cause of many of these misgivings.
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It is therefore imperative to adopt a robust approach and produce irre-
futable arguments for an unbiased analysis. This chapter will examine in
detail one such measure: social cost benefit analysis (SCBA), which is a
policy instrument that offers a net valuation of benefits by translating all
implications of a project into monetary terms. Alongside explicitly iden-
tified costs, SCBA incorporates even implicit benefits and costs, such as
possible changes in consumer welfare and potential environmental impli-
cations under various scenarios. Further, it can be effectively used for
both positive and normative analyses (Hammitt 2013). The positive anal-
ysis identifies the beneficiaries and by how much they should, at least
hypothetically, compensate the victims. The normative analysis based on
SCBA identifies possible improvements from the proposed use of scarce
resources.

This chapter highlights the significance of applying SCBA to evaluate
the net benefits of investments made under CPEC and to arrive at an
objective analysis of their social worth. In terms of methodology, SCBA
of any component of CPEC entails estimation of the present discounted
value of the entire stream of costs and benefits spread over the life of the
project, using a social discount factor. Focusing on CPEC energy projects
is important as, despite increasing global stress on switching to cleaner
energy options, Pakistan has opted for five imported and three indige-
nous coal-fuelled power plants due to their potential for early harvest.
The analysis presented here is aimed at gauging the extent to which the
environmentally detrimental impact of coal plants is offset by the poten-
tial benefits of overcoming the energy shortfall and hence at making data
readily available to policymakers and analysts.

The broad purpose of SCBA is optimal allocation of scarce resources
for eflicient social decision-making. The need for this arises in two main
instances of market failures. One occurs when the good under focus, for
example clean air, is not sold in the market and hence there is no market
price for it. In this case economists have developed systematic procedures
for inference of the requisite measures. The second is when the market
prices do not reflect the true marginal social costs and benefits, as com-
monly observed in the case of externalities. In this instance, for example
in the case of a negative externality, the idea of marginal damage is
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employed to account for the true social cost or benefit; the socially cor-
rect price is also known as the shadow price.

Steps of SCBA

The task of estimating SCBA appears daunting in the face of challenges
such as market failures and use of an appropriate social discount rate
(SDR). In this chapter, in order to make the calculations more under-
standable, we follow Boardman et al. (2017) and break the process down
into clearly identified steps. Imagine a situation whereby an energy plan-
ner is tasked with recommending a project for generating electricity that
can bridge the gap in demand and supply and is in the process of assess-
ing various options to come up with necessary recommendations. Using
this example, the following list explains the actual steps involved in per-

forming SCBA:

1. Define the analytical framework.

Specify the impact to be caused by the programme or policy
against a counterfactual situation. The counterfactual could be the
status quo—that is, the state without any project—or another proj-
ect based on alternate use of resources. SCBA compares the net social
benefits of allocating resources for a particular choice, which hypo-
thetically implies diverting resources from some other usage by the
private or public sector. If there is no such hypothetically displaced
project, the status quo can be considered as the counterfactual.

2. List the set of alternative projects.

In the case of electricity generation, the possible alternatives could
be on the basis of energy type (renewable or non-renewable), fuel
(wind, solar or coal, diesel, natural gas), size of the plant (just enough
to meet the current shortfall or projected demand over the medium
term) or urgency of the project.

3. Determine the stakeholders.

The list of stakeholders is very likely to cut across geographical and
sectoral domains. The geographical scope of the analysis needs to be
clearly specified in order to include all the relevant stakeholders. For
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each project there may be at least one global, national or local per-
spective involved. Similarly, the concerns of stakeholders across the
generation, distribution and consumption of electricity need to be
incorporated in the analysis.

Comprehensive identification of associated costs and benefits.

It is important to categorize costs and benefits as direct (explicit/
intended) and indirect (implicit/unintended); tangible (easy to mea-
sure and quantify) and intangible (hard to identify and measure);
and real (anything that contributes to the bottom line net benefits)
and transfer (money changing hands), in order to ensure that you
understand the effects of each cost and benefit.

. Future projection of costs and benefits over the life of the programme.

This covers the analysis based on how costs and benefits will
change periodically over time due to inflation, depreciation and so on.
Monetize costs and benefits.

Transform all costs and benefits (social and private) to monetary
values, while using the same unit to ensure homogeneity in
the analysis.

Discount costs and benefits to obtain present values.

This step involves converting the stream of costs and benefits
spread over time into the present value by using the SDR, which may
differ for different agencies.

Compute net present values.

Subtracting discounted costs from discounted benefits yields the
net present value of the project. The policy is considered efficient if a
positive result is produced.

Perform sensitivity analysis.

This step allows the analyst to check the accuracy of estimates and
assumptions. This is normally done by altering the SDR used. If the
resultant number is positive, then the policy should be accepted. If
instead this step returns a negative number, then it is important to
find the balancing point.

Policy recommendation.
Assess all results and recommend a socially optimal policy.
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Issues in SCBA

Two major issues in the implementation of SCBA are monetization of
carbon emissions and choice of the appropriate social discount. The first
pertains to the conversion of carbon emissions into a dollar value so that
it can be used as a number in the SCBA. The second attains significance
when consequences of public-sector projects span a long period of time
and the application of the interest rate to determine is no longer
appropriate.

Monetization of Carbon Emissions

The Environmental Protection Agency in the USA uses monetary esti-
mates of the social cost of carbon (Greenstone et al. 2013) to accurately
value climatic impacts. The social cost of carbon emissions is a measure,
in dollars, of the long-term damage done by a ton of carbon dioxide
emissions over a year. This monetary amount can also be used to value
whether similar damages are avoided due to the abatement of carbon
emissions. The social cost is a comprehensive estimate of climate change
damages and includes adverse impacts on farm productivity and human
health. Although it does not currently include all important damages due
to lack of exact information on the nature of those damages, it is still a
useful measure to assess the climatic impacts of carbon emission changes.
Irrespective of the timing of the emission, the key to estimation is based
on a present value calculation. The estimates are based on integrated
assessment models (IAM) that combine a global economic model with a
model of the physical climate system and the carbon cycle (Anthoff
2009). The objective of these models (Weyant 2014) is to project alterna-
tive future scenarios under various types of climate change policies to
provide policymakers and industry with an idea of the likely outcomes to
decide whether or not to implement them. The models estimate carbon
emissions in the future and the damages therefrom, and then discount
the value of those damages over the entire time span back to the present
value to arrive at the social cost. Although the IAM approach has been
criticized by Pindyck (2013), according to Nordhaus (2014) to brand
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IAMs as useless is fundamentally incorrect. According to Nordhaus,
IAMs and the social cost of carbon are conceptual frameworks for dealing
with highly complex, nonlinear, dynamic and uncertain systems and the
models have provided important insights into many aspects of climate
change policy.

Social Discount Rate

As in the case of the private appraisal of projects, while evaluating public-
sector projects public finance analysts need to assign weights to costs and
benefits based on their placement in the time spectrum. These weights,
when appropriately picked, make the costs incurred and benefits realized
in future time periods comparable to present-day values. Once trans-
formed, we can aggregate these weighted net benefits to obtain a single
figure signifying the net worth of the project. This single measure is
referred to as the net present value and these weights are referred to as
social discount factors, which are derived using SDRs.

Practitioners may use pre-assigned SDRs to evaluate public projects
without worrying much about the basis of their calculation. However,
since the debate over the choice of SDR s still inconclusive, it is impor-
tant to understand the theoretical foundation of SDR determination to
use the appropriate rate. First, it needs to be remembered that future net
benefits are discounted to accommodate the accepted notion that future
resources of equal value are worth less than if the same were available
today. The reasoning is based on the notion of opportunity cost: if we
invest a given value today, we will end up with a higher value at a future
date and hence for comparison, values spread over time need to account
for the returns accrued over time.

The three issues as discussed in Boardman et al. (2017) that are of
prime concern in SDR determination are (1) if the market interest rate
can be used to describe how individuals in a society are willing to trade
off current consumption with future consumption; (2) whether the net
benefits of future generation be discounted similar to that of present gen-
eration; and (3) if the society values consumption similar to savings and
investment. The divergence of views on these issues leads to differences in
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the choice of SDR. However, to a certain extent, these differences in
choice of SDR emerge from the expected lifetime of the project and its
likely impact on environment or ecology. As to why it really matters what
choice of SDR is made while estimating the present equivalents of future
values, different SDRs may lead to different policy recommendations, as
they affect the rankings of alternatives.

Against this theoretical background, we now explore whether the SDR
can be derived from various interest, savings or returns rates observed in
the market. The first possibility is to use the marginal rate of return on
private-sector investments as the SDR. The underlying argument as
advocated by Harberger (1978) is that whenever the government under-
takes a project, it diverts available resources out of private use and there-
fore it should justify its intervention in pecuniary terms. Such a
justification can be done by demonstrating to society that a public proj-
ect can offer a higher return than can possibly be achieved by the private
sector. This choice of SDR is criticized, however, for several reasons: pri-
vate rates are based on market prices that do not incorporate social costs,
are higher as they include risk premiums, and may not be appropriate if
the economy is not fully employing its resources.

A second approach recommends the use of the marginal rate of time
preference: the rate at which individuals are willing to forgo current con-
sumption in exchange for future consumption. From the market rates,
this is given by the after-tax return on savings. This approach is criticized
on account of the fact that individuals in society may either save or bor-
row or save by paying back their debt. In such situations, it is not clearly
specified which rate may be applied. Apart from these two objections,
some economists argue that the government should discount its projects
using long-term borrowing rates, as this reflects the actual cost of financ-
ing these projects. Again, this approach is considered appropriate only if
the actual beneficiaries are taxed to generate finances needed to retire the
government loan.

All these market-based approaches for picking up the SDR are rejected
on the basis that markets are not perfect and individual consumers do not
behave as predicted by inter-temporal choice models. An alternative,
based on the idea of Ramsey (1928), is the optimal growth rate model,
which suggests that the SDR may be based on a well-behaved social
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welfare function that indicates values assigned by society on the con-
sumption of public and private goods over time. Such an SDR is consid-
ered to comprise two elements—pure preference of welfare for present
versus future generation and consumption discounting with economic
growth over time. Such an SDR can therefore be estimated from per
capita real consumption data for long time periods and with suggested
values of social marginal utility.

Case Study: Economic Analysis of Sahiwal Coal
Power Plant

The Sahiwal Coal Power Project, registered as Huaneng Shandong Ruyi
(Pakistan) Energy Private (Limited), is located in Punjab and became
operational on 3 July 2017. A joint investment of approximately $1.8 bil-
lion was put into this project by a consortium of two Chinese companies:
Huaneng Shandong Power Generation Co. and Shandong Ruyi Science
& Technology Group. The plant is expected to produce electricity for
30 years on a build, operate and transfer (BOT) basis. The plant uses
imported coal from Indonesia and South Africa, as the indigenous coal
cannot be used now due to excavation technology and quality issues. The
company CEO in a media talk claimed that electricity from coal is
cheaper than that from a solar power plant.

The study of this project and the findings thereof can be considered
representative of all the imported coal projects under the CPEC energy
component. The importance of using social cost instead of private cost is
also emphasized in order to have reasonable comparisons across various
fuel and technology choices for electricity generation. The Sahiwal Coal
Power Plant is one of the coal-based power projects under the CPEC
energy component designed to expeditiously meet the energy require-
ments of Pakistan. The plant uses imported sub-bituminous coal as fuel,
has super-critical technology, is financed in the independent power pro-
ducer (IPP) mode and has a total installed capacity of 1320 MW. The
project was commissioned in 2017 and connected to the national grid.
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In this section we will apply the steps of SCBA to determine the social
feasibility of the project.

1. Define the framework. In 2015, Pakistan was facing a shortfall of
5000 MW of electricity. This gap between supply and demand was
persistently hampering national economic growth and productivity.
And as power generation needs large investment, private suppliers
were not able to bridge it through their initiative. Hence, the counter-
factual in this situation is the status quo; that is, to continue with the
electricity shortfall.

2. List the alternatives. The possible alternatives for power generation
could be other renewable sources such as wind or solar, hydroelectric-
ity or the use of some non-renewable fossil fuel other than coal. Since
this is an ex post cost benefit analysis (CBA), we will skip this step.

3. Identify stakeholders. As electricity distribution in Pakistan is man-
aged through centralized control, the first stakeholder is the national
consumer being served by the national grid. However, for environ-
mental concerns or water usage footprint, based on the location of the
plant, the local community has equally important stakes.

4. Costs (identification and monetization). This sub-section identifies all
costs (direct as well as indirect) associated with the Sahiwal Coal
Power Plant.

Direct Costs

Here we provide details of the direct costs associated with the Sahiwal
Coal Power Plant. The project has been executed on the BOT principle.
The initial expenditures on setting up the plant have been borne by the
private firms that successfully bid for the project. In case of Sahiwal, this
was a Chinese consortium, Huaneng Shandong Ruyi. All direct costs
required for setting up the plant—which include land cost, machinery
and equipment—was borne by the Chinese consortium. The yearly cal-
culations for the upfront tariff are present in Appendix 1.
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Based on this model, the primary cost that has to be borne by the
Pakistani government is reflected in the upfront tariff charged by the
Chinese consortium. For the calculation of the yearly tariff, the format
provided by the National Electric Power Regulatory Authority (NEPRA)
regulation of 2012 has been taken as the base. The two main parts of the
tariff relate to the energy cost component and the capacity component.
Through the energy cost component, the company recovers its opera-
tional expenses, and through the capacity component its invested capital.

Energy Cost Component

This component comprises four main elements according to the format
provided by NEPRA. The first major element is fuel cost. The Sahiwal
plant operates on sub-bituminous coal imported from South Africa and
Indonesia. Coal prices in the international market are subject to fluctua-
tions. For instance, due to coal price variations, fuel cost varied from
PKR 4.9732 per kWh to PKR 5.1156 per kWh between August and
November 2017.

To accurately project the fuel cost, we consider the latest fuel cost,
which is PKR 5.1156 per kWh. In order to estimate the fuel cost for
future years, we need an inflation factor. Using historical prices for the
last ten years, we find the percentage mean and standard deviation of the
monthly variation in prices. The historical mean was found to be 0.63%
and the standard deviation 6.9%. These two parameters were then used
in the Black—Scholes equation to make future predictions about the
prices of coal. The equation is as follows:

P,, =P +mean* P, *dt +dt"’ *sigma * P, * phi

where P, is the price in the next period, P, is the price in this period,
mean is the average of the historical growth rate and dt is the change in
time period. Since we use monthly data, we come up with monthly pre-
dictions. The plant is operational for 30 years, which equals 360 months.
Hence, our total time T is 360 and dt is 1/360. Sigma refers to the stan-
dard deviation of the historical growth rates and phi is the randomly
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generated normal variable, with mean 0 and variance 1. In order to mini-
mize randomization errors, the estimates were obtained after 100
iterations. A yearly growth rate of 0.08% in the coal price was calculated
on average for future years and this is then used as the inflation factor for
the fuel cost component.

The second element is the variable operating and maintenance
expenses, which include human resource costs and general administrative
expenses. Due to the lack of availability of actual data, we use the refer-
ence figure provided in the NEPRA upfront tariff, which assumes that for
a 660 MW plant, the variable operating and maintenance expenses will
be PKR 0.114 per kWh. The Sahiwal project has two plants of these
specifications and these are operating separately. As a result, for every
plant we will take this cost separately. Moreover, according to the NEPRA
framework, 40% of this cost is indexed with US consumer price inflation
(CPI) and 60% with Pakistan’s CPI. The reference CPI used here is 1.6%
for the USA and 5% for Pakistan, the average values for the last few years;
their weighted average is used for inflating these expenses over the life of
the plant.

The third element relates to the ash disposal component. A major
drawback of coal-fired power plants is the generation of huge amounts of
ash. The plant design has allocated a separate site for the disposal of solid
ash. For fly ash, it has to be sprayed with water so that it settles and then
is stored in the ash pond. Additionally, there is a 10 m wide tree bound-
ary around the ash pond to keep the wind velocity at a minimum and
provide environmental protection. The NEPRA upfront tariff has allo-
cated PKR 0.22 per kWh cost for this component and that value has
been used in our CBA as well. We can reasonably assume that this cost
has the same inflation factor as that for the variable operating and manu-
facturing expenses.

Another cost element relates to limestone usage. To meet the National/
Provincial Environmental Quality Standards for Industrial Gaseous
Emissions, the plants are equipped with a flue gas desulphurization unit.
The coal used as fuel contains not only carbon but also many other ele-
ments. The oxidation process of coal results in the emission of sulphur
dioxide, nitrogen oxide and so on, besides carbon dioxide. A key compo-
nent of flue gas desulphurization is limestone, which captures most of the
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acidic gases. The plants’ annual consumption of limestone is estimated to
be 79,800 tons. Using the cost of limestone, which includes the
transportation cost of PKR 1250 per ton, the total cost is equal to PKR
99.8 million. Dividing the total cost of PKR 99.8 million by the energy
produced (8.976 GWh) annually results in an amount of PKR 0.011 per
kWh, which will be charged in the tariff component. Using historical
data of the world prices of limestone for the last 30 years, the compound
annual growth rate (CAGR) was found to be about 3%. This CAGR was
then used as the inflation factor to find the prices for the coming years.

Capacity Component

The capacity component of the upfront tariff covers the charges against
the investment made by the Chinese consortium. It has six major com-
ponents, with the pivotal ones being the interest charges, principal
amount repayment and return on equity.

The three major components relate to the financing of the project. The
project was executed in the IPP mode, where a small part of the financing
was done through equity and the rest of it through debt. In the case of
Sahiwal, the total set-up cost is equal to approximately $1.78 billion. Of
this amount, $0.36 billion was invested by the Chinese consortium. The
rest of the money, which totals around $1.425 billion, was borrowed
from the Industrial and Commercial Bank of China.

The debt amount has to be paid back in 10 years. The half-yearly interest
rate to be charged equals the 6-month USD London Inter-Bank Offered
Rate (LIBOR) plus 370 basis points during the construction period of
three years, and the 6-month USD LIBOR plus 350 basis points during
the operational period. For the purpose of this study, we have assumed the
loan repayment to be done in the mode of an annuity, where there are fixed
loan repayments every year for the first three years at the initial interest
rate, and then for the next seven years at the new lower interest rate.

By adding the semi-annual interest payments, we obtain total annual
payments of $148 million. Dividing this total figure by the total electric-
ity generated of 8976 GWh yields PKR 1.74 per kWh, against an
exchange rate of PKR 105.4. Similarly, by adding the two principal pay-
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ments and dividing by the electrical energy produced, we get PKR 1.01
per kWh for the principal repayment. Hence, a total of PKR 2.74 per
kWh will be charged against the debt in the capacity component for the
first year. Following similar calculations, we can find the components for
the subsequent years. Since the entire amount has to be paid back within
ten years, this part gets eliminated once that has been done.

Another major contributor to this component is the return on equity.
As informed by the Chief Economist of the Government of the Punjab,
the consortium is promised an equity return of 27.18% annually. As the
invested capital by the company is $0.36 billion, which equals PKR
37.9 billion, the company is promised PKR 10.31 billion per year.
Dividing this by the electricity generated gives us PKR 1.14 per kWh,
which is going to be charged to the capacity component.

The other factors include insurance, cost of working capital and fixed
operating and manufacturing expenses. For all of these factors, the
NEPRA regulation rates have been used due to lack of availability of
data. The general insurance premium for one 660 MW plant is equal to
PKR 542.65 million approximately, and for two of these plants the
amount will total PKR 1085.3 million. This turns out to be PKR 0.121
per kWh charged in the capacity component in the CBA. The cost of
working capital is taken as given in the base case: PKR 0.2276 per kWh.
Lastly, the fixed operating and maintenance expenses are taken to be
equal to PKR 0.29 per kWh, which will be subject to an inflation factor
that is indexed by 50% US CPI and 50% Pakistani CPI, a method indi-
cated in the NEPRA regulation. The cost of working capital will be sub-
ject to similar fluctuations and is inflated accordingly, whereas, assuming
that no extraordinary circumstance takes place, the insurance premium is
going to remain constant over the years.

The total tariff consisting of the energy cost and capacity component is
used as the direct cost in the CBA.

Indirect Costs

There are various other costs related to energy generation which are not
taken into account by the private investors in the power plants. This
chapter aims to quantify these costs to give a more realistic view of all the
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economic and social costs associated with the Sahiwal Coal Power Plant.
We categorize these indirect costs into two main categories: (1) social
costs of greenhouse gas emissions; and (2) social costs of non-greenhouse
gas emissions.

It is important to acknowledge the limitations of quantifying and
monetizing the effects of pollution because of these costs. Unlike private
costs, there are no markets from which their ‘prices’ can be extracted.
However, as explained earlier, there is extensive literature available on dif-
ferent methods employed to monetize these impacts. This section elabo-
rates on the chosen method as well as on the quantification of the social
costs of the Sahiwal Coal Power Plant.

Social Costs of Greenhouse Gas Emissions

The combustion of fossil fuels results in the emission of greenhouse gases,
which contribute to global warming and water acidification and hence
lead to damages and costs. To get a collated figure of the costs of these
emissions for the Sahiwal Coal Power Plant, we first quantify the related
carbon emissions and then monetize them accordingly.

To calculate carbon dioxide emissions, the methodology adopted by
Mittal et al. (2012) for coal-fired thermal power plants in India has been
adopted. The calculation is a two-stage process. First, we use the elemen-
tal analysis of the coal that is being used, and second, we calculate the
emissions generated by the complete burning of this coal. The coal that
this plant will use is sub-bituminous coal imported from South Africa
and Indonesia. The complete elemental analysis is given in Appendix 2.
South African coal contains around 60.42% carbon and Indonesian coal
contains 58.96% carbon. When the coal is burned, carbon is the main
component that generates the required heat energy. The plant at Sahiwal
uses super-critical technology for oxidation and combustion. Therefore,
the oxidation factor of the carbon is around 0.88. This means that 88%
of the solid carbon is going to be completely burned and converted to
carbon dioxide, whereas the rest of it will be converted to ash, of which
2% will be fly ash and 10% will be solid ash.
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The plant is estimated to use 4.48 million tons of coal every year. Half
of this is going to be imported from South Africa and the other half is
going to come from Indonesia. Mittal et al. (2012) explain the methodol-
ogy for calculation of carbon dioxide. The calculation is done based on
the molar equation:

C+0, - CO,

The mass number of carbon (C) is 12 and that of carbon dioxide (CO,)
is 44. By dividing the total amount of carbon burned, using the elemen-
tal analysis and the oxidation factor, by 12 one gets the number of moles
of carbon used. Multiplying this with the mass number of carbon dioxide
gives the total amount of carbon dioxide produced. The complete table is
given in Appendix 3. The total amount of carbon dioxide that is going to
be generated is 8.63 million tons and is equivalent to 0.961 kg of carbon
dioxide emissions per kWh.

Monetization of Greenhouse Emissions

For the calculation of social carbon cost, we make use of the estimates
available from the IAM. Specifically, we use the estimates from a 2015
US government-commissioned study by the Interagency Working Group
on Social Cost of Carbon. When plotting the different simulation values
for different years, the 3% discount rate is the central value, so we have
used that value to make our calculations of carbon emissions. However,
over the years the rate per metric ton increases because future emissions
are likely to produce greater marginal social costs, as physical and eco-
nomic systems will become more stressed in response to greater climatic
change, and because GDP is growing over time and many damage cate-
gories are modelled as proportional to gross GDP. Table 3.1 shows the
social cost of carbon emissions in USD per ton of carbon emissions,
according to the US study.
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Table 3.1 Social cost of carbon at various discount rates (USD/ton of emissions)

Year 5% 3% 2.5% 3% (95th percentile)
2015 11 36 56 105
2020 12 42 62 123
2025 14 46 68 138
2030 16 50 73 152
2035 18 55 78 168
2040 21 60 84 183
2045 23 64 89 197
2050 26 69 95 212

Social Costs of Non-greenhouse Gas Emissions

Coal combustion results in the emission of non-greenhouse gases such as
nitrogen oxide and sulphur dioxide. We take into account how these pol-
lutants affect air, water and soil quality as well as how they negatively
affect human health, crops, building materials and the natural
environment.

Another major pollutant associated with the burning of coal is ash.
The two sources of ash are from the coal itself and from the combustion
process. The elemental analysis in Appendix 2 shows that Indonesian coal
contains around 13.99% of ash, whereas South African coal has around
17%. Hence, 0.69 million ton of ash will be generated every year through
the annual consumption of coal. Moreover, the burning of solid carbon
would lead to a further increase in solid ash production of 0.99 million
ton and fly ash production of 0.03 million ton. All these non-greenhouse
gas emissions will lead to various adverse impacts and should be part of
the SCBA. For the calculation of these costs, we use the estimates men-
tioned in Hirschberg et al. (2007).

The use of imported coal in the Sahiwal Power Plant, as well as the
super-critical technology used, justifies the use of standards used by simi-
lar coal power plants in the European Union. Table 3.2 gives monetized
estimates for health impacts, crop yield losses and material dam-

ages per kWh.
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Table 3.2 Social cost of non-greenhouse gas emissions

Impact type €./ KWh PKR/kWh
Health impacts 1.31 1.7295
Crop yield losses 0.02 0.0264
Material damage 0.02 0.0264
Total 1.36 1.7823

Total Benefits (Identification and Monetization)

This section will highlight the methodology adopted in the calculation
of direct and indirect benefits associated with the Sahiwal Coal
Power Plant.

Direct Benefits

This section details the direct benefit accrued to the government of
Pakistan from the distribution of electricity to the various sectors of
Pakistan. The electrical energy generated from the Sahiwal plant totals
8976 GWh. However, during transmission, only 80% of this will
reach the end users and 20% is wasted as transmission losses. Using
the countrywide consumption percentages of every sector for
2015-2016, provided by NEPRA’s State of Industry Report 2016, and
accounting for the transmission losses, the distribution of the Sahiwal
plant’s electricity is assumed for the major sectors and is shown in
Table 3.3.

These figures are then multiplied by the respective tariff rates (NEPRA:
State of Industry Report 2016). As the tariff rates differ depending on
peak and off-peak hours, we have assumed that half of the hours in the
day are categorized as peak hours and the other half as off-peak. In case
of differentiation between peak hours and off-peak hours within the same
sector, a simple average has been calculated. The tariff rates used and the
revenue generated are in Table 3.4.
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Table 3.3 Sectoral share of electricity generated from Sahiwal Coal Power Plant

Sector Consumption (kWh)
Domestic 3,313,221,120
Commercial 539,996,160
Industrial 1,900,757,760
Agricultural 649,144,320

Bulk supply 269,998,080

Table 3.4 Sectoral tariffs and revenue

Sector Tariff (PKR/kWh) Revenue (PKR)
Domestic 15.25 50,526,622,080
Commercial 15.25 8,234,941,440
Industrial 29.28 55,654,187,213
Agricultural 13.50 8,763,448,320
Bulk supply 30.33 8,189,041,766

Indirect Benefits

This section deals with the analysis of the potential indirect benefits gen-
erated by the Sahiwal Coal Power Project. There are various spillover
effects from the increase in electricity generation in Pakistan, a country
currently dealing with an acute energy shortage.

One of the key benefits that we consider is the increased provision of
electricity to the industrial sector, which will lead to economic growth.
Currently, Pakistan faces an energy shortage equal to 5000 MW, as
reported in the media. For this reason, Pakistan faces a 4% loss in GDP
growth every year (Vats 2016). To obtain a quantifiable measure of eco-
nomic impact of additional electricity, we refer to Siddiqui (2004). Using
a time-distributive lag model with other control variables like labour and
capital, within the regression model, they conclude a 0.18% increase in
GDP if there is a 1% increase in electricity generation. The effective pro-
duction by the Sahiwal plant is 1026 MW, which is around 4.1% of the
current installed capacity of 25,000 MW. This means that the plant will
lead to a total increase of 0.74% in the GDP of Pakistan over its lifetime.
Using a simple straight-line amortization of these benefits, a total of PKR
7.36 billion will be added to Pakistan’s GDP every year, keeping the 2016
GDP figure as the base.
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Another major benefit of this continuous stream of electricity is going
to be the fuel savings from other alternative sources. Because of the elec-
tricity shortage, consumers are switching to other, inefficient ways of
meeting their energy needs. Using the expenditure questionnaire of the
Pakistan Standard of Living Measurement dataset for the year 2015-2016,
we find the weighted value of the total number of people who use these
alternative means of energy. The questionnaire mentions the total fuel
cost paid to generate electricity. Using the questionnaire, we find out that
685,152 houscholds in the population-weighted sample pay these fuel
costs. On average, the monthly expenditure is PKR 2581, which yields
an annual total of PKR 21.2 billion. Sahiwal plant electricity production
will bridge 23.4% of the energy shortage, which means that, on average,
23.4% of this fuel cost will be saved, which equals PKR 4.961 billion
annually, for the next 30 years. The discount rate that we will use for this
study, other than the social cost component, is 10.32%, which is equal to
the average borrowing rate per annum of these projects (Appendix 1).

Net Present Value and Sensitivity Analysis

Accounting for all the costs and benefits duly discounted, we report two
SCBAs in Appendix 4. We use the mean value of a 3% discount rate for
the lower-bound CBA and the 95th percentile of 3% for the upper-
bound CBA. We use the exchange rate of PKR 105.4 per dollar to come
up with the costs based on the quantified carbon emissions.

The first column refers to the year number. The second column refers
to the direct costs. The numbers are calculated by multiplying by the
tariff (Appendix 1) the total electricity of 8.9 GWh. The third column
refers to the indirect costs. The numbers are calculated by adding the
social cost of greenhouse gas and non-greenhouse gas emissions. The
fourth column refers to the direct benefits, and the fifth to the indirect
benefits due to economic growth and the fuel cost-saving aspect.

The lower-bound SCBA shows a net benefit of approximately PKR
71 billion, whereas the upper-bound SCBA shows a net loss of approxi-
mately PKR 647 billion. The projections and the values are just an indi-
cation of what the actual costs would look like.
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Policy Recommendations

According to World Energy Outlook (IEA, 2016), 27% of the popula-
tion of Pakistan—that is, around 51 million people—have no access to
grid electricity. However, an even larger problem is reliable access to elec-
tricity, where it is estimated that more than 75% of the population in
Pakistan face daily blackouts of varying durations (Grealish 2015).
According to Samad and Zhang (2018), the lack of connectivity and
poor reliability may be costing the country at least $4.5 billion (1.7% of
GDP) a year. This figure is staggering and warrants immediate action, as
is also claimed in the case of CPEC’s early harvest coal projects.

However, despite the potential benefits of CPEC early harvest energy
projects, it is still important for policy planners to keep the long-run
consequences of electricity generation choices in focus and seek reliable
answers to a very fundamental question: are the energy generation invest-
ments under CPEC the best option for meeting Pakistan’s long-term
energy needs, or are alternative environmentally friendly options more
feasible socially and economically?

To answer these important and technical questions, it is imperative
that practitioners are able to provide essential support to policymakers
using academically established and impartial approaches. The tools
employed in this chapter provide a complete methodology to use the
SCBA method for an objective analysis of the CPEC coal-based electric-
ity generation plants and hence might be helpful to answer the first ques-
tion raised.

Conclusion

Mega-projects undertaken by the public sector have massive impacts. As
such, expectations and apprehensions are large. In the absence of objec-
tive tools to analyse the potential impact of such projects, misgivings and
mistrust increase, which hampers economic growth. In this chapter, we
emphasize the use of SCBA, an objective policy analysis tool, to deter-
mine the social feasibility of CPEC projects. We provide a step-by-step
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guide for practitioners and a comprehensive SCBA for the Sahiwal coal
project executed under CPEC energy projects.

We also want to highlight that, despite the increasing global emphasis
on switching to cleaner ways of electricity generation, Pakistan has opted
for eight coal-based power plants. Although the project will yield the
much-needed electricity quickly, there are other costs involved that need
the attention of policymakers. According to the World Bank Development
Indicators database, the total carbon dioxide emissions for Pakistan for
the year 2014 equalled 166.3 million tons. Sahiwal Coal Power Plant
alone is going to add an additional 5.2% to the total. This is a huge
increase in total emissions. Considering that there are seven more plants,
the overall amount that they are going to add to the total carbon pool is
going to be considerable. In terms of future research, use of the levelized
cost of electricity, utilizing the cost of producing one unit of electricity,
may be carried out to evaluate the economic and social feasibility of all
alternate sources of electricity generation.

Research Limitations

It is important to specify the data limitations under which this analysis
was conducted. In particular, we recognize the weaknesses associated
with the use of IAM and within some of the assumptions that we are
making. First of all, the JAM model underestimates the social cost of
carbon, as this is a probabilistic scenario analysis and has many inherent
assumptions. To tackle those, a frequency distribution is made for various
scenarios, time preferences and discount rates and then the mean dis-
count rate is used. It is therefore very important that social cost of emis-
sions be estimated specifically for the Pakistani context, keeping in
consideration the economic growth trajectory and sources of energy.
Another limitation in SCBA here is that it does not take into account the
inflation factor of electricity tariff rates. These tariff rates are subject to
government policies and even if the cost of purchasing electricity goes up,
the government tries to subsidize its consumers. Hence, to avoid confu-
sion, we do not consider this here.
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Fuel component

Year FCC Ash disposal Limestone Variable O&M Total EPP
1 5.116 0.22 0.0110 0.11 5.46
2 5.157 0.236 0.0113 0.12 5.52
3 5.198 0.252 0.0117 0.12 5.58
4 5.239 0.270 0.0120 0.12 5.65
5 5.281 0.289 0.0124 0.13 5.71

6 5.324 0.309 0.0128 0.13 5.78
7 5.366 0.331 0.0131 0.14 5.85
8 5.409 0.355 0.0135 0.14 5.92
9 5.452 0.380 0.0139 0.14 5.99
10 5.496 0.407 0.0144 0.15 6.07
1 5.540 0.435 0.0148 0.15 6.14
12 5.584 0.466 0.0152 0.16 6.22
13 5.629 0.499 0.0157 0.16 6.31
14 5.674 0.534 0.0162 0.17 6.39
15 5.719 0.572 0.0166 0.17 6.48
16 5.765 0.612 0.0171 0.18 6.57
17 5.811 0.656 0.0177 0.18 6.67
18 5.858 0.702 0.0182 0.19 6.77
19 5.905 0.752 0.0187 0.19 6.87
20 5.952 0.805 0.0193 0.20 6.97
21 5.999 0.862 0.0199 0.20 7.09
22 6.047 0.922 0.0205 0.21 7.20
23 6.096 0.988 0.0211 0.22 7.32
24 6.145 1.057 0.0217 0.22 7.45
25 6.194 1.132 0.0224 0.23 7.58
26 6.243 1.212 0.0230 0.24 7.71
27 6.293 1.298 0.0237 0.24 7.86
28 6.344 1.389 0.0244 0.25 8.01
29 6.394 1.487 0.0252 0.26 8.16
30 6.445 1.593 0.0259 0.27 8.33
Capacity component

Fixed Principal Total CPP at
O&M WCC Insurance ROE repayment Interest CPP 85%
0.29 0.228 0.121 1.14 1.01 1.74 4.1 5.18
0.30 0.232 0.121 1.14 1.12 1.63 4.42 5.20
0.31 0.237 0.121 1.14 1.24 1.51 4.44 5.22
0.32 0.242 0.121 1.14 1.39 1.32 4.42 5.19
0.33 0.247 0.121 1.14 1.54 1.17 4.43 5.21
0.34 0.252 0.121 1.14 1.70 1.01 4.45 5.23
0.35 0.257 0.121 1.14 1.87 1.74 5.36 6.31
0.36 0.263 0.121 1.14 2.07 0.64 4.48 5.27
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Capacity component

Fixed Principal Total CPP at
O&M WCC Insurance ROE repayment Interest CPP 85%
0.37 0.268 0.121 1.14 2.28 0.43 4.50 5.29
0.38 0.274 0.121 1.14 2.52 0.19 4.52 5.31
0.40 0.279 0.121 1.14 0 0 1.82 2.1452
0.41 0.285 0.121 1.14 0 0 1.84 2.1674
0.42 0.291 0.121 1.14 0 0 1.86 2.1903
0.44 0.297 0.121 1.14 0 0 1.88 2.2138
0.45 0.303 0.121 1.14 0 0 1.90 2.2381
0.47 0.309 0.121 1.14 0 0 1.92 2.2630
0.48 0.316 0.121 1.14 0 0 1.95 2.2887
0.50 0.322 0.121 1.14 0 0 1.97 2.3151
0.51 0.329 0.121 1.14 0 0 1.99 2.3423
0.53 0.336 0.121 1.14 0 0 2.01 2.3703
0.55 0.343 0.121 1.14 0 0 2.04 2.3991
0.57 0.350 0.121 1.14 0 0 2.06 2.4288
0.59 0.357 0.121 1.14 0 0 2.09 2.4594
0.61 0.365 0.121 1.14 0 0 2.12 2.4908
0.63 0.372 0.121 1.14 0 0 2.14 2.5232
0.65 0.380 0.121 1.14 0 0 2.17 2.5566
0.67 0.388 0.121 1.14 0 0 2.20 2.5909
0.69 0.396 0.121 1.14 0 0 2.23 2.6263
0.71 0.404 0.121 1.14 0 0 2.26 2.6627
0.74 0.412 0.121 1.14 0 0 2.30 2.7002
Year Total EPP Total CPP Total tariff

1 5.46 5.32 10.78

2 5.52 5.33 10.86

3 5.58 5.35 10.93

4 5.65 5.33 10.97

5 5.71 5.35 11.06

6 5.78 5.37 11.14

7 5.85 6.44 12.29

8 5.92 5.40 11.32

9 5.99 5.43 11.42

10 6.07 5.45 11.51

1 6.14 2.28 8.42

12 6.22 2.30 8.52

13 6.31 2.32 8.63

14 6.39 2.35 8.74

15 6.48 2.37 8.85

16 6.57 2.40 8.97

17 6.67 2.42 9.09
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Year Total EPP Total CPP Total tariff
18 6.77 2.45 9.21
19 6.87 2.48 9.34
20 6.97 2.50 9.48
21 7.09 2.53 9.62
22 7.20 2.56 9.76
23 7.32 2.59 9.91
24 7.45 2.62 10.07
25 7.58 2.66 10.24
26 7.71 2.69 10.41
27 7.86 2.73 10.58
28 8.01 2.76 10.77
29 8.16 2.80 10.96
30 8.33 2.83 11.16

CPP, capacity purchase price; EPP, energy purchase price; FCC, fuel consumption
cost; O&M, operations and maintenance; PMT, payment; ROE, return on equity;
WCC, weighted cost of capital

Appendix 2

Elemental analysis

South

Proximate analysis Indonesian African
Moisture 9.43 8.5
Ash 13.99 17
Volatile matter 29.79 23.28
Fixed carbon 46.79 51.22

Note: The volatile matter contains all other elements, like sulphur, nitrogen,
hydrogen and some other elements

Fixed carbon determines the heating value, so a typical high-quality coal will
have a higher fixed carbon proportion

Ultimate analysis

Moisture 9.43 8.5
Mineral matter 13.99 17
Carbon 58.96 60.4119
Hydrogen 4.16 3.49
Nitrogen 1.22 1.63
Sulphur 0.56 0.41

Oxygen 11.88 8.56
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Appendix 3

Sahiwal

Coal used 4.48 Million tons
South African 2.24 Million tons
Indonesian 2.24 Million tons
Carbon dioxide (CO,) emissions for South African coal 4.37 Million tons
CO, emissions for Indonesian coal 4.26 Million tons
Total CO, emissions 8.63 Million tons
Total CO, emissions per kWh 0.961 Kg/kWh

Social cost of carbon (integrated

assessment model)

Year 5% 3% 2.5% 95th percentile (3%)
2015 11 36 56 105
2016 11 38 57 108
2017 11 39 59 112
2018 12 40 60 116
2019 12 41 61 120
2020 12 42 62 123
2021 12 42 63 126
2022 13 43 64 129
2023 13 44 65 132
2024 13 45 66 135
2025 14 46 68 138
2026 14 47 69 141
2027 15 48 70 143
2028 15 49 71 146
2029 15 49 72 149
2030 16 50 73 152
2031 16 51 74 155
2032 17 52 75 158
2033 17 53 76 161
2034 18 54 77 164
2035 18 55 78 168
2036 19 56 79 171
2037 19 57 81 174
2038 20 58 82 177
2039 20 59 83 180
2040 21 60 84 183
2041 21 61 85 186
2042 22 61 86 189
2043 22 62 87 192
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Social cost of carbon (integrated

assessment model)

Year 5% 3% 2.5% 95th percentile (3%)
2044 23 63 88 194
2045 23 64 89 197

Note: All of these values are in USD/metric ton

Appendix 4

Lower-bound cost benefit analysis

<
[¢)
()
o

Direct costs

Indirect costs

Direct benefits

Indirect
benefits

VWooNOOUTE, WN =

87,698,288,189
80,061,282,227
73,099,151,003
66,504,468,675
60,740,297,497
55,484,185,895
55,451,796,723
46,319,505,909
42,332,350,381
38,695,388,239
25,662,652,338
23,544,443,033
21,606,284,865
19,832,658,751
18,209,393,618
16,723,548,709
15,363,306,211
14,117,873,283
12,977,392,673
11,932,861,155
10,976,055,114
10,099,462,635
9,296,221,538

8,560,062,832

7,885,259,106

7,266,577,440

6,699,236,421

6,178,866,920

5,701,476,284

31,125,306,167
29,708,054,959
27,606,285,392
25,637,769,177
23,795,967,963
22,074,400,591
20,009,427,657
18,552,111,683
17,192,348,248
15,924,638,814
14,743,659,910
13,644,278,490
12,621,562,895
11,670,790,091
10,579,033,803
9,778,326,500
9,034,849,529
8,344,902,426
7,704,976,241
7,111,750,089
6,562,086,669
6,053,026,979
5,581,784,411
5,145,738,393
4,742,427,707
4,369,543,610
4,024,922,845
3,648,407,220
3,359,808,397

119,079,261,076
107,939,866,820
97,842,518,873
88,689,737,919
80,393,163,451
72,872,700,735
66,055,747,585
59,876,493,460
54,275,284,137
49,198,045,809
44,595,763,061
40,424,005,676
36,642,499,706
33,214,738,675
30,107,631,141
27,291,181,237
24,738,199,091
22,424,038,335
20,326,358,172
18,424,907,697
16,701,330,400
15,138,986,947
13,722,794,549
12,439,081,354
11,275,454,454
10,220,680,252
9,264,576,008
8,397,911,537
7,612,320,103

11,167,512,690
10,122,836,014
9,175,884,712
8,317,516,961
7,539,446,121
6,834,160,734
6,194,852,007
5,615,348,084
5,090,054,464
4,613,899,985
4,182,287,876
3,791,051,374
3,436,413,501
3,114,950,599
2,823,559,281
2,559,426,470
2,320,002,239
2,102,975,198
1,906,250,180
1,727,928,009
1,566,287,173
1,419,767,198
1,286,953,588
1,166,564,166
1,057,436,699
958,517,675
868,852,134
787,574,451
713,899,974
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Year

Direct costs

Indirect costs

Direct benefits

Indirect
benefits

30
Total
PDV

5,263,415,666

864,283,763,331 383,441,464,276

3,093,277,420

Net benefit

6,900,217,642

1,206,085,495,902

71,469,595,305

647,117,453
113,109,327,010

Upper-bound cost benefit analysis

Year

Direct costs

Indirect costs

Direct benefits

Indirect
benefits

LCooNOOTULTD, WN =

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
Total
PDV

87,698,288,189
80,061,282,227
73,099,151,003
66,504,468,675
60,740,297,497
55,484,185,895
55,451,796,723
46,319,505,909
42,332,350,381
38,695,388,239
25,662,652,338
23,544,443,033
21,606,284,865
19,832,658,751
18,209,393,618
16,723,548,709
15,363,306,211
14,117,873,283
12,977,392,673
11,932,861,155
10,976,055,114
10,099,462,635
9,296,221,538

8,560,062,832

7,885,259,106

7,266,577,440

6,699,236,421

6,178,866,920

5,701,476,284

5,263,415,666

864,283,763,331

87,386,812,052
81,437,767,762
76,509,514,666
71,790,648,015
67,285,119,729
62,493,448,206
58,009,457,681
53,817,514,732
49,902,218,354
46,248,493,279
42,841,663,805
39,667,510,965
36,460,467,694
33,734,600,351
31,199,660,681
28,843,781,319
26,655,644,405
24,624,482,631
22,740,075,276
20,992,740,166
19,488,112,383
17,977,232,099
16,578,487,772
15,284,121,155
14,086,844,225
12,979,819,094
11,956,637,570
11,011,300,601
10,138,197,810
9,284,661,334

1,101,427,035,814

Net loss

119,079,261,076
107,939,866,820
97,842,518,873
88,689,737,919
80,393,163,451
72,872,700,735
66,055,747,585
59,876,493,460
54,275,284,137
49,198,045,809
44,595,763,061
40,424,005,676
36,642,499,706
33,214,738,675
30,107,631,141
27,291,181,237
24,738,199,091
22,424,038,335
20,326,358,172
18,424,907,697
16,701,330,400
15,138,986,947
13,722,794,549
12,439,081,354
11,275,454,454
10,220,680,252
9,264,576,008
8,397,911,537
7,612,320,103
6,900,217,642

11,167,512,690
10,122,836,014
9,175,884,712
8,317,516,961
7,539,446,121
6,834,160,734
6,194,852,007
5,615,348,084
5,090,054,464
4,613,899,985
4,182,287,876
3,791,051,374
3,436,413,501
3,114,950,599
2,823,559,281
2,559,426,470
2,320,002,239
2,102,975,198
1,906,250,180
1,727,928,009
1,566,287,173
1,419,767,198
1,286,953,588
1,166,564,166
1,057,436,699
958,517,675
868,852,134
787,574,451
713,899,974
647,117,453

1,206,085,495,902 113,109,327,010

(646,515,976,233)
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Note

1. The calculations presented in the Appendices are based on a senior-year
project by three undergraduate Lahore University of Management
Sciences students: Hamza Ali, Suniya Raza and Fatima Azmat.
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Ethics and Governance Norms in Cross-
Cultural Projects: Implications for CPEC
and Other China-Pakistan Projects

Jawad Syed

Introduction

Shared ethics and governance are crucial in managing multi-country and
cross-cultural projects. Lack of shared principles and norms may result in
misunderstandings, conflicts, inefficiencies and project failures. Godiwalla
(2012) argues that business ethics and social responsibility in multi-
national corporations are rather challenging because these firms operate
in culturally varied environments. A host country’s ethical norms and
cultural factors, combined with economic conditions and business prac-
tices, play a major role in determining the preferred approach to ethics
and social responsibility in foreign subsidiaries. The stakeholder approach
is generally accepted as a relevant concept for developing ethics and social
responsibility objectives and activities (Jenkins 2010; Kapp and Anderson
2010). In cross-cultural contexts, there is a multiplicity of stakeholders
and associated ethical norms and expectations. For example, in their
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study that compares Russian and American subjects on their reactions to
ethics scenarios, Beekun et al. (2003) report that Americans view sce-
narios such as an auditing company sharing information regarding one
client with another client as more unethical compared to how Russian
subjects view the same scenarios. This chapter examines this topic in the
context of the China Pakistan Economic Corridor (CPEC).

CPEC is a collection of infrastructure projects that have been under
construction in Pakistan since 2013. Originally valued at US $46 billion,
and subsequently estimated to be worth $62 billion, CPEC projects are
intended to strengthen Pakistan’s economy and infrastructure by the con-
struction of modern transportation networks, numerous energy projects
and special economic zones.

According to Guntur Sugiyarto, Chief Economistat Asian Development
Bank, while CPEC is a great opportunity, to obtain its maximum benefits
Pakistan will have to make meaningful changes in its governance.
According to Dr Ishrat Hussain, the former Governor of the State Bank
of Pakistan, while infrastructure is the hardware, the software that needs
to run on this hardware is very weak. Hussain refers to software weak-
nesses such as the failure of the government and identifies incompetence,
corruption and inefficiencies as its hallmarks (Ahmad 2017). A similar
view is offered by Dr Salman Shah, former Finance Minister of Pakistan,
who suggests that the country would need to improve governance and
eliminate corruption to make CPEC a success that could increase
Pakistan’s gross domestic product (GDP) to $1000 billion by 2025
(Kundi 2018).

CPEC has strategic significance from both the Chinese perspective
(with its potential to utilize the surplus capacity of Chinese industry and
develop economic and strategic linkages with Pakistan and other parts of
the world) and the Pakistani perspective (in terms of its projected impact
on the country’s infrastructure and GDP). It involves substantial invest-
ment in physical infrastructure plus ancillary projects with expected eco-
nomic benefits. While the broad magnitude of CPEC is known, its details
thus far remain unclear. Presumably, much of this has yet to be worked
out, and this is the crux of the challenge. This is where governance,
including its ethical dimension, becomes crucial, particularly in a coun-
try like Pakistan where corruption is rampant and has seriously jeopardized
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many otherwise viable projects. It is, therefore, important to pay atten-
tion to the issue of ethics as significant to the realization of the economic
benefits CPEC is envisaged to usher in.

Within Pakistan and China, there is much media and some scholarly
attention to CPEC, which is arguably a flagship component of China’s
Belt and Road Initiative (BRI). Given the dominant Islamic orientation
of Pakistan (owing to its constitutional identity as an Islamic republic
and the faith identity of 97% of the population), it may be useful to
develop an Islamic ethics perspective and contrast it with Chinese con-
cepts in ethics. In view of the perpetual issues of corruption and misman-
agement in Pakistan, it is important to develop and utilize a contextual
ethical perspective. An improved understanding of ethics can help in
developing a clearer view of issues in governance and transparency, the
possible course of action and the principles underlying appropriate action
(Dahnke and Dreher 2006) in CPEC and other BRI projects.

Islamic Approach to Ethics and Governance

It is possible to refer to the principal Islamic texts to develop an Islamic
ethics perspective on governance. There is a special emphasis in the Quran
on justice and good conduct: ‘Indeed, Allah orders justice and good con-
duct’ (16:90). The Quran also emphasizes professional integrity and ful-
filment of contracts:

And fulfil promise, for the promise shall be questioned about. And give full
measure when you measure out, and weigh with a true balance. (17:34-35)

According to a tradition (Hadith), Prophet Muhammad said: ‘Every
one of you is a guardian and accountable for his charge’ (Bukhari, Book
89). In his legendary letter to the Governor of Egypt, Malik Al-Ashtar,
Caliph Ali Ibn Abi Talib describes the following qualities of a good
administrator (Al-Islam n.d.): ‘He should develop in his heart the feeling
of love for his people and let it be the source of kindliness to them. He
should not appropriate to himself that which belongs to the people. He
should be a role model for his fellow citizens and choose the most
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qualified, honest, truthful and pious persons for his administrative struc-
ture. He should dispense justice with impartiality and stay away from the
back biters, sycophants, corrupt and scandal mongers. He should fre-
quently consult his staff and should not issue authoritative and arbitrary
orders. He should strike against corruption, injustice and abuse of author-
ity against citizens and take responsibility for any deficiencies in his
team members.’

In addition to the individual traits of a good governor, there is also an
element of collective responsibility for governance within Islamic teach-
ings. For example, in chapter 106 of the Quran, namely Al-Quraish, the

following message is offered:

For the protection of the Quraish [the dominant tribe of Mecca in the
Prophet’s time]. (We maintain for them) their trading caravans by winter
and summer. So let them worship the Lord of this House (Kaba), Who fed
them against hunger and secured them from fear. (Quran 106:1-4)

The last line of the Al-Quraish indicates two main needs of human-
kind; that is, food (protection from hunger) and security (protection
from fear). In the current era, these two needs may be seen as a responsi-
bility of all states, governments and leaders, to provide for the food and
protection of their people.

Situation in Pakistan

Islamic injunctions enshrined in Al-Quraish may be utilized to analyse
the situation of governance in Pakistan. With a population exceeding
207 million and GDP less than $284 billion, Pakistan today is at 106th
position out of 119 countries ranked in terms of the Global Hunger
Index (2016 data). This ranking towards the bottom of the index shows
that Pakistan is among the hungriest nations on the planet. Moreover,
more than 39% of people in Pakistan live below the multi-dimensional
poverty line, which further complicates the issue of malnutrition and
starvation.
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In terms of security, the Global Peace Index shows that Pakistan is one
of the most insecure countries, ranked 152nd out of a total of 164 coun-
tries assessed on this index (2017 data). Much of this insecurity may be
attributed to incidents of faith-based violence and terrorism by the
Taliban, Lashkar-e-Jhangvi and their affiliates, which may be broadly
classified as Takfiri or Khawarij militants.

It is possible to link and explain this poor national performance in
terms of ethics and governance.

Pakistan ranks very low on the global Corruption Perceptions Index
and faces the menace of financial misconduct. In 2017, this composite
index, prepared by Transparency International, ranked Pakistan 117th
out of a total of 180 nations worldwide based on the level of perceived
public-sector corruption. Pakistan’s poor ranking is well below its two

regional neighbours, India (81) and China (77).

Situation in China

Corruption, unethical conduct in government departments and infringe-
ment of intellectual property are known to be major issues in China.
Transparency International, the anti-sleaze watchdog, showed that China
is significantly behind the more developed market economies of the West
in improving business ethics. In recent years, the Chinese government
has initiated an anti-corruption drive. In 2015, Zhou Yongkang, China’s
former chief of security and member of the all-powerful Politburo
Standing Committee, was placed under investigation on corruption
charges. About $14.5 billion in assets were seized from Zhou’s family
members and close associates, along with the arrest and questioning of
more than 300 of them (Bastin 2015).

Historically, the country has been facing issues of lack of transparency
and poor governance.

Chow reported in 2005 that China lacks the necessary formal and
informal institutions, or the financial infrastructure, to make corporate
governance structures work effectively. Corruption, stock market
manipulation, tax cheating, fraudulent dealing, plundering of state assets
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and the lack of protection for shareholders’ rights were some of the key
ethical issues that Kam identified.

Ethics in the Chinese Context and Comparison
with Islamic Teachings

China has a sizeable Muslim population, particularly in Xinjiang Uyghur
Autonomous Region (XUAR). Moreover, China is an immediate neigh-
bour of several Muslim-majority countries, including Pakistan,
Kazakhstan, Kyrgyzstan and several other states in Central Asia. Since
2001, in response to the development of China’s western regions includ-
ing Xinjiang, there has been increasing interest in Islamic history and
literature in China, and Chinese scholars are linking it with the develop-
ment of that region. In this respect, the proposed Islamic business ethics
perspective may be contrasted with Chinese concepts in ethics and linked
with the Belt and Road projects underway in XUAR. For example, the
concurrent Islamic emphasis on human and economic development may
be of particular relevance in that region.

In addition to Muslim traditions in XUAR, spiritual traditions in
mainstream Chinese society are generally derived from Buddhism,
Taoism and Confucianism. Buddhism has shaped Chinese culture in a
wide variety of areas, including art, politics, literature, philosophy, medi-
cine and material culture. Buddhism focuses on personal spiritual devel-
opment and strives for a deep insight into the true nature of life. Its
common beliefs include reincarnation or rebirth and karmic retribution;
that is, ethical cause and effect.

Taoism is a religious or philosophical tradition of Chinese origin which
emphasizes living in harmony with the Tao, the source, pattern and sub-
stance of everything that exists. Taoist ethics tend to emphasize effortless
action (wu wei), naturalness, simplicity, spontaneity and the Three
Treasures: compassion, frugality and humility.

Confucianism is described as a humanistic or rationalistic philosophy
or tradition, a way of governing or simply a way of life. It developed from
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what was later called the Hundred Schools of Thought from the teach-
ings of the Chinese philosopher Confucius (551-479 BCE).

The impact of these ideologies is evident in notions of ethics and values
in everyday life within and outside the workplace.

Islamic principles of ethics and leadership may be compared with
Chinese concepts and practices in ethics. The literature suggests that
Chinese business ethics practices are generally influenced by Confucianism
(Ardichvili et al. 2010). For example, Chinese Chief Executive Officers
(CEOs) use such values as Ren, I, Li and Chi (compassion, appropriate-
ness, norms and wisdom) to develop a corporate culture (Ip 2003).
Similarly, CEOs in Hong Kong display leadership approaches based on
Confucian principles of benevolence, harmony, learning, loyalty, righ-
teousness and humility (Cheung and Chan 2005, p. 47). Koehn (2001)
highlights the central importance of the Confucian principle of trustwor-
thiness and suggests that Chinese businesspersons prefer to rely on indi-
vidual informal agreements and personal assessment of the trustworthiness
of business partners.

The Confucian principle of trustworthiness (xin) may be compared
with the Islamic notion of amanah (fulfilling or upholding trust), which
is an integral part of ethical leadership in Islam. For example, the Quran
says: ‘And do not devour your wealth among yourselves through false-
hood, and offer it not as a bribe to the authorities that you may know-
ingly devour a part of the wealth of other people with injustice’ (2:189).
Similarly, the Confucian values of benevolence, compassion and humility
are consistent with Islamic teachings which promote an emphasis on col-
lective well-being and servant leadership. In particular, the notions of
ihsan (benevolence) and isar (self-sacrifice) have been emphasized in
Islamic teachings. In the Pakistani context, the term hamdardi is also
used for isar. According to tradition, the Prophet Muhammad said: ‘None
of you is a true believer until he wishes for his brother what he wishes for
himself” (An Nawawi, Hadith No. 13).

Furthermore, two Chinese concepts and practices, guanxi (personal
networks or connections) and mianzi (face), are often perceived as inter-
related and grounded in the Confucian value system (Ang and Leong
2000). Guanxi refers to social harmony and an informal network of sup-
port, and is rooted in Confucian concepts of fulfilment of role-base
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duties, filial piety and the cultivation of reciprocal support relationships.
It may be noted that not unlike Pakistan and several other Muslim-
majority countries, family in China is the most basic functional unit and
the individual’s willingness is generally second to the family’s will.
Furthermore, people acquire a set of strong family-oriented experiences
and habits and may gradually apply them in social and non-family affairs
(Yang 1994). The notion of mianzi literally means granting of face or giv-
ing (someone) a chance to regain lost honour. It refers to the sensitive
issue of maintaining each other’s dignity and cultivating durable relation-
ships (Ardichvili et al. 2010). The concept of mianzi may be compared
with the Islamic notion of human dignity or sharaf (Donnelly 1982).
According to the Quran, human beings have been inspired by the divine
spirit (‘God proportioned human being and breathed into human being
his [created] soul’, 38:72), therefore they have a special status in the entire
universe. A similar reference is made to human dignity in another verse:
‘We have honoured the sons of Adam ... and conferred on them special
favours above a great part of Our Creation’ (17:70). Similarly, the notion
of guanxi may be loosely translated to the notion of talluqaat (relations)
in Pakistan, which may refer to one’s networks and social capital of col-
leagues, fraternity and class fellows. Table 4.1 offers an overview of ethical
values that are comparable and broadly similar in Pakistan and China.
While there are several similarities in Chinese and Islamic ethics, in
order to tackle issues of governance in Pakistan and XUAR the narrative
and emphasis may rest on Islamic teachings to develop a contextual and

Table 4.1 Ethical values in Pakistan and China

Context/Values Pakistan China
Ideology Islam Buddhism, Taoism,
Confucianism

Culture South Asian Chinese

Human dignity (sharaf) Save face (mianzi)
Honesty Trustworthiness (amanah) Honesty (xin)
Compassion Sympathetic concern and self- Compassion (ren)

sacrifice (hamdardi and isar)

Social capital Networks and relations (tallugaat) = Networks and

connections (guanxi)
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empathetic approach. However, it may be noted that the notion of
Islamic ethics presented in this study is based on an egalitarian, progres-
sive and well-being-oriented interpretation of Islam, which must be dis-
tinguished from the puritanical, intolerant and radical version of Islam
presented by certain extremist groups. This distinction will be particu-
larly useful to address potential Chinese anxieties that ‘Islamic extremism’
might take root in western China, and clarify that a pluralistic and ethical
approach to Islam may be needed to address issues of governance and
ethics in the context of CPEC.

Implications for CPEC and Governance

Islamic principles in Pakistan and traditional views on ethics in China
may be used to develop a shared understanding of ethical leadership,
transparency and economic and human development. Accordingly, an
ethics perspective on CPEC and governance may be understood as a
cyclical process, in which ethical leadership enables transparency and effi-
ciency and discourages corruption and financial misconduct, which is in
turn a means towards economic prosperity and consequently human
development (Fig. 4.1). From a research perspective, ethical leadership
may be seen as an individual-level construct which is an integral part of
good governance. In contrast, transparency and efliciency, and economic
and human development, may be seen as system-level constructs.

The four circles provide a useful mechanism to develop an ethics per-
spective of governance and a picture of cooperation between two major
cultures. The application and utility of this framework may be further
explicated by focusing on the inter-connection between ethics, transpar-
ency, economic development and human development. For example,
Milner and Mukherjee (2009) provide evidence and point towards the
connection between democracy and economic development.

According to Liu Jianchao, Chinese Deputy Minister of the National
Bureau of Corruption Prevention, China and Pakistan need to work
together to ensure transparency in the implementation of CPEC and to
make it a symbol of good governance and transparency (The Nation
2015). Pakistan is a resource-constrained country which faces the
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Ethical
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Human Transparency

Development and Efficiency

Economic
Development

Fig. 4.1 An ethics perspective on CPEC and governance

challenges of lack of foreign investment, energy crisis, high rates of unem-
ployment, low human and economic development and debilitated infra-
structure. CPEC with its anticipated investment of $62 billion offers an
immense opportunity not only to address the energy crisis (and the
revival of energy-hungry local industry) and food security (through bet-
ter agricultural technologies and practices), but also to provide employ-
ment for thousands of skilled and semi-skilled workers in various projects.
If Pakistani organizations, in both public and private sectors, could over-
come the challenges of mismanagement, inefliciency and corruption,
there is indeed a tangible opportunity for them to expand their produc-
tion and markets along the modern Silk Road. However, to achieve that
goal, they will need to adopt and practise Islamic ethics and develop a
broader view of stakeholders.

From an Islamic business ethics perspective, it has been argued (Syed &
Ali, 2010), profit maximization is not considered a virtue per se. Rather, the
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emphasis should be on social responsibility for the greater good of the
organization, its stakeholders and the wider society. This is in line with
the long-term orientation of Chinese society as noted by Hofstede, where
the focus is not on short-term individual interests but on long-term col-
lective well-being. Similarly, according to Yusuf Sidani, minimum com-
pliance with legal regulations, whether within secular and/or sharia law,
is not an ideal approach. Thus, organizations and leaders are expected to
fulfil their social responsibilities in a manner much wider than manda-
tory legal compliance.

In other words, governments, business leaders and other stakeholders
in Pakistan, China and elsewhere will need to ensure not only that CPEC
and other similar cross-national projects are efficiently planned and gov-
erned, but that they also result in the well-being of the wider society.
Thus, the performance, governance and efficacy of CPEC will need to be
gauged not only in terms of profit maximization, but also social respon-
sibility; and not only in terms of economic development (including for-
eign investment, energy production, road infrastructure, special economic
zones), but also in terms of human development (including food, secu-
rity, health, education) and the well-being of all communities across dif-
ferent regions and provinces in an inclusive manner. Undoubtedly, ethical
and responsible leadership in light of Islamic principles may play a key
role in achieving that goal.

With regard to CPEC’s governance, a joint committee of Pakistani and
Chinese officials may be formulated to monitor ethics in CPEC projects.
The joint team may look into various infrastructure and energy projects
and ensure that common themes of ethics from both countries are
adhered to in the conception and execution of such projects. A similar
collaboration may be considered at the academic level to focus on this
topic and examine its operationalization. Scholars in both countries may
investigate the relevance and utility of Islamic and Chinese ethics in the
administration of CPEC projects, with a specific focus on improving
transparency and efficiency. Similarly, government policymakers and
business leaders in China and Pakistan may benefit from understanding
the commonalities of ethical concepts within Islamic and Confucian
teachings, with a view to incorporating these concepts in actual organiza-
tional practice.
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Linking Ambitions, Transparency
and Institutional Voids to South-South
Funded CPEC Project Performance

Zehra Waheed

Introduction: CPEC Projects and Pakistan

There is continuing interest in the development of the China Pakistan
Economic Corridor (CPEC) as a phenomenon affecting Pakistan specifi-
cally (Abid and Ashfaq 2015; Rizvi 2015; Hali et al. 2015; Markey and
West 2016) and the South Asian region generally (Yu 2017; Ferdinand
2016; Swaine 2015). A composite of infrastructure projects including
power projects, the largest deep-sea port in the world at Gwadar, modern
transportation networks, motorways and special economic zones, CPEC
offers physical and political connectivity with China and Central Asia in
the north to countries in the Gulf and beyond in the south.

A ‘development project’ usually refers to an externally funded initiative
undertaken by the public sector, generally resulting in the creation of physi-
cal assets (Cusworth and Franks 2013). As the means for infrastructure
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development, industrial growth and accompanying skill development and
employment in Pakistan, development projects initially took the same
form. However, over time, they increasingly tend to be internally conceived
initiatives, but employ both public- and private-sector players, involving
external (donor-led) as well as internal (publicly sourced) funding. The
policy and processes governing development projects in Pakistan come
from the Planning Commission' of Pakistan, the highest-level governmen-
tal body headed by the Prime Minister, that operates under the Ministry of
Planning and Development (Waheed 2016). Project identification, plan-
ning, execution, monitoring and impact assessment are then led by federal
and provincial Planning and Development Departments (P&DDs) in tan-
dem with relevant executing government departments, depending on
whether the funding is coming from the federal government or through
provincial monies. While being the means to bring about infrastructure
development, industrial growth and institutional capacity building in the
country, development projects have also been the long-held vehicles for
channelling political ambition, responding to election mandates as well as
operationalizing sectoral policies. Public projects, in general, have remained
important tactical development tools in Pakistan. However, they have also
constantly been marred by poor project identification, execution and
impact assessment (Khan and Sheikh 2005) that essentially emanate out of
poor project implementation capacity within the P&DDs and associated
departments, and the exercising of political influence by political figures
during the decision-making process. The poor success rate of development
projects in Pakistan, like in much of the developing world, has been at two
distinct levels—that leading from the failure to identify, plan and imple-
ment projects effectively (delivering projects according to the triple con-
straint of time, cost and quality) and, far more important, that stemming
from the failure to create assets that eventually help the country achieve the
intended outcomes. Much of the ‘industrial’ concept of development proj-
ects that have a streamlined input—output mechanistic process (generally
conceived in Western literature) is therefore less appropriate in the context
of developing countries (Cusworth and Franks 2013). This is essentially
because contextual factors particular to each developing country pose some
unique difficulties and limitations on development projects in the ‘Global
South’ (the new terminology denoting developing countries).
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CPEC has been the largest ever development project portfolio? under-
taken in the history of the country.® As part of China’s wider One Belt
One Road or Belt and Road Initiative (BRI), covering six major routes
across several continents, CPEC is a large composite of development
projects spread across three huge ‘corridors’ weaving across the country.
Immediately for Pakistan, this infrastructure development initiative
establishes economic and strategic connectivity between Pakistan and
China to provide trade access to China through the Pakistani seaports of
Karachi and Gwadar. Its strategic purpose, however, is much wider than
covering the Pakistani landscape alone, as CPEC integrates other regional
partners (Rafi 2016) through trade connectivity.

Apart from being the largest, most complex project portfolio ever
undertaken in the country, CPEC also represents a new type of develop-
mental cooperation for Pakistan, traditionally a recipient of Western-led
financial and technical assistance for its infrastructure development. CPEC
presents a huge shift from a North-South development-cooperative
regime (meaning flow from the developed to the developing world) to
South—South economic development (SSED, denoting technological and
financial assistance from one developing country to another) for Pakistan.
The subtleties of this new South—South development cooperation model
between Pakistan and China are considerably different from the kind of
financial and technical assistance Pakistan has been accustomed to through
its Western partners and their affiliated global financial intermediaries.
While the new model opens new opportunities in terms of regional coop-
eration, local capacity building and market development, it is also accom-
panied by a steep learning curve in terms of adapting regulation, governance
structures and supporting local market development in Pakistan.

This chapter therefore contends that given the institutional voids pres-
ent in the country, coupled with poor implementation capacity and a
history of political interference with project selection, design and out-
comes, the positive possibilities presented by CPEC must be tempered
with the existing propensity for malpractice, fuelled by poor transparency
and political ambitions. These project externalities or situational factors
(for example, as discussed by Shenhar 2001) greatly affect project success,
in terms of both effective execution, meeting cost, time and quality req-
uisites, and the long-term achievement of the intended effects.
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The goal of this chapter is to contribute to theory building on project
management in two ways: first, to identify project externalities (or situa-
tional factors) specific to Pakistan that influence the success of CPEC
projects; and second, to reposition CPEC as an SSED-led developmental
phenomenon new to the region, therefore requiring it to respond to the
identified operational situational factors (OSFs) and strategic situational
factors (SSFs) to ensure the successful achievement of project outcomes.

Theoretical Background: Contingency Theory
and Project Situational Factors

Classical contingency theory, originally introduced by Burns and Stalker
(1961) in the context of innovation, has been applied to leadership,
accounting and strategy, among other areas of organizational studies. The
theory holds that different organizational characteristics (for example,
leadership styles) are required due to the existence of unique external
conditions (Peters et al. 1985). This means that the effectiveness with
which an organization operates is, to a large extent, dependent upon the
appropriateness of its ‘fit’ with the contextual factors or variables present
structurally in its environment (Lawrence and Lorsch 1967; Drazin and
Van de Ven 1985; Pennings 1992).

While widely applied to strategy and operational studies, contingency
theory has until recently remained outside the domain of project man-
agement. Shenhar (2001) was the first to point out that the ‘one size fits
all’ approach to projects (assuming all projects require identical best prac-
tice) was inappropriate, suggesting the need to investigate project con-
texts as the sources of emergent best practice within those projects. While
Shenhar’s work extended only to the creation of a project topography
reflecting various types of project externalities, it more essentially refuted
the traditional project management narrative assuming that all projects
shared a universal set of managerial characteristics (for example, as
reflected in the works of Pinto and Covin 1989; Yap and Souder 1994).

Shenhar’s approach of taking stock of the project’s external environ-
ment has been adopted by studies undertaken around project risk man-
agement (Loch et al. 2011) and project leadership (for example, Miiller
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and Turner 2010). However, the development of an understanding of
how project externalities within very specific political and geographical
boundaries (such as countries and regions) necessitate the development
of appropriate responses from project managers is something that the
existing literature has largely ignored. By extending the work of Shenhar
(2001), the discussion here argues that the identification of key OSFs and
SSFs is important if projects embedded within certain political and geo-
graphical boundaries are to succeed. The author identifies operational
situational factors as external, contextual factors within the project’s envi-
ronment that set limitations and offer possibilities for the way projects
can be operationalized, while szrategic situational factors are wider struc-
tural factors not directly related to but affecting the project, which have
impacts on the strategic intent and effective achievement of project goals
within a certain geographical and political environment. The purpose is
to provide a framework for practitioners and not to suggest that OSFs
and SSFs identified for CPEC projects may be the only ones found in the
Pakistani context, but only that these seemed to be relevant dimensions
according to the author’s observations. Given the urgent need to provide
infrastructure, public service and capacity enhancement in the country,
practitioners and policymakers ought to be able to use the given frame-
work to identify the structural and environmental factors that they deem
significant and respond with appropriate practice accordingly.

In Dire Straits: Public Service Provision,
Political Ambitions and Institutional Voids
in Pakistan

A dire need for public service provision in terms of infrastructure, energy
and healthcare, alongside capacity building and institutional develop-
ment, exists in the Global South. Pakistan is no exception. The amount
of energy a country (produces and) consumes, for example, is directly
linked to its level of economic development, general quality of life and
potential for economic growth. Pakistan has traditionally been an
acutely energy-deficient country (Fig. 5.1), with per capita energy con-
sumption standing at 470 kWh in 2014 (484 kg of oil equivalent).
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Fig. 5.1 Per capita energy consumption in Pakistan compared to its neighbours
and selected developed and developing countries. Source: Adapted from World
Bank 2014 data

Compare this meagre amount to the 3025 kg of oil equivalent per capita
energy consumption (roughly six times more than that of Pakistan) in
Iran, a neighbour in the region, and the 2250 kg of oil equivalent per
capita for China. This comparison alone paints a vivid picture of the
state of the energy sector and thereby the urgent need for the provision
of energy and related public services in Pakistan.

Pakistan’s growth rate ranged between 4.5 and 5.7% during the two
and a half decades spanning 1990-2017, while the population increased
from 107.7 million to 197.0 million in the same period. This trend was
followed by an increase in per capita gross national income (GNI) from
420 to 1580 in the same period. In 2017, primary school enrolment
stood at 97%. However, the country has also been reliant on debt, with
external debt stock rising from US$ 20,663 in 1990 to US$ 84,523 in
2017. Investment in direly needed physical infrastructure has been, in
the most, through external debt and development support, since the tax:
gross domestic product ratio has remained within the 10-13% range in
the same time frame (World Bank 2018), denoting no increase in the tax
base to fund development activity.

However, the country took an aggressive infrastructure growth stance
in 2007, when the government planned to more than triple the infra-
structure Public Sector Development Program (PSDP) spending in the
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country (World Bank 2007). PSDP for financial year 2007-2008 had
stood at a mere PKR 485 billion, roughly equivalent to about $6.9 billion
at the time. Just to allow an understanding of how far the development
budget has come since the 2007 change in development strategy, the size
of federal PSDP for 2018-2019 stands at PKR 1030 billion, including
foreign assistance of PKR 171 billion.* However, even as far back as 2007,
with such a limited amount of spending to be managed, international
agencies including the World Bank remained apprehensive of the public
sector’s infrastructure implementation capacity (World Bank 2007).
Comparing the 2007 overall spending of PKR 485 billion to the PKR
198 billion allocation to ongoing CPEC projects alone (pre-2018), and a
further PKR 835 billion to new CPEC projects costed in Public Sector
Development Program (PSDP) 2018-2019 (see Table 5.1 for a selection),

institutional implementation capacity is clearly an area of concern.

Institutional Voids and Poor Transparency

‘Institutional voids’ is terminology used to reflect instructional condi-
tions or business support infrastructure that hampers the functioning of
markets and the effective execution of projects (Khanna and Palepu 2005;
George et al. 2012). Weak institutional capacity to implement projects or
support the private sector in setting up infrastructure projects is a form of
institutional void that is more commonly witnessed in the Global South.
When institutional voids such as those mentioned exist, the result is not

Table 5.1 PSDF 2018-2019 selected allocations to CPEC projects

PSDF 2018-2019
Project name allocation (PKR)

Construction of western route from Burhan-Hakla on  PKR 25 billion
Motorway-1 to Dera Ismail Khan

31 different projects for development of Gwadar PKR 137 billion

Modernizing Mailine-1 (ML-1) phase-1 of Pakistan PKR 5 billion
Railways and establishment of dry port at Havelian

Construction of Karakorum Highway (KKH) phase-II PKR 25 billion

Upgradation of hospital in Gwadar PKR 9.9 billion

Construction of East-Bay Expressway PKR 6.035 billion

Source: PSDF 2018-2019, Government of Pakistan
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only poor capacity to attract private-sector and service providers, but also
a growth in the propensity for firms to evade public institutions (Regnér
and Edman 2014) and, worse, to exploit the institutional voids (Meyer
et al. 2009).

Pakistan’s indices related to corruption are not encouraging either.
According to the World Bank (World Bank 2018), the country’s
Corruption Perception Index was 117/180 (rank relative to other coun-
tries), while the perceived corruption score was 32/100 (0 being highly
corrupt, 100 very clean). A direct result of instructional immaturity, cor-
ruption leads to the poor response from the private sector to operate in
the country, thereby limiting value maximization through the procure-
ment of public-sector works.

There also appears to be evidence of poor transparency in terms of
decision-making related to CPEC projects, with representative voices
from the World Bank, the International Monetary Fund and individual
countries such as France calling for less opaqueness in the process through
which CPEC projects are selected, financed, procured and subsequently
developed and handed over (see The Nation 2018; Dawn 2018; The
News International 2018). Transparency can be interpreted in various
ways. Nelson (2003), for example, states that transparency entails
(among other things) fullness of disclosure of information, accessibility
of documents, timely availability of information and mechanisms for
recourse and influence. On the other hand, Greve and Hodge (2011)
identify good public-sector governance, citizens as consumers and cor-
porate governance as the three key perspectives for understanding trans-
parency. These two descriptions of transparency explain that freedom of
information for citizens, openness in dealings with citizens by public
office-holders, predictability in decision-making processes and fighting
corruption remain the key components of transparency. This means that
transparency manifests in openness, citizen participation in decision-
making and intentional sharing of vital and quality information on
activities and projects. While both federal and provincial Public
Procurement Regulatory Authority laws in Pakistan stand firm on trans-
parency during public procurement, the narrative around transparency
elsewhere appears to be generally missing. Given the scarcity of public
good provision in Pakistan, institutional voids accompanied by poor
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transparency in dealing with projects have direct impacts on the efficiency
and effectiveness with which development projects can achieve the
intended economic and social results.

A Different Set of Skills

Here it is important to fully understand the ramifications of dealing with a
single project portfolio (CPEC) that is greater that the entire developmental
budget of the whole country only a few years ago. As project portfolio size
increases, learning can no longer be assumed to be incremental. As larger
projects are operationalized, they not only take longer to develop, but they
involve a multiplicity of stakeholders (with varying short- and long-term
interests) that smaller projects tend not to have. Designed to be technically
ambitious, larger projects are not merely ‘magnified versions of smaller proj-
ects’ (Flyvbjerg 2014). This accelerating level of scale subsequently increases
complexity, both in terms of technology, financing and stakeholder manage-
ment, but also in managing the social impact that these projects must deliver.
Community engagement and environmental impact assessment and
response, for example, reach an altogether different level. Managers of larger
projects require skills that dwarf the skills that managers of conventional
projects need to possess. As noted by Flyvbjerg (2014), larger projects may be
led by managers without deep technical experience, or by managers who
change frequently during the long project cycles that megaprojects require,
thereby permitting leadership to become weak (not strong) over time.

As Table 5.2 shows, a clear majority of CPEC projects exceed the
$1 billion mark. This fact also magnifies the extent to which institutional
voids in Pakistan’s exiting project governance structures can be enor-
mously risky for the success of the entire portfolio. If project managers of
megaprojects require a more advanced set of skills than those of conven-
tional projects, the same argument holds true for those providing over-
sight and execution of large public-sector projects under CPEC. The
amount of technical and managerial knowledge along with knowledge
management systems that these must possess is not merely a scaled-up
version of ‘as usual’ public-sector project management, as practised under
the realms of the Planning Commission.
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Accompanying system-level complexity is operational complexity—in
terms of technological upshift and longer-term (and usually more flexi-
ble) contractual agreements. All these not only require long-term project
(and in fact portfolio) leadership, but also some mechanism for knowl-
edge capture and dissemination beyond institutional memory (which
itself remains weak due to changing faces over time).

Political Ambition: One of the Four ‘Sublimes’

The increased focus on developmental spending by the government from
2007 onwards has largely been a result of the political ambitions of those
in power. Larger projects tend to allow political figures to ‘showcase’ their
electoral promises of employment and public service provision, but also
feed into their self-perceptions as initiators of grand public works. In an
analysis of why larger developmental projects are attractive to public
decision-makers, Flyvbjerg (2014) has identified the ‘four sublimes that
have traditionally pushed for more and bigger projects. Of these (techno-
logical, political, economic and aesthetic sublime), the political sublime
has been most relevant in the case of Pakistan’s undertaking of large infra-
structure projects. The political sublime has been described as the rapture
politicians get from building monuments to themselves, giving them vis-
ibility and better prospects of getting re-elected. The political ambitions
attached to megaprojects have been a major reason for undertaking them
in the country, and the desire appears not to have been satiated. However,
as projects increase in size and number, so do they increase in complexity
and interdependencies. For countries with historically poor implementa-
tion capacity, this, again, may be a recipe for disaster.

Understanding South-South Development
Cooperation

Global South—South cooperation (development-cooperative funding and
technical support for developing countries—the ‘South'—from other
developing countries—the ‘Soutl’) is a unique twenty-first-century phe-
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nomenon whereby aid has expanded beyond the previous century’s narrow
parameters of lending and support from leading Western governments and
Western-led institutions (the Global ‘Northly). This has required a new nar-
rative to be developed around the phenomenon (Quadir 2013; Nogueira
and Ollinaho 2013). With a move towards funding from other developing
countries, the Western-led North dominates governmental priorities and
agendas in recipient countries to a far lesser degree than before. A review of
South—South development cooperation (SSDC) undertaken by the
Department of Economic and Social Affairs of the United Nations
(UNDESA 2000) reveals that developmentassistance from the Organisation
for Economic Co-operation and Development (OECD) countries’ in the
1990s accounted for about 95% of all international flows of assistance to
the South. While OECD donors continued to provide the bulk of develop-
ment cooperation flows to the South, the report saw an increase in dis-
bursements by non-OECD contributors. The reportestimated South-South
development support in the range of $9.5 billion and $12.1 billion in
2006, representing 7.8-9.8% of total flows. Four major contributors from
the South at the time were China, India, Republic of Korea and Venezuela
(Table 5.3). This amount of estimated South—South cooperation for devel-
opment exceeded $20 billion in 2013. China and India remained the high-
est contributors, but this time followed by Saudi Arabia (UN 2018).
SSDC is nothing new. Regional cooperation agreements including the
Arab League (1945) and the Colombo Plan (1950) were dedicated to the
social and economic progress of their member states (Cabana 2014).
However, modern-day SSDC started with the rise of large emerging
economies—the likes of China, Brazil and India—with their own agen-
das of economic and political influence. China—Pakistan cooperation
over CPEC, while being a regional cooperation mechanism leading to
connectivity and trade ease, is also a prime example of an SSDC partner-
ship, one of many that China has had since the turn of the twenty-first
century (Li and Wu 2013), with its own set of ‘liberating’ advantages and
not so liberating constraints for the recipient nations (Brautigam 2009).
Herein lies the catch: without fully grasping the nature of ‘liberation’ and
what it entails for recipient countries, it would be a mistake to view
Chinese SSDC as a direct replacement for OECD and Western-led tech-

nical and economic assistance.
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Understanding SSDC: The Chinese Way

China is not new to SSDC, as its foreign assistance began in the 1950s.
However, the country has increased its foreign assistance many times over
in terms of both scope and scale over the last decade, so that it is now the
foremost SSDC provider in Africa, Latin America and Asia (Zhou 2016).
Due to the changing nature of China’s international and domestic growth
plans, scholars such as Li and Wu (2013) and Zhang (2007) have divided
the Chinese SSDC trajectory into three eras. The initial era is from the
1950s to the 1970s, when assistance was a form of reward intended to cre-
ate goodwill for the socialist ideology. From late 1970s to end of the 1990s,
the scale, structure and sectoral allocation of assistance changed, as its pri-
mary goal was China’s domestic economic development. The twenty-first
century saw the third era, where the scale grew again. Merely between 2004
and 2009, for example, foreign Chinese assistance increased by 29%, reach-
ing $5 billion by 2012 (SCIO 2011, 2014), as did allocation across sectors.
By now, China had turned into the world’s zenth largest donor (SCIO
2011, 2014; Zhou 2014), despite being classed as a member of the ‘South’.

Chinese development assistance is offered through eight different
arrangements: debt relief, volunteer programmes, emergency humanitar-
ian aid, medical team support, human resource development, technical
cooperation, goods and materials and complete projects® (SCIO 2011).
Most assistance has traditionally gone to Africa (52% between 2010 and
2012), with Asia trailing behind with 30% in the same time frame.
Preferred sectors include agriculture, industry, economic infrastructure,
education, public facilities and clean energy.

The principles underlying China’s foreign assistance, however, differ
greatly from those of the OECD and traditional, Western country and
institution—led assistance. Chinese SSDC, according to its own State
Council Information Office (SCIO), adheres to the principles of equality
and mutual benefit, self-reliance and an emphasis on substantial results,
with no political conditions on recipient countries (SCIO 2014).
Emerging from the original eight principles, these four in a way reflect
China’s view of foreign assistance as form of mutually beneficial
partnership; hence the ‘meaningful cooperation’ rhetoric by scholars such
as Ahmar (2015) mentioned earlier.
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This ‘partnering’ narrative is vastly different to the ‘donor—recipient’
narrative of traditional, Western-led assistance that developing countries
such as Pakistan have been used to. The self-reliance principle, for exam-
ple, means that many fewer checks and balances (in comparison to
Western-led assistance) are utilized by the donors. The assumption behind
the principle is that the no one knows the developmental needs of the
country better than the recipient country itself. Therefore, the monitor-
ing and evaluation mechanisms usually associated with Western donors,
be they institutional or government led, have reduced relevance.

The OECD is an international, inter-governmental economic organi-
zation with 36 predominantly Western countries as members, with the
purpose of bringing about development through assistance. The OECD,
for example, has a very different methodology in comparison to the
Chinese. As a representative body of the world’s major donor countries,
the OECD deems evaluation and monitoring as fundamental to the good
governance of donor programmes. As an opportunity to learn, providing
credibility to the programme (OECD 2010) and accountability for those
running it, impact assessment is a necessary component of the final eval-
uation, feeding into the allocation of further funds to the country or the
sector. Not only do donors designate a required institutional structure for
providing evidence-based decision-making on projects, they also assist in
setting it up or procuring it. The underlying criteria for the OECD’s
donor-driven programmes, for example, are relevance (the appropriate-
ness of the project’s objectives to real problems of the target beneficiaries
given the project’s physical and policy environment), effectiveness (the
extent to which a programme achieves the intended targets—this requires
monitoring and control), efficiency (assessment of whether results were
achieved within the means), sustainability (long-term viability of contin-
ued benefits from the programme) and impact (wider long-term organi-
zational and societal change brought about by the donor-funded
programme; OECD 2010).

Monitoring and evaluation, therefore, remains a formalized and essen-
tial practice during planning and execution of OECD-funded develop-
ment projects, helping keep tabs on donors with limited capacity for
both, and hence the propensity for misallocation or misconduct. While
the funds are less liberally available than Chinese assistance and perhaps
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on far tougher financial terms, these requirements posed by traditional
donors may be a blessing in disguise for the bulk of developing countries,
with governance structures characterized by poorly structured markets,
corruption and immature institutions, the phenomenon referred to ear-
lier as institutional voids (Khanna and Palepu 2005).

The development of CPEC has increasingly been depicted as a ‘sav-
iour’ and a ‘game changer’ which would take Pakistan out of its current
economic woes (see Esteban 2016; Bhattacharjee 2015; Ramachandran
2015). While most commentators have acknowledged CPEC as a major
development initiative (Wolf 2016), a wider view has been that of explor-
ing wider possibilities with an eye to the inherent challenges for regional
integration (Ali 2016). CPEC, however, is also viewed sceptically as a
large portfolio of projects reflecting China’s own geopolitical ambitions,
as a manifestation of China’s growing regional prowess (Boyce 2017) and
as a programme with huge ambiguities (Ramay 2016). Nonetheless,
there are several views, with some scholars taking a balanced viewpoint,
seeing CPEC as a large development initiative aimed at advancing
regional connectivity and cooperation (Wolf 2016) rather than the inter-
ests of a few.

So, while the benefits and constraints of this ‘meaningful cooperation’
(Ahmar 2015) have been widely discussed in terms of regional integra-
tion and in economic terms (see Ali 2016; Ferdinand 2016; Irshad 2015),
the institutional capacity of Pakistan to handle SSDC funding of this
magnitude, among other contextual factors discussed, has yet to

be debated.

Discussion

In this chapter we have presented the argument that projects within the
realm of CPEC are bigger, more numerous and far more complex that any
undertaken historically in Pakistan. We present a framework built upon
classical contingency theory applied to project environments, whereby
project contexts cannot be assumed to be identical, hence requiring
unique responses. A framework comprising operational situational factors
and strategic situational factors within project environments (see Fig. 5.2)
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Fig. 5.2 Operational situational factors and strategic situational factors sur-
rounding CPEC projects

is proposed for CPEC projects within the current Pakistani context.
Through an analysis of existing norms and practices, this CPEC contin-
gency framework identifies three major OSFs: complexity, poor imple-
mentation capacity and level of change; while identifying three SSFs:
institutional voids, lack of transparency and political ambition. The pur-
pose is to allow policymakers, planners and practitioners involved in
CPEC projects to identify opportunities, constraints and threats emerging
out of the CPEC project environments.

While the benefits from Chinese financial assistance (based on the key
principles of non-political interference in the recipient country and
investing only in projects that promote local economic growth) cannot
be negated, we contend that Pakistan’s level of readiness as a recipient
nation in terms of its own institutional and political make-up is largely
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questionable. We argue that the government’s political ambitions fuelling
ultra-expeditious decision-making and fast-tracking the project delivery
process (for projects under CPEC), coupled with the deeply entrenched
institutional voids that exist in Pakistan, constitute an issue that requires
much investigation and thereby resolution.

Also, the issue of economic ‘aid’ through Chinese SSED can be viewed
as far more wide-ranging and strategic than has hitherto been considered.
Most funding, for example, is not in the form of aid but long-term, repay-
able debt (albeit on softer terms than those usually proposed by Western
international financial institutions), misuse or misallocation of which could
prove hugely disastrous for the recipient country. A recent example is hand-
ing over of the strategically located southern Sri Lankan port of Hambantota
(Schultz 2018), developed at a cost of $501 million (SLPA 2018), to the
Chinese on a 99-year lease in 2018, because of the recipient country’s
inability to repay the requisite debt payments. Others that appear to be fol-
lowing the Sri Lankan example include Djibouti (Cheng 2018) and the
Maldives (Gopalaswamy and Bharath 2018). We assert that while the cur-
rent narrative around CPEC almost exclusively oscillates between the posi-
tivity and negativity of its effects, these are both external views of the
phenomenon (outsiders looking in). It is, however, far more important that
the less-explored, internal take on the CPEC phenomenon be adopted
(insiders looking at the long-term ramifications of all options being offered
and being accepted as part of the wider CPEC narrative). This would
require evaluation and understanding of the implications of the country’s
current political and institutional context for the execution of CPEC as an
SSDC programme. An understanding of the nature of Chinese-originated
SSDC, coupled with an appreciation of the political and institutional read-
iness of the recipient country having a direct impact on the long-term suc-
cess of CPEC projects in the region, needs to be explored.

Conclusions and Recommendations

Grounded in classical contingency theory, in this chapter we introduced
the project contingency framework for CPEC projects, that includes the
strategic and operational situational factors within which they operate.
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We present the argument that projects are embedded in very specific con-
texts and that unless and until these are clearly articulated and their
effects on project selection, execution and impact are understood, CPEC
projects will remain less likely to deliver the socioeconomic affects they
are intended to achieve. This is based on the argument that since projects
are unique endeavours, they cannot have a set of standalone best practices
for every situation. This is very true for CPEC projects, which cannot be
viewed as the usual run-of-the-mill development projects in Pakistan.
Also, we assert that as a project’s size increases, its operationalization
requires a very different modus operandi. CPEC, the largest infrastruc-
ture development portfolio ever to be undertaken in Pakistan and under
Chinese SSED (a phenomenon new to Pakistan, a country that has tra-
ditionally been accustomed to Western-led development assistance),
essentially requires a different approach from ‘the usual’.

This work initiates a different narrative around CPEC, one that is
more embedded within CPEC’s system-level players, dynamics and,
thereby, responses. Given the OSFs and SSFs around CPEC projects, a
case is made for developing a CPEC project governance structure with
the purpose of system-wide knowledge management, perhaps managed
through the auspices of the Planning Commission (as the primary body
providing governance and oversight to projects in Pakistan). Such a sys-
tem would not only set formal procedures for capturing and sharing
insights and decisions, but also enable far greater transparency by allow-
ing appropriate decisions to be shared with stakeholders, including the
communities being served. A knowledge management system focusing
on OSF and SSF impacts could facilitate the creation of a long-term
knowledge base for project management that extends beyond institu-
tional memory, making changes of project managers less disruptive, while
increasing the trust of the international community in the robustness and
clarity of the decision-making process within CPEC. The point is not to
blindly create another hierarchy within the existing project governance
system in the country, but to raise an awareness of the unique situational
factors faced by CPEC projects, and to propose a way to enable better
governance through the existing mechanisms, while enhancing capability
through improved knowledge management.
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Notes

1. 'The Planning Commission https://www.pc.gov.pk/.

2. Project portfolios are a strategic selection of projects selected and managed
to advance the project owner’s goals; see Turner (2014).

3. Unprecedented in the country’s history, the magnitude of the project
portfolio can be seen from the fact that CPEC investments to end 2016
were estimated to be around $51.5 billion (Kiani 2016). The figure has
recently been capped at $50 billion (Rana 2018) owing largely to con-
cerns, among others, over the country’s debt capacity. Projects (including
several megaprojects exceeding $1 billion each) range from modern trans-
portation networks, energy projects, special economic zones and the
development of the world’s largest deep-sea port at Gwadar, to thousands
of kilometres of road networks, including motorways, highways and
upgrading of railway lines. The corridor covers China’s Xinjiang Uygur
Autonomous Region and impacts all provinces in Pakistan. Divided into
five functional zones covering node cities (node cities range from the stra-
tegic, such as Quetta, Gilgit and Gwadar, to the economically important,
including Peshawar, Islamabad, Lahore, Multan, Quetta and Karachi),
transportation corridors and industrial clusters, CPEC is bound to have a
huge impact on Pakistan’s future, as the country has not seen investment
of this magnitude in its infrastructure before.

4. PSDP 2018-2019, available at the planning commission website, https://
pe.gov.pk/uploads/archives/PSDP_2018-19_Final.pdf.

5. OECD generally refers to the Organisation for Economic Co-operation
and Development member countries, but customarily denotes the devel-
opment assistance from the Global North.

6. This refers to production or civil works projects completed with the help
of China-supported resources.
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Introduction

In the past, the relationship between China and Pakistan was more
strategic and arms oriented because of the significance of Pakistan in
this region. Although the relationship in the economic sector was devel-
oped at a smaller scale, now this cooperation has been extended to a
larger scale to focus on trade investment and energy cooperation (Kumar
2007). The China Pakistan Economic Corridor (CPEC) project will
strengthen the relationship between these countries through economic
cooperation the world over (Small 2015), and the project will change the
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fate of the South Asian region (Barber 2014) by connecting China to the
Indian Ocean and the rest of the world. It is not only the economic coop-
eration of both countries but the access of China from Gwadar port to
the region that has serious concerns for India, whereas Pakistan has more
access and advantages via the Pakistani-Chinese strings. This project will
also trigger a concern for India because large-scale economic develop-
ment is being carried out through a large-scale network of roads. China
will deploy naval forces in the Indian Ocean to contain India by what
many have termed a ‘String of Pearls’ strategy (Holmes 2013). Nonetheless,
according to analysts, China faces problems in the Indian Ocean that
affect the security relations of other countries (Brewster 2015).

CPEC is strategically and financially vital for both China and Pakistan.
It will enable China to get to the Middle East and Africa from Gwadar
port, empowering China with access to the Indian Ocean, and conse-
quently China will bolster the advancement and balancing out of Pakistan’s
floundering economy. Furthermore, CPEC could fill in as the driver for
exchange and financial coordination between China, Pakistan, Iran, India
and Afghanistan, and to some degree Iran will be enhanced sooner rather
than later. Under the CPEC structure, around US $10 billion will be spent
on a framework of improvements and $30 billion has been allotted to dif-
ferent vitality ventures, including dams to produce power, which is a des-
perate requirement for Pakistan’s monetary and industrial advancement.
This considerable amount of $46 billion could revive Pakistan’s incapaci-
tated economy and foster its development. It might likewise be vital for
Pakistan’s local exchange activity between China, the Middle East and
South and Central Asia (Massod 2015). At this stage CPEC is by all
accounts a reciprocal activity between China and Pakistan, however over
the long run it has the prospect of being a multi-lateral undertaking.

Gwadar Port and Regional Trade Potential

The location of Pakistan is very significant among South and Central
Asian countries. This joint venture between Pakistan and China will
boost the economy of these countries while connecting them with the
rest of the world through a string theory mechanism. Moreover, the
development of the Gwadar port is important for the integration of
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both countries in the region (Anwar 2008). Gwadar is vital because it
connects the international trade of China and the Central Asian states
with the Gulf countries through transport routes. This route will be
the most reliable and feasible for the expansion of trade in Asia and
other countries. The Asian Development Bank (n.d.) has already stated
that this port will be significant for the development of economic
cooperation. This port will connect countries through road networks
and railways to the Central Asian states, Afghanistan and neighbour-
ing countries. So far one phase of the port has been developed and is
functional for carriage and fuel transport. The second phase is under
construction, which has the capacity of absorbing the heaviest and lon-
gest containers, up to 20 m. As a part of CPEC, the port will contrib-
ute to regional stability and inter- and intra- trade networks will be
strengthened with neighbouring countries as well.

Central Asian Republics

Due to its closeness and nearness, Gwadar is a vital opportunity for
Central Asian countries to export the world’s largest oil and gas resources
smoothly (Haider 2013). This route will reduce the distance between
the Central Asian republics by nearly 500 km. Subsequently, Pakistan
will be the only suitable choice for Central Asia and the Gulf world to
transport their oil and gas reserves. In case of blockage of the Persian
Gulf, this route will be an alternative. That is why it is known as an all-
times access point. There are enormous resources in the Asian region
and Gwadar in particular. The flow of these resources will be marketed
through Gwadar port. Hussain and Khan (2017) argue that the supply
of Turkmenistan’s oil and gas to world markets will be through
Gwadar port.

Role in Economic Development of Pakistan

The significance of CPEC is pretty obvious, because it will open the
doors for the economic development of the two countries, as it will not
only connect China to Pakistan but with the rest of the countries in Asia
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and Europe through the string theory mechanism. Presently, most
(80%) of China’s fuel/oil is transported from Malacca to Shanghai, and
it takes more than 16,000 km and more than two to three days to reach
China. Through CPEC and Gwadar port, this will be reduced to
5000 km. According to the 21 agreements signed for development
through CPEC, the energy projects, whether gas, coal or solar energy,
will be able to provide more than 10,000 MW of energy by 2018 and,
when all of these projects are coupled together, the capacity will be more
than 17,000 MW.

As far as the development of infrastructure projects is concerned, more
than $11 billion will be spent on the development of road networks,
including a 1100 km motorway that will be constructed between the two
cities of Karachi and Lahore (Dawn 2014, pp. 10, 14), whereas the
Karakoram Highway will be completely reconstructed and renovated
along the border of China and Pakistan. The railway line will also be
developed and upgraded for a speed of 160 km/hr between Peshawar and
Karachi (Salman 2015). Pakistan’s railway network will also be extended
to eventually connect to China’s Southern Xinjiang Railway in Kashgar
(Zhen 2015). A pipeline carrying liquefied natural gas will be included as
part of the project, as well as a $2.5 billion pipeline between Gwadar and
Nawabshah to transport gas from Iran (Shah 2015).

Through this corridor oil will be transported from the Middle East to
Gwadar and to China, reducing the distance from 12,000 km to 2400 km.
It will play a vital role in bridging the new maritime Silk Route that will
connect more than 3 billion people across continents and countries,
becoming an important part of the trans-Eurasian project as long as it is
fully developed and operational. It will promote the economic develop-
ment of not only Pakistan and China but Central Asian countries, includ-
ing Afghanistan and Uzbekistan, linking Sri Lanka, Iran and Xinjiang to
undertake marine transport (The Jakarta Post 2015).

Over $33 billion worth of energy infrastructure will be constructed by
private consortia to help alleviate Pakistan’s chronic energy shortages.
The energy infrastructure will be developed by different internationally
recognized companies, which will elevate the energy projects, and
Pakistan will be self-sufficient in power generation (Malik 2015), which
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regularly amounts to over 4500 MW (Dunya News 2015) and has shed
an estimated 2-2.5% off Pakistan’s annual gross domestic product
(Kugelman 2015). As $33 billion will be consumed in the power proj-
ects, that will enhance the power capacity of the region through CPEC:
‘Over 10,400 MW of energy generating capacity is to be developed
between 2018 and 2020 as part of the corridor’s fast-tracked” (Daily
Times 2015).

Role of Gilgit Baltistan

The region of Gilgit Baltistan is of great significance and the Silk Route is
constructed through this territory. This land is rich in resources, produc-
ing products at a small scale. It is best known for fruit exports like cher-
ries, apricots and apples. CPEC will be advantageous for local traders to
bring their products to market and earn increased revenues. The benefits
are to be derived from transportation. Presently, fruits are being exported
by air cargo via Dubai, and it would be faster and cheaper if they could
be sent by road to China via Xinjiang.

Tourism in Gilgit Baltistan is very important because it elevates the
significance of the region and has become a substantial part of the econ-
omy. It will further grow through the CPEC project, which, some com-
mentators believe, will boost tourism in the 73,000 sq km region. The
region is considered to be a mountaineer’s paradise, since it is home to
five of the ‘eight thousands™ (peaks above 8000 m), as well as more than
50 mountains over 7000 m. It is also home to the world’s second highest
peak, K2, and the Nanga Parbat.

Role of CPEC in Azad Jammu and Kashmir

CPEC will positively contribute in various fields in Azad Jammu and
Kashmir. There is no doubt that the state has tremendous potential to
capitalize on this opportunity. CPEC will bring blessings to Azad Jammu

and Kashmir in ten main areas.
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Connectivity

It is a pertinent fact that the CPEC project will be a great source of inter-
and intra- connectivity in Pakistan with the rest of the world through
road networks. The region of Azad Jammu and Kashmir is connected by
roads, but it is a pathetic network of roads, especially when connecting
intra-district trade. However, the region is in a parallel way advantageous
to CPEC in terms of connectivity to Asia and the rest of the world. CPEC
will connect Azad Jammu and Kashmir from the Hazara division and will
pass through the capital, Muzaffarabad. It will adopt the route of the
Kashmir Highway, extending from Muzaffarabad along the Jehlam River,
linking almost all the districts of Azad Jammu and Kashmir and finally
including a route from Mirpur to the other Pakistani territories. Owing
to this connectivity, CPEC will be the main route to travel across Azad
Jammu and Kashmir and it will be adopted for local intra-district trans-
port as well. It will enhance business among local traders, who have prob-
lems connecting from Azad Jammu and Kashmir using the roads. The
CPEC project will not only provide an intra-district network, but also
external trade and connectivity will be enhanced in the region, which has
been demanded for so long. Azad Jammu and Kashmir will be equally
linked to international trade and the local market will also be brought
into the mainstream. This connectivity through CPEC will further reduce
the distances among nations through trade cooperation by developing
links in other unexplored fields.

Roads and Infrastructure

Regional connectivity is only possible through standardized networks of
roads. CPEC makes it possible not only to connect for inter- and intra-
district trade, but will be a great source of building infrastructure along
the axes of the route. As the road infrastructure in Azad Jammu and
Kashmir is in very poor condition, especially the inter- and intra-district
infrastructure, the project will either enhance the restructuring of already
existing networks or will produce new infrastructure in the region. Along
the route, people who are nearby will have an opportunity to utilize the
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optimal resources they possess to develop their business and develop the
infrastructure. Besides this, local investors will be proactive in investing
in the region, because they have previously been fearful of investment in
the area and have usually shifted to Pakistan for trade and business oppor-
tunities. Consequently, this project will lessen the distance between peo-
ple who have invested anywhere else in Pakistan and focus trade on Azad
Jammu and Kashmir. It is relevant that the government in the area has
not been found resilient enough to build a sophisticated infrastructure.
In spite of the significance of the region, development has not been found
at a large enough scale to cover the road network, including the necessary
infrastructure.

Local Mining and Coal Industry

The state of Azad Jammu and Kashmir is rich in a variety of natural
resources, which have either been explored or remain less explored
because of the low intent of the government or the local people. It is evi-
dent that this region has a larger proportion of natural resources than
other parts of Pakistan. This potential has not been focused on by the
authorities, however. These resources can be utilized only when there is
investment and the permission of the state for companies and individuals
to undertake the exploration. The state possesses rich resources for min-
ing, in gold, potassium, coal and rubies. Through CPEC, the mining
industry can prevail because there would be an external market to estab-
lish a relationship with the local market. The local market will develop
through the government because the Azad Kashmir Mineral & Industrial
Development Corporation is working for the extraction of minerals in
the region. So investors will be attracted from across the world to estab-
lish industry in the region. This would contribute to the national income
and hence employment will be produced. However, this region can be
the best recognized for minerals in the world, a status that will be further
strengthened, and ultimately the government will earn revenue at a large
scale. The mineral and coal industry will flourish by contributing to the
infrastructure as well as new horizons that will be explored by local peo-
ple. It will also develop the international market and include this region
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in mainstream development. Moreover, water resources are found at a
large scale. Three main rivers flow through the state and can contribute to
the energy sector as well.

Local Fruit Industry

As far as the fruit industry is concerned, Azad Jammu and Kashmir is a
rich state in different varieties of fruit which are found in landlocked
areas. Although the fruit is rich in quality and produced in reasonable
quantities, the local market is not established to meet the demands of
local fruit growers. Most of the fruit produced in Azad Jammu and
Kashmir is varieties of apples, pears, grapes, walnuts and cherries. In spite
of local people having their own fruit orchards, due to the negligence of
the agriculture department they are unable to dedicate themselves to the
flourishing of this industry. However, the CPEC project will provide an
opportunity for local people to establish a local fruit market in such a way
that with the passage of time it will be able to be converted into a national
and international market. Thus, fruit that is not being used by locals will
get the impetus to be exported to the international market. Fruit can be
exported to Asia as well as countries in Europe by linking through the
string mechanism. The fruit industry will be able to flourish in Azad
Jammu and Kashmir when producers are given a considerable place in
the market, and CPEC will be a push factor to motivate local producers
to bring their products to market and develop them nationally and
internationally.

Local Food Industry

The food industry of Azad Jammu and Kashmir is very popular and rich
in taste. However, it has not been focused on by the authorities since the
inception of the state. Some food items are very popular, such as goshtaba
(meatballs in yoghurt), rista (meatballs in a red spicy gravy), nata,
mithmaz, garrmaz, yakhni (a yoghurt curry), roghan aab and so on. These
are mostly mutton items which are produced through a specific proce-
dure. Another uniqueness of the food pattern is wazwan, which contains
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36 dishes at the same time. It is popular throughout the world and is
considered a high-cost food. The food industry will flourish through
CPEC intervention, as it will connect with other Asian and European
countries. The region can be an epicentre for the food market in the
future. This may convert into chains and can be exported to the rest of
the world. Consequently, the local food industry will prevail and flourish.
It will also enhance the local capacity of people to enhance their liveli-

hood, which will be further utilized in the food industry.

Local Cottage Industry

The cottage industry of Azad Jammu and Kashmir is significant for its
uniqueness in producing different types of local products, either through
the manual work of embroidery or small-scale boutiques. It also covers
Gabba Sazi (carpet weaving) and Namda Sazi (felt making), which are
popular across the globe. Kashmiri embroidered stoles and shawls are
very popular among European countries and the rest of the world, but are
only exported on a small scale and at a high cost. In the cotton industry,
decorative pieces are produced and painted. Locally produced wooden
furniture is very popular, and a wide variety is produced in woods like
walnut as well as deodar in its purified form. All of these products are
locally produced and nationally distributed. A very small number of
products is exported, because there is not a huge network of trade in the
area. Conversely, CPEC will generate a network while connecting the
area to the rest of the world. It will be helpful in producing a local market
and turning it into an international market by exporting local products
to earn revenue.

Tourism

The state of Azad Jammu and Kashmir is popular for its tourism potential all
over the world. Across the globe, tourists visit the valleys and plains of the
region that are full of natural beauty. Most of its places are at high altitude
with fairy meadows and natural scenes, lakes and enriched nature. Every year
millions of people visit Azad Jammu and Kashmir throughout the year, and



126 M. Khalique et al.

especially the summer season is busy with tourism. In fact, it is more like a
tourist state, but due to underdevelopment in the region tourists do not have
the required facilities in most areas. Due to its meagre resources, the govern-
ment is unable to develop the state as far as the tourism potential is con-
cerned. On the one hand, local people have generated networks to promote
tourism by establishing small-scale businesses in the valleys and plains, and
on the other hand, the road network and security reasons are a great threat to
the tourism industry. The CPEC project will boost tourism in the region first
by connecting it to different parts of the world and it could be developed into
a busy tourism spot by developing that which already exists. Besides this,
local people will be the motivating factors in developing tourism alongside
government support to maximize the expansion of the industry, and it has
great potential to flourish and last for many years.

Livelihood

The state of Azad Jammu and Kashmir is rich in potential for generating
livelihoods for people, which the CPEC intervention will help to improve
and develop, in order to provide opportunities to every citizen to take
part and produce for themselves and the nation. People’s living standards
can be raised through active participation in the development process by
utilizing their skills and resources to earn revenue. This will make them
able to generate something for the state and also take part in mainstream
development.

Energy

The energy sector will be boosted in Azad Jammu and Kashmir because of
the potential of producing mini-, medium- and large-scale hydro-power
projects. CPEC will be helpful to power generation in Pakistan by reduc-
ing the maximum shortfall and producing the maximum number of power
projects. The state is rich in energy resources and hydro-power projects
could be initiated in the region to generate electricity. Local potential is
also available to be used to generate energy on a small scale. Besides this,
the water resources of three rivers can be used for power generation at an
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excessive scale where large-scale investment is needed. The Neelam Jehlam
hydro-power project is evident along the Mangla reservoir, which will gen-
erate energy in thousands of megawatts. So CPEC will prove to be a mile-
stone in power generation in Azad Jammu and Kashmir.

Industrial Expansion

The state of Azad Jammu and Kashmir has been economically dependent
on federal reserves because there is no industrial development and particu-
larly because it is a non-industrial state. The state is mostly landlocked and
hilly, where subsistence agriculture has been found. Industries are scarce
due to different reasons in most of districts except Mirpur, because it is a
plains area. CPEC will flood the area with industrial development, because
it has the potential, but the motivation is needed to convert local/cottage
industry into a national and hence international market. It will bridge the
ability of local investors to utilize their potential for the widespread eco-
nomic developmental invasion in the region which is needed at a large scale.

The resources for the establishment of industries are neither explored nor
supported by the local authorities. By and large, industries are limited to one
city only, while cottage industry prevails at a small scale. Another thing that
is very significant to industrial development is the unavailability of road net-
works in the region. Scarce resources are a further hurdle in the expansion of
industry. Now, CPEC will open new horizons for the expansion of industry.
It will connect Azad Jammu and Kashmir through one road to the rest of the
world, where industrial development can take place. Large-scale equipment
can be transported to every district in the region, which will attract investors
and foster interest among local people to develop the industrial zones. The
government will also take measures to provide small- and large-scale micro-
credit programmes to help people develop industry.

Conclusion

CPEC is a very important and unique project for both Pakistan and
China. China needs to secure a safe route for the transfer of energy, being
the largest consumer of the fuel in the world, and would seek refuge
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through CPEC and Gwadar port. On the other hand, for Pakistan the
project has many advantages in terms of the economy. The CPEC project
will transform Azad Jammu and Kashmir’s geographical location into an
asset. It will be a milestone in the growth and development of industry in
the state, and will prove a motivational factor towards the development
of the region. Road networks are necessary for development. Through the
development of road networks in Azad Jammu and Kashmir, infrastruc-
ture will be developed and inter- and intra-district trade enhanced, as the
region has potential in almost every dimension from being included in
the project. CPEC will develop the energy sector by producing electricity
at a larger scale. Local fruit, food, mining and coal and cottage industries
will be developed through the expansions of industries in the region. By
the connection with the rest of the world, tourism will flourish to a great
extent and locals and expats will be able to explore different horizons.
CPEC will also improve people’s socioeconomic status by motivating
them to participate in the process and develop and contribute towards
the region’s development. It will help in developing the industrial sector
and connect it with the rest of the world. The business community and
private sector need to come forward and play their role in making CPEC
a success. The role of think tanks, media and educational exchanges will
also be useful in mitigating the negative perceptions and apprehensions
over the CPEC project.

Finally, there is a great need to prepare the workforce and human capi-
tal to absorb this megaproject in favour of the state of Azad Jammu and
Kashmir. In this connection, both the governments of China and Pakistan
need to allocate research grants to find the best possible ways to work
smoothly on this project, because Chinese and Pakistani cultures have
significant differences, for example in language, food and business prac-
tices. More specifically, the government of Azad Jammu and Kashmir
needs to take a courageous step to promote the Chinese language at col-
lege and university level and secondly to arrange training programmes,
workshops and seminars to create awareness of the pros and cons of the
megaproject to society.
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Security and the Belt and Road:
A Critical Analysis of Threats to Chinese
Nationals and Businesses in Pakistan

Jawad Syed

Introduction and Background

The China Pakistan Economic Corridor (CPEC) comprises multiple
infrastructure projects that are presently being implemented in various
parts of Pakistan. With a total value exceeding US $60 billion, CPEC is
a leading component of China’s Belt and Road Initiative (BRI) that seeks
to integrate countries and regions with China to enhance international
trade, socioeconomic connectivity and development (Siddiqui 2017).
Chinese President Xi Jinping unveiled the idea of a ‘Silk Road
Economic Belt’ in a 2013 speech at Kazakhstan’s Nazarbayev University.
Designed to stimulate economic development by enhancing regional and
global inter-connectivity, BRI aims to integrate the world’s largest land-
mass—from Gwadar to Shanghai, from Vladivostok to Lisbon, and from
Moscow to Singapore—through a network of hard and soft infrastruc-
ture linked to China—from transportation, telecommunication and
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energy infrastructure to financial integration and sociopolitical coordina-
tion (Rolland 2017).

CPEC is expected to strengthen Pakistan’s economy by the construc-
tion of road networks, implementation of energy projects and creation of
special economic zones. CPEC became partly operational on 13
November 2016 when Chinese cargo of 250 containers was transported
overland from Xinjiang in China to Gwadar port in Pakistan for onward
maritime shipment to the Middle East, West Asia and Africa (2016).

According to a media report, about 71,000 Chinese nationals visited
Pakistan in 2016, while more than 27,500 visa extensions were granted
in the same year, a 41% increase on 2015, suggesting more Chinese are
staying in Pakistan for longer (VOA 2017). According to a 2017 estimate,
up to 10,000 Chinese individuals are currently working on CPEC-related
projects in Pakistan, while another 20,000 are involved as entrepreneurs,
traders and in other jobs. While thousands of Chinese nationals are work-
ing on Belt and Road projects in Pakistan, this second wave of Chinese
arrivals, numbering in the thousands, comprises entrepreneurs, traders
and tourists. Some of them are opening restaurants, shopping stores and
language schools, while others are exploring what products they could
sell in Pakistan (a market of 207 million people) or what products they
could make in a cost-effective manner in Pakistan. In Islamabad, Karachi
and Lahore, Chinese visitors now outnumber other foreigners, and the
country’s first-ever Chinese-language newspaper, Huashang, has been
launched. In hotels, shops and roadmaps, instructions in the Chinese
language are increasingly common (Hashim 2017).

Given that CPEC runs from Kashgar in western China to the ports of
Karachi and Gwadar in southern Pakistan, it is a cross-country initiative
for Pakistan. In recent decades, Pakistan has seen violence and instability,
and the country’s security situation has particular relevance to China
(Pantucci and Lain 2016). Chinese nationals and projects face violence at
the hands of militants who oppose CPEC due to a variety of reasons,
including Takfiri Islamists and Baloch ethnic/regional nationalists or sep-
aratists. Takfir means excommunication and a Takfiri is an extremist
Muslim who denounces other Muslims as kafir (disbeliever or infidel)
owing to political, ideological or sect-based differences, and condones
acts of violence, including suicide bombings against Muslims and
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non-Muslims as legitimate methods of enforcing a Takfiri supremacist
agenda. The Takfiris are also known as Khawarij (i.e. those extremists
who excommunicate and condemn the mainstream community and
resort to violence to enforce their ultra-orthodox beliefs; Syed et al.
2016). Islamist extremist groups in the Middle East and South Asia, such
as Islamic State (IS or ISIS, the international Takfiri terrorist group),
Al-Qaeda, Taliban, Lashkar-e-Jhangvi (Le]) and Jundallah, may be
described as Takfiri or Khawarij militants, and are often influenced by
radical or extremist ideologies in some sections of the Salafi (or “Wahhabi’)
and Deobandi communities (Bennet-Jones 2016). In addition to the
Pakistan-origin Takfiris or Khawarij, some of the roots of anti-Chinese
violence may be sourced to Chinese Islamist militants, some of whom are
present in Pakistan’s tribal areas along with the Taliban and Al-Qaeda and
their local handlers such as Le] (Mehboob 2011; Smith 2009).

Moreover, CPEC also faces violence at the hands of extremist sections
within Baloch ethnic or nationalist groups, whose agenda is to separate
Balochistan from Pakistan. Such violence is part of a larger cross-national
guerrilla war waged by Baloch regional nationalists against the govern-
ments of Pakistan and Iran, mostly culminating in acts of violence in the
Balochistan province in southwestern Pakistan and the Sistan-Baluchestan
province in southeastern Iran. In Pakistan, these separatist militants are
currently engaged in a low-intensity insurgency against the state, and
have systematically attacked government and security institutions, energy
installations, Baloch and non-Baloch civilians as well as foreign nationals.
Baloch militant outfits are opposed to CPEC and consider it an exploit-
ative project by the governments of Pakistan and China.

According to an estimate, militants trying to disrupt CPEC’s projects
in Pakistan killed 44 workers and wounded more than 100 during
2014-2016 (Hassan 2016). This ongoing threat has increased Chinese
worries about CPEC’s security. The issue deserves an urgent policy
response given the strategic and economic importance of CPEC for both
China and Pakistan. The current approach by the Pakistani government
is, in the main, focused on physical security and protective intelligence,
with limited or no attention to the ideological roots of violence.

This chapter offers a critical overview and analysis of security threats to
Chinese nationals and businesses in Pakistan. For this purpose, it compiles
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and analyses all such attacks carried out from 1 January 2001 to 31
December 2017. While the analyses in the mainstream media usually
point towards the Baloch separatist threat to CPEC, this study adds value
to our knowledge by highlighting the Takfiri Islamist or Khawarij dimen-
sion of the threat. The chapter may guide government and security offi-
cials and policymakers in Pakistan and China to direct their attention to
the two main sources of violence which pose physical and ideological
threats to BRI in Pakistan. While these groups are a source of physical
threat to human life, logistics and installations, they are also an ideologi-
cal threat to the nation states of China and Pakistan due to their separat-
ist, secessionist and/or Islamist supremacist agendas. The chapter may
help readers to understand and address the security aspects and require-
ments of engaging with or employing Chinese individuals and businesses
in Pakistan.

Threats to Chinese Nationals and Businesses
in Pakistan

Chinese nationals and projects or businesses in Pakistan have faced fairly
regular attacks since the 2001 terrorist attacks on the USA known as
9/11. Pakistanis working on Chinese projects have also been targeted.
Since the 2001 attack in Sibi that injured one Chinese engineer and the
2004 attack in Gwadar that killed three Chinese engineers, there has
been a pattern of unrelenting violence against Chinese nationals and
other personnel working on Chinese projects. This has resulted in official
condemnation by the Chinese government demanding that the Pakistani
government ensure the full security of Chinese citizens in Pakistan. For
example, when three Chinese engineers were killed in February 2006 in
Hub, Balochistan (PDO 2006), the Vice Governor of Anhui Province,
Wen Haiying, stated ‘that the death of the Chinese engineers in the ter-
rorist attack in Pakistan had [stirred] a wave of deep shock and grief
among 64 million people of the Province’ (BT 2006; Smith 2009).

In 20006, a group of Chinese nationals were kidnapped by Takfiri
Islamists from a Deobandi madrassa in Islamabad, who accused them of
prostitution. In February 2012, Hua Jing, a Chinese female travelling in
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Peshawar, was shot and killed in the street in an attack claimed by the
Pakistani Taliban (TTP) as revenge for the Chinese government killing
Muslims in Xinjiang province (Reuters 2012; Small 2015). In May 2014,
a Chinese cyclist, Hong Xudong, was kidnapped by a Takfiri Islamist
group which claimed to have targeted him for being Chinese. He was
eventually released in August 2015 in what was described as ‘an intelli-
gence operation’ (BBC 2015). In March 2015, militants set five oil tank-
ers on fire and abducted four local workers reportedly carrying fuel for a
Chinese company working on the Saindak Copper Gold Project in
Balochistan’s Chaghi district. Police sources believed that the tankers
were targeted specifically because they were supplying oil to a Chinese
company (Pantucci and Lain 2016). In a statement, the Baloch militant
group Balochistan Liberation Army (BLA) criticized CPEC, describing it
as an exploitative project on Baloch soil (Singh 2016).

Concerns have been voiced by the Chinese about the security, speed of
completion and costs of BRI-related projects. In August 2013, Lin
Dajian, of the Department of International Cooperation in the National
Development and Reform Commission, highlighted at the China—
Afghanistan—Pakistan Track Two Dialogue the security issues and other
challenges that could impede the progress of the project (SOP 2013). In
2016, a nationalist Chinese newspaper, the Global Times, remarked that
the increasing cost of security could be a big problem in efficiently push-
ing forward the project (Weijia 2016, cited in Pantucci and Lain 2016).

The Chinese media notes that much of the security risks over the BRI
are concentrated in CPEC, with Beijing aware of the threats Chinese
workers face in Pakistan (China Daily 2016). Chinese requirements for
security call for a more complex set of solutions, requiring a group of
integrated services in which armed personnel are just one of many com-
ponents. For example, there is an associated cost related to security and
insurance. The Chinese insurance sector is beginning to realize the impor-
tance of this business niche. Traditional security, counter-terrorism, as
well as kidnapping for ransom are going to be important considerations
for Chinese businesses operating in Pakistan. Special insurance is a lesser-
known niche market, but due to the expansion of Chinese foreign direct
investment, it may prove to be a thriving sector. Leading Chinese
insurance companies such as Ping An and China Taiping are already
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exploring these opportunities in consultation with British insurance
experts (Arduino 2017).

The issue of increased business cost due to increased security is also
noted in Pakistan. For example, in August 2017, the National Electric
Power Regulatory Authority (NEPRA), the power sector regulator in
Pakistan, allowed power producers to charge (consumers through a tariff)
1% of the capital cost of 19 power projects worth $15.56 billion under
CPEC for 20-30 years on account of the security cost. NEPRA worked
out the annual cost at about $2.92 million. In its order, NEPRA referred
to Article 10 of the CPEC Agreement, which provides that ‘the Pakistani
party shall take the necessary measures to ensure the safety of Chinese
personnel and projects’ and noted that the country had established a spe-
cial security force/division of the armed forces to ensure the security of
CPEC projects (Kiani 2017).

There is also an issue of criticism and suspicion by India and the USA
about CPEC and the increasing cooperation between Pakistan and
China. While India alleges that Pakistan is responsible for cross-border
militancy in Kashmir, Pakistan alleges that Indian agencies are responsi-
ble for violence in Balochistan and intend to disrupt CPEC. A Pakistani
intelligence official told a Karachi-based publication: “We are now quite
certain that foreign militants living in Pakistan and their Pakistani hosts,
infuriated with Islamabad’s cooperation with Beijing, are carrying out
these attacks’ (Ansari 2007; Smith 2009).

There are also questions about the Takfiri ideologies and fatwas ema-
nating from the Darul Uloom Deoband, an ultra-orthodox madrassa
based in India where the Deobandi Islamist movement began and whose
ideology is adhered to by the likes of the Taliban and LeJ (Bennet-Jones
2016; Syed et al. 2016).

Pattern of Violence

Based on an extensive review of media reports and research studies pub-
lished in English and Urdu languages within and outside Pakistan,
Table 7.1 offers an overview of almost all notable attacks on Chinese
nationals and China- or CPEC-related workers in Pakistan from 1



137

7 Security and the Belt and Road: A Critical Analysis of Threats...

(panuipuod)

*(£10Z UOWIA]) 1USWIA|OAUI paba)|e Jo) paisalle J21e| sem ALISISAIUN J11eT]

INPAY Yeys 4O 1uapnis v (9107 SMIN 997) parodal sem Ainful oN "s1a4els asaulyd

J0o4 dn 13s sausdwed a3y} 03 buipes| peou e buoje painddo ise|q ay| ‘spafoud H3dd
uo BupIoMm sigaulbua asaulyDd 40 AOAUOD B UO (BaJe lUled By} Jeau) dpelie palabliel v

(LLOZ AL s524d :£10Z Aousby njopeuy) ypene ayy Joy Ailjiqisuodsal pawilep v1g

'sa1IN[ul PauUIeISNS SISXJOM OM] JBYIouYy "spafoid peou pare|as-d3dd uo Buom aiam
OYM ZUeD) UeyNYsad Ul SI9XJOM UOIIINJIISUOD U} PI[1 9310J0I0W B UO uswunb om|

"(eL10Z UOIEN 9Y1) UOhEsIueBIO

S3JOAN J13U0J4 SY3 JSpUN peOoJ 3y} uo Bupjiom uaaq pey Asy] ‘geysoH

JO uMo} ||ews 3y} ul adejdiayiew e 01 duy e bupjew aiam Asy] "e11and 0} Jepemn
Bunjul ‘Aemybiy papuny-asauiy) e bulp|ing sia3JoM 331yl UMop pauunb siuell|in

(9210 umeq) 11ISIp Bunisey ul SSABD JO UaLiem

910wal e ul Aoueljiw Jo snxau S| pue ([37) Inbueyr-a-iedyse e ysuiebe ssaddns

Jolew e pawie pey (Yds|) wae eipaw s,Auuy ueisiied ayi ‘a1o4aq shep may

V *(£10¢ sigouedied) (S|) 91e1S dluwie|s| Aq paj|1y J91e| 319M $9910npage syl *(£10Z
yeys) e11anQ Jo eaJje UMO] Yyeuulr sy wou) paddeupiy| a49m SUZIid 9saulyd oOm|

*(£10T 1bemiemeyy) pa100| 919M SIUSWINDOP [SARIY PUB YSed JI9Y] INos

9102
Jaqueda( 7| ypuis ‘uyoy
ueisiyoojeg
£10Z fein €1 lepemp

/102 RelN 61 ueisiydoleg ‘1eqiny

£10Z ke Z  uessiydoleg ‘enronp

pauliny |eap ssauisnq e J3)4e pegewe|s| Ul pa}|nesse aJ9M S|euOll_U sauUlyd) OM|  /L0Z dunf 9 pegewe;s|
"(e£10z umeq) Ayljiqisuodsas pawie|d
‘Awy Areuoninjonay ypuis ‘dnoub isiesedas [ypuls 2undsqo uy “panful aiam
om] “eney] ui spafoid pare|as-33dd uo bupjiom siam siasuibus oy “sisuenb
|elIISNpUL S,1ydeIeY| JO dUO ‘UMO] 9915 ybnouy) passed sisaulbus asaulyd
JO 9pedJOJoW B J914e S3INUIW J4O JUSIM (d3]) IAP aAIso|dxa pasiroidwl apispeod v £10Z AINf 0L ypuis ‘ryoeuey
(£10Z d9.1) Mjigisuodsal pardadde (y1g) Away uonesaqiy ueisiydojeg dnoub
1s11eaedas yoojeg -spafoud H3dd uo bupiom siasulbus o aduapisal sy ‘Alioyiny 10T uejsiydojeg
KemybiH |euonen ays jo sbuip|ing ay) 1e sspeusalb pajuny Suel|iw paway 1snbny 7| ‘uesey))|
uondunssg ?1eQ uoi1ed07

(£102-1002) ueisiyed ui syafoid pue sjeuoiieu asauiyd Uo SYILHE JO MBIAISAO UY |/ d|qeL



J. Syed

138

(panupuod)

(€102 334n4g) (uelsIyody) sejlyd pue elyasuely Uswelq woly
Apayiodau auam sioresiadiad ay] “ypene ayi Joy Ajigisuodsas pawiep 411 "(710Z
d4V) S¥s1IN0} ule|s 8y} Buowe a1am asauly) d94Y] ‘eale snoulejunow leqJled
ebueN ul 97 pue ueqi|el Yim pajeljijje spued|iw el Aq paj|is a49m sysunoy ||
(L10Z DFN) S4a3Ue) [aN) UO SPe1le U0y
Ayjigisuodsas pawied pey ueqijel Yim paieljiyje sdnoub juelljiw Ligde] ‘uoiseno
snoinaid auo uey) alow UQ (G107 Y20|ed) pPaAollsap 91am S)INJ3 JN0H “PISIP
1ybeyd ui suoiyesado assuiyd 01 padul| si3uel |9ny 4o AOAUOD B UO Ydeye uy
'S10Z Isnbny
Ul PaJaA0d3l J31e| Sem dH (10 ueyyl pue bieud) ,asodind siyy Joy wiy paddeupry|
9M pue pasea|al 9q 03 SJUBY|IW PAUILISP JNO JUBM AN, :PIES d1| "ueyd|
|lews| e1aQ Jeau 3)pAdIq e U0 351uN03 dsauUlY) e paddeupiy (d11) ueql el tueisiyed
*(910Z UOI1B 3Y]) SUOISEIIO |BIDNSS
UO B3JE SIY} Ul UBJ| O} SID[|9ARI) PUB SWI[SNA BIYS padpelre aney sdnoub uipel
(S10Z Yyeys 510z yoojeg) 1afoid syepuies ayl uo bupjiom Auedwod asaulyd
e JoJ |an4 Bulhiied ‘pa1dnpage SISALIP JNOJ PUB 414 UO 39S 9J9M SIS UE] [10 SAI4
(L1oz
sawi] dJwou033 3y ‘910z duoog) ddeire ay3 4o} Aujiqisuodsas pawie)d dnoib
1s13eaedas Iypuls v "UMo] |931S ybnouayy passed s|d1yaA J1ay3 se ‘papojdxa quioq
apispeoJ e uaym painful a1am piend a1eAlsd pue JSALIP sy pue Jaaulbud assulyd v
"(910Z ybuis) pene sy Joy Aljiqisuodsal pawie)d vig *3dd
Jo 1ed “1sloud duiz Jaypnd aYy3 uo Bupjiom asam Asy] "1pLISIP gnH 4O eale
Beeuury Jepuipn Yl Ul painful 0OM] Jayloue pue pa||iy 349M SI93uIbua asaulyd om|
"(910z Jewny) Ajiqisuodsa. pawie|d syuel|iw
yoojeqg ‘P13 3J9M SIXJOM JNO4 "@3| ue ybnouyi AoAuod asaulyd e uo jpeyie uy

‘(9102
T4/34Y) 4om 03 Aem J1ay3 uo pa||13 a49m 3133foid H3dD e uo Buiyiom suosiad om|

ueispjed
glogaunrge ‘ueisiyjeg 1619

€10z AInr 71 ueisiydojeg ‘iybeyd

emyduniyed
19gAyp)
L0z AN 61 ‘ueyy| [lews| esaq

slLoc ueisiydojegq

Y2IBA €C ‘Bunisen

910z AeN o€ ypuis ‘1yoesey
910¢
Jaquiaydas

8¢ ueijsiydojeg ‘qnH

910C ueisiydojeg

199010 91 ‘elewlQ

910¢C

JOQUIBAON 97  uelsiydojeg ‘lused

uondunsag

a1eq uoI1e307

(penunuod) |2 3jqeL



139

7 Security and the Belt and Road: A Critical Analysis of Threats...

(panuipuod)

(L0007 SM3N 8Y) POAJOAUI OS|e SeM 1UdpN1Ss esselpew

9UO 1se3| 1y JapInw paleripaw-aid SIY} Ul paAjOAUl 49M sded pue spieaq

Jley Buo| y3im sjuerljiw el eyl pajeanal Ainbui adijod ayy (e£00z eNYuIx)

Jemeysad Jeau ‘euezeyyl 1t A1031doe) MBYSYDLI-0INE [99YM-934Y} B U] S|euoileu

953UIYD N0} 3y} uo auiy pauado Asyl usym suebols snoibijas buiznoys aisam
SJ9De11E Y ‘PIPUNOM dS3UIYD JaYI0oUR pue Pa||Id SJ3M SISNIOM 3saulyD 934y L

'sdnoub jsiwe|s| el 4o d1sialdeleyd

e Ajjensn s1 ueisiyed ul Buiquoq apidINg *(910Z Yeys ‘£00z D8d) Hnyun

9J3M SIDMIOM 3SBUIYD Y1 3|IYM S|RUOIIRU [URISI)Ed 9I9M PeIp dY] "9saulyd

9y3 BuI3i03sd sem 1ey) ueA 331jod e 0jul pawwel Jdquoq ay] "qnH ul sIaylo

0€ paJinlul pue ‘siad1440 ad1jod 7 Buipnjpul ‘ajdoad gz 1sea| e pa||1y ‘sieaulbus pue
sueIuydLl buruiw asauly) 4o Aoauod e bunabiey Apuaiedde Jaquoq Jed apINs v

'sJ199UIBUd SUOIIEIIUNWIWOI3|3) 3saulYD om) paddeupiy| 411
“Beulfurx ul swi|sn|A] UO ,S913120J1. 3sauIYD,
JoJ abuanal ul PaJ|Id SeM dys 1eyl pawIe d1 1 "eaJte Siy} ul 91e42do 01 Uumoud|
aJe (97 pue d11 WOl ssiwaixa el *(210g ydelbajal ayL 'zLoZ PNSYSIA)
JeMeYSdd Ul pa||13] J9m uoluedwod [BI0] J3Y PUB JUSPNIS 3|eWS 3S3UIYD WV
'sdnoub 1siwe|s| LIydel Ag 1IN0 paLIed Uaa(g dABY BISY [BJIUSD Ul SYDBLIR JB[IWIS
*(Z10Z BZJIIN) PasNIdpP Sem 1ydeled] Ul 93e[NSU0d 9saulyd 8y} Jeau apAdiolow e
ul pajue|d quoq Jaylouy ‘pakoulsap 2J9M S331QJ010W 334y} pue Jed auQ "paJnful

L00Z AInr 8

L00Z AInr 61

800¢
Jaquwiardas |

r4%r4
Aieniga4 gz

emyuniyed
J199AY> Yemeysad

ueisiydojeg ‘gnH
Emyuniyed
13gAy ‘1ems

emyyunyied
1294y} emeysad

2J9M 3|doad 934y] "IydeJe] Ul 91|NSUOD 3SBUIYD SY3 SPISINO pene quogqy  ZLoz AInf €z ypuis ‘ryoeuey
‘(9102
J1[_IAl) dPene syl burnp painful sem 1saulbus sauQ *(£10Z S191n3Y) ueisiyed o3
1SIA s,6ueibay] 17 J31WaUd 9s3UIYD JO peaye ‘sisaulbus pue siayiom uod asaulyd
L1 JO ||N} UBA B 1B pawie SeM [Yydeded| Ul JUOL4eas UO|D Ul Ise|q quioq palabielry €10z AelN LZ ypuis ‘iyoeuey
uondunsag a1eQ uoied07

(panunuod) L°/Z s|qeL



J. Syed

140

"('Pru uewey) 1L3SIP 1QIS JO eaJe
Auung sy ur paypene sem Auedwod asauly) e 4o wea) Aoains ayl usym painful
A|snolaas 4sauibua asauiyd e buipnjpul ‘s19Ylo 394y3 pue paj||1y sem uosiad auQ
(7002 D99) Jeah awes sy Ul 91e|NSUOD SN BY3 UO yde1le ay)
pue ‘si9auibus |eABU YdUD44 || P[] J2qWIOQ 3PIDINS B USYM IYdeJe)| Ul ypene
200Z @Y1 buipnppui ‘1sed sy ul s1subloio) padde1Ie pey Suell|iw SIwe|s| "uea
e U] 340M 0} ud3 e} Bulaq aJam siaulbud asauly) Z| Se "W'e g PUNoJe }e PaJinddo
1se|q 3y (9102 yeys) Jepemn ui 1od eas-dasp papuny-bulfiag e buidojansp aiam
s199ulbua 9y "ua) Jayoue painful pue siaauIbua asauIYD 934Y3 PI||IY qWIOg Jed Y
")2e11€ SIY} Ul PaAJOAU]
90 0} PUNOJ SI3M S33eI[IHE }3gzZN 419y} PUe URISIIZBAA YINOS WO ueqiel “(£00Z
umeq ‘00z Aj1e@ euryd) paj|d sem Jasuibus asaulyd auQ “UeISIIZBAA YINOS
Ul Wep wez [ewon uo Bujiom siaauibua asauiyd omy paddeupiy syuelljiw ueqijel
“yoene ayl pawie|d
V14 Aes spiodau pawuodun (9002 enyuix ‘910Z Yeys :900z D94) Pa||1| a4om
|IV "Ai010e) BY) Bulned| 949M SI9XJ0M BY] SE XDNJis siaxdelre ay] "Aiolde) Juswad
32011y 9Y3 4O UOIIDNIISUOD BY3 Ul POAJOAUL d1am Asy] "sa|dAdi030w uo uswunb Aq
S[21YDA JI9Y3 Ul paysnguie a1aMm JIALIP lUelsed JIayl pue s19aulbus asaulyd aaayl
"(L10Z ulessnH ‘4200z enyuix) esyeH elwer/pifse|y-|e7 o3
Buibuojag syuspnis ajew pue sjewsy s,esselpew [pueqoa( |edipes e Aq ‘peqewes)
ul 911udd sbessew pue diuld aunpundnde ue wouy (£00Z Auoyluy) syueljiw
pawue Aq paddeupiy aiam siueisied oMl Yum Buoje susziyd asaulyd Usnas

100z Aein £

00z AeN €

¥#00Z
199010 6

900¢
Aenige4 g1

£00Z dunfr g¢

ueisiydoleg iqis

uelsiydojegq
‘lepemon
sealy |equiL
paJalsiulupy
Ajle1apad
‘ueisiIzepn Yinos

ueisiyoojeg ‘qnH

pegewes|

uondunsag

a1eq

uoiledon

(penunuod) |2 3jqeL



7 Security and the Belt and Road: A Critical Analysis of Threats... 141

January 2001 to 31 December 2017." It shows that most of these attacks
have been carried out by two distinct groups: Takfiri Islamists and Baloch
separatists.

A deeper analysis of Table 7.1 reveals that attacks by Takfiri Islamist
militant groups or suspects are the most serious, not only in terms of
number of attacks but also in terms of deaths, injuries and abductions.

Figure 7.1 shows that 54% of all attacks on Chinese or CPEC-related
projects have been carried out by Takfiri Islamist or Khawarij groups,
31% by Baloch separatists and 15% by others or those unknown. While
a few of these attacks remain unclaimed by any group (‘not known’),
there is a known strategy and pattern of silence or denial on some occa-
sions by Takfiri Islamist groups as a face-saving exercise, by simply
disowning the bloodbath and creating confusion about the actual master-
minds of their attacks (Mir 2013).

Figures 7.2 and 7.3 show that 67% of all fatalities may be attributed to
Takfiri Islamists, while Baloch separatists are responsible for 29%.
Moreover, 76% of all injuries may be attributed to Takfiri Islamists and
14% to Baloch separatists. Table 7.1 shows that all abductions thus far
(18 Chinese nationals kidnapped) have been carried out by Takfiri
Islamist groups, who usually try to swap hostages in exchange for free-
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Fig. 7.1 Attacks on Chinese in Pakistan: incident count by type of attacker
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dom of the arrested terrorists of TTP, Le], Al-Qaeda and other affiliated
militant groups. It may be noted that TTP, an umbrella organization of
Islamist militant factions and an affiliate of Al-Qaeda, is battling the
Pakistani government to enforce a hegemonic Islamist agenda. It has also

attacked foreign individuals and organizations (Mehsud 2012).
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Figures 7.4 and 7.5 indicate the scale of fatalities and injuries sustained
by Chinese nationals in Pakistan, showing that 72% of all such killings are
carried out by Takfiri Islamist groups, while Baloch separatists are respon-
sible for 28%. In terms of injuries of Chinese nationals, responsibility lies
with Takfiri Islamists (67%), Baloch separatists (17%) and others (16%).
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Fig. 7.4 Chinese fatalities
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In terms of the geographical spread of these attacks, the statistics sug-
gest that while the Baloch separatist attacks are limited to certain specific
areas in Balochistan, the Takfiri Islamist attacks are more widespread
throughout the country, from Khyber Pakhtunkhwa province and the
Federally Administered Tribal Areas (FATA) in northwestern Pakistan to
various parts of the Sindh and Balochistan provinces in the south.

Intelligence reports in Pakistan have identified Takfiri militant groups
including TTPE, Al-Qaeda and Le] as key threats to CPEC projects in
Pakistan. In particular, Al-Qaeda (Ilyas Kashmiri Group), TTP (Tariq
Geedar Group) and Le] have been identified as the main terrorist outfits
which can launch attacks on those working on the CPEC project (Awan
2016). According to a retired senior Pakistan Army officer, General Saad
Khattak, recent terrorist attacks by Le] and the re-emergence of TTP and
Jamaat-ul-Ahrar are a clear signal that much needs to be done to elimi-
nate threats to CPEC and Chinese nationals in Pakistan (Khattak 2017).

These threats to CPEC are also noted in Chinese state media. According
to Wenwen (2017), it is ‘worth noting that Islamic militants have often
carried out abductions of foreigners on Pakistani soil, either for ransom or
to get publicity for their cause. Chinese people have also been targeted
occasionally, despite the friendly relations between the two countries.’
Wenwen notes that ‘the restive region has seen frequent violence commit-
ted by Islamic terrorists and separatists and the Belt and Road program is
often exposed to potential threats’. The Deobandi connection is also noted
by Small (2015) in his analysis of the Islamist terrorist threat to China.
Referring to Pakistan’s Deobandi religio-political group JUI, Small (2015,
p. 67) notes that the JUI is part of the Sunni fundamentalist Deobandi
movement. It was in JUI madrassas that many of the Taliban leadership
received their education, JUI intermediaries helped facilitate the Taliban’s
military and financial relationships in the Gulf, and JUI-linked militant
groups helped provide logistical support to Osama Bin Laden while he was
in Pakistan.” In 2010, the Chinese government invited JUT’s leader Maulana
Fazl-ur-Rehman to Beijing in an attempt to secure his cooperation on secu-
rity issues. Small (2015) argues that the Chinese invitations to Deobandi
clerics could only mean one thing: ‘Beijing had a problem and didn’t believe
its existing channels in Pakistan were doing enough to solve it’ (p. 68).
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In 2014, an affiliate group of TTE Jamaat-ul-Ahrar, warned that it
would hit Chinese interests in Pakistan. The ninth issue of the Ahrar’s
ofhicial magazine, /hya-i-Khilafat, carried an article by Ehsanullah Ehsan,
a key commander and official spokesperson, under the title of ‘Hidden
Motives Behind the Chinese Investment in Pakistan’. The militant group
asked Beijing to stop persecuting Xinjiang Muslims or face action (7he
Nation 2014).

It may be noted that in addition to the data already provided, there
was another kidnapping of a Chinese engineer in December 2017. The
incident took place in December, but a formal police report was lodged
only in January 2018. The Chinese engineer, Pingzhi Liu, 36, went miss-
ing on 20 December 2017 while working on a tunnel linked to a river for
the Karot power project Kahuta (Dawn 2018). Given that the incident
took place in the Punjab province where banned Takfiri or Khawarij
groups are known to operate, their role in this kidnapping may not be
ruled out.

Takfiri Islamist Militancy in Pakistan

With a total population exceeding 207 million (PT 2017), Pakistan faces
significant challenges in terms of law and order and security. While law
and order is an ongoing challenge in large cities such as Karachi and
Lahore, there are specific security-related challenges in the aftermath of
9/11, when Pakistan-based Islamist militants (including jihadist and
Takfiri militants) aligned with the Taliban and Al-Qaeda started targeted
Pakistani government and security institutions in reprisal for the US
attacks on Afghanistan. According to an estimate, the annual death toll
from terrorist attacks rose from 164 in 2003 to 3318 in 2009, with a total
of 35,000 Pakistanis killed between September 2001 and May 2011
(Hamid 2011). While the situation has improved in recent years after the
government launched the military Operation Zarb-e-Azab in the FATA
region of the country in April 2014, Islamist militants are still responsible
for the majority of violence and killings in Pakistan, and also pose a
threat to CPEC.
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In 2014, in a social media video that was to have far-reaching conse-
quences for Takfiri Islamist militancy in Pakistan, the Lal-Masjid-run
Jamia Hafsa madrassa for girls extended its support to IS. Jamia Hafsa is
a Deobandi madrassa in Islamabad, affiliated with the Lal-Masjid (Red
Mosque), which was raided by Pakistan’s military forces in July 2007 to
eliminate its terror-related activities. The madrassa is known for instigat-
ing violence and propagating Takfiri ideology (7he News 2014). In one
such incident, the owners of a Chinese massage centre, two Chinese citi-
zens, were kidnapped along with five female and two male employees.
Two vehicles full of armed Lal-Masjid seminary students or vigilantes
raided the massage centre and abducted the owners and their employees,
as Jamia Hafsa management alleged that the owners were running a
brothel under the garb of a massage centre (Hussain 2011). Chinese
Ambassador Luo Zhaohui demanded that the Pakistan government take
all measures to secure urgent release of the hostages (Xinhua 2007b).

In a similar Takfiri attack, two Chinese citizens were abducted in
Quetta on 24 May 2017. Following this incident, Pakistan’s military con-
ducted an operation on 1-3 June in Mastung, a town north of Quetta,
that has a large Deobandi madrassa and is a hub of numerous attacks
against Shia Muslims as well as traders and pilgrims going to or returning
from Iran (Reuters 2014a). Dorsey (2017) argues that such attacks aim at
disrupting the new Silk Road and may be attributed to some external
forces that want to destabilize both Pakistan and Iran.

In fact, there is some evidence of foreign intelligence agencies trying
to recruit and use Takfiri terrorist groups in Pakistan to promote cross-
border terrorism. For example, quoting US intelligence memos, Perry
(2012) reports that Israeli Mossad agents posed as US Central
Intelligence Agency (CIA) ofhicers to recruit members of Jundallah, a
Pakistan-based Sunni (Takfiri) extremist organization that has carried
out a series of attacks in Iran and assassinations of government officials
for attacks against the Iranian government. The covert Mossad opera-
tion was carried out in 2007-2008. The Mossad agents used US pass-
ports and currency to pose as CIA spies to try to recruit members of
Jundallah. “The report sparked White House concerns that Israel’s pro-
gram was putting Americans at risk’, the intelligence officer told Perry
(2012), who notes that Israel's operation jeopardized the US
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administration’s fragile relationship with Pakistan, which was under
immense pressure from Iran to crack down on Jundallah.

In June 2017, Amag, 1S’s newsletter, announced the killing of the two
Chinese citizens who had been kidnapped from Quetta a few days before.
Previously IS had killed a Chinese hostage in Syria in 2015 after Beijing
refused to pay a ransom for his release (Stacey 2017). The killings in
Quetta were carried out by the Al-Alami branch of Le]J, which has devel-
oped links with IS in recent years (Gul 2017). Banned in Pakistan and
several other countries, Le] is a Takfiri Islamist terror group (emanating
from the Deobandi offshoot of Sunni Islam) that has carried out numer-
ous terrorist activities targeting Sufi Sunnis, Shias, Barelvi Sunnis,
moderate Deobandis, Christians, Ahmadis and other vulnerable com-
munities, as well as state institutions of Pakistan. In November 2016, Le]
carried out a terrorist attack on a police training centre in Quetta in
which 61 police recruits were killed. Le] was also involved in past attacks
on Chinese workers in Pakistan (Al Jazeera 2016).

According to official sources, the June 2017 operation in Mastung to
recover the abducted Chinese citizens killed 12 terrorists, including two
suicide bombers belonging to LeJ, who were attempting to set up a foot-
hold for IS in the Balochistan province (Gul 2017; Xenakis 2017). In
that operation, security forces destroyed an explosives facility and recov-
ered a cache of arms and ammunition as well as the vehicle used in the
kidnapping of the Chinese. The Chinese citizens themselves, however,
were not found on site. Soon after the military operation, IS announced
that the two Chinese hostages had been murdered (Rasmussen and
Baloch 2017).

A former senior government administrator of Pakistan’s tribal regions,
Mahmood Shah, notes that Le] is the actual arm and operating wing for
IS in Pakistan. He notes that LeJ Al-Alami has a history of attacks in
Balochistan and its militants have been trained by Al-Qaeda for urban
fighting. He urged the government to chalk out a comprehensive security
plan for Balochistan, since militants keep coming and attacking (Haider
and Dilawar 2016).

There are other similar incidents of attacks on Chinese workers by
Takfiri groups. In October 2004, a group of kidnappers including two
militants from South Waziristan’s Mehsud tribe and three Uzbeks
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abducted and killed a Chinese engineer near Jandala in Pakistan’s South
Waziristan tribal area. The two kidnapped Chinese engineers, Wang Ende
and Wang Peng, were working on a dam project in Pakistan for Chinese
firm Sino Hydro Corp (China Daily 2004).

In a similar attack, TTP claimed responsibility for the February 2012
killing of a Chinese woman in a market in Peshawar, saying it was in
revenge for China’s killing of Muslims in its northwestern region of
Xinjiang (Mehsud 2012).

It may be noted that despite Le]’s primary target being the Shia, Barelvi
Sunni and Sufi Sunni communities, it has been responsible for attacks
against multiple targets, including Christians, Ahmadis, Pakistani
military and government officials as well as foreign nationals. Le] was also
involved in the killing of four US oil company workers in 1997, Daniel
Pearl’s abduction and beheading in 2002, the Marriott hotel bombing in
Islamabad in 2008, the attack on the Sri Lankan cricket team in Lahore
in 2009, and the attack on the Pakistan Army General Headquarters in
Rawalpindi in 2009 (Shahid 2016). Shahid notes that LeJ works in tan-
dem with the Taliban, Al-Qaeda and other militant outfits for many of
these attacks. In particular, its international or Al-Alami faction actively
collaborates with IS and Al-Qaeda, such as in the attack that targeted a
Shia procession in Kabul in 2011. In 2015, 43 Ismaili Shias were massa-
cred in Karachi by Jundallah, an affiliate group of TTP and Le], that
carried out this attack on behalf of IS. After this attack, Jundallah’s
spokesperson Marwat said in a media statement that ‘these people were
Ismaili, and we consider them kafir [infidels]. In the coming days, we will
attack Ismailis, Shias and Christians.” He asserted that IS is like a brother
to Jundallah and that ‘whatever plan they [Islamic State] have, we will
support them’ (7he Express Tribune 2014).

Similarly, members of Jamaat-ul-Ahrar (an affiliate of LeJ and TTP)
acted as the foot-soldiers for IS in the Quetta hospital bombing in August
2016. Ideologically, the ‘Islamic purification’ that IS seeks through Sufi
Sunni and Shia killings brings it closer to TTP, LeJ and other Deobandi
militant groups. While TTP has more influence in certain Islamist sections
of the Pashtun population, LeJ is more useful for IS owing to its deeper
infiltration into the Punjab and other provinces, as well as into mainstream

Pakistani politics through Ahle Sunnat Wal Jamat (ASW]J, a banned Takfiri
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outfit which was previously known as Sipah-e-Sahaba Pakistan, SSP). Le]
started operating in 1996 as an offshoot of SSP. When the government
banned Le] and SSP in 2002, SSP formed ASWJ, which continues to oper-
ate publicly despite being banned itself. With Gwadar port formally
launching trade through CPEC, the entrance to the economic ‘lifeline’ is in
Balochistan. Evidently, Pakistan cannot afford any remnants or sleeper cells
of Takfiri militant groups in any shape and form (Shahid 2016).

On 13 November 2016, even as the CPEC convoys of trucks converged
in Quetta en route to Gwadar port, a Sufi Sunni shrine in Balochistans
Khuzdar district was targeted by a powerful bomb, killing at least 52 people
and injuring more than 100. The explosion at the Shah Noorani shrine was
a known hallmark of Takfiri militants (Ramachandran 2016), who allege that
Sufi Sunni practices are tantamount to polytheism and idol worship. While
this attack did not target the CPEC project directly and was a sectarian attack
by Takfiris on Sufi Sunnis, it raised apprehensions about Balochistan’s vulner-
ability to terrorism and violence. In another similar attack, on 5 October
2017, a suicide bomber targeted the shrine of Pir Rakhel Shah situated in
Fatehpur, in the Jhal Magsi district of Balochistan. At least 22 people, includ-
ing Sufi Sunni and Shia Muslims and two police officers, were killed and
more than 30 others injured in this attack (7he News 2017).

However, the Takfiri Islamist violence facing Chinese nationals in
Pakistan may not be seen in isolation from Islamist militancy within
China. The next section offers an overview of militancy facing Beijing in
its restive Xinjiang region.

Islamist Militancy in China

The Xinjiang Uyghur Autonomous Region (XUAR), home to roughly
nine million non-Han Uyghurs and other minorities, has been associated
with rising political violence in China (Dreyer 2005; Hopper and Webber
2009; Small 2015; Smith 2009). Uyghurs (or Uighurs) in general are of
Turkish ethnic origin and follow the Islamic faith.

Historically, China’s control over Xinjiang has been fragile. The region
came under full Chinese control during the Qing Dynasty in the eigh-
teenth century. The region was briefly autonomous as the ‘East Turkistan
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Republic’ during the Chinese civil war. Han—Uyghur relations have been
tense since the establishment of the People’s Republic of China in 1949.
Many Uyghurs viewed the Chinese central government’s criticism and
restrictions on religious practice during the Cultural Revolution
(1966-1976) as major affronts to their religious and cultural identity
(Millward 2007; Tanner and Bellacqua 2016). After Mao Zedong’s death
in 1976, a wave of political reforms was initiated by his successor, Deng
Xiaoping. These reforms included some easing of religious suppression
(Kindropp and Hamrin 2014). Further reforms in 1980s included
relaxing some past assimilation policies, undertaking repairs to damaged
mosques and other religious facilities, and inclusion of minority repre-
sentatives in key party and government positions in Xinjiang (Tanner
and Bellacqua 2016). The decade of the 1980s was particularly notable
for a reopening of contacts between China’s Uyghur population and
Muslims in Central Asia and the Middle East. However, this period of
liberalization also provided an opportunity for a rising tide of social pro-
test and violence in Xinjiang during the 1990s. Some Chinese analysts
emphasize incitement and support from foreign-based radical organiza-
tions and Islamist ideologies as a cause of Uyghur social violence (Millward
2007). Xinjiang was also affected by major geopolitical events in the
1980s and early 1990s. These include the Soviet invasion of Afghanistan
and the era of the Afghan jihad, which culminated in the withdrawal of
the Soviet Army from Afghanistan in 1988 and, later, the formation of
five newly independent Muslim-majority Central Asian states on
Xinjiang’s western frontier. Some Chinese Uyghurs fought in the Islamist
resistance against the Soviet Union in Afghanistan, and later returned to
Xinjiang with a radicalized mindset. Chinese scholars point to these as
examples of destabilizing eventsin the region (Tanner and Bellacqua 2016).

In the US military prison at Guantanamo Bay, there were 22 Chinese
Uyghur detainees caught fighting with Al-Qaeda and Taliban, so China
considers Xinjiang as its frontier against Islamist terrorism and violence
(Wayne 2007). In recent years (2012-2016), many Chinese Uyghurs
travelled to Syria to wage jihad along with IS and Al-Qaeda militants
against the Assad regime (Lin 2016). According to an estimate, there are
about 2000 Chinese Uyghurs in IS and other jihadist groups in Syria. In
December 2015, China expanded its anti-terrorism law to conduct



7 Security and the Belt and Road: A Critical Analysis of Threats... 151

operations abroad with the consent of host governments. In August
2016, it signed a military agreement with Syria and also formed an anti-
terror alliance with Pakistan, Afghanistan and Tajikistan (Lin 2016).

Beijing is concerned that Uyghurs are using Pakistani territory to cre-
ate unrest in western China. It suspects the East Turkestan Islamic
Movement (ETIM) of carrying out attacks in Xinjiang (DW 2015).
ETIM, which was formed over 30 years ago, is considered to be among
the most dangerous ‘separatist’ groups in China. The Chinese government
as well as the United Nations have declared ETIM a terrorist organization.

The bulk of the Uyghur community in Pakistan, numbering a couple
of thousand, is in Rawalpindi, and operates under the close watch of the
Chinese government. Particularly since 9/11, the Chinese Embassy in
Islamabad has maintained a strong interest in Uyghurs in Pakistan,
extending benefits such as funding for scholarships to collect precise
information about their numbers and locations (Wright and Page 2011).
Indeed, the dominant majority of them are peaceful and moderate.
Chinese officials have talked about estimates of between 40 and 80
Uyghur militants in Pakistan.

As ETIM is based in areas adjacent to Pakistan and Central Asia, its
collaboration with TTP, Le] and other Takfiri Islamist militants may not
be ignored. When the Karakoram Highway between China and Pakistan
was opened, thousands of young Uyghurs crossed the Chinese border to
attend religious schools or madrassas in Pakistan, Saudi Arabia, Turkey,
Egypt and Qatar, and this practice continued until the late 1990s. Many
of those who returned to Xinjiang were influenced by Salafi/Wahhabi
and Deobandi ideologies. Some of these Uyghurs also opened Hizb-ut
Tahrir cells in Xinjiang to cultivate and spread radical ideology, and
became extremely critical of Beijing’s policies.

Owing to this gradual radicalization, nearly 200 people died in Urumgqi
riots in July 2009 (BBC 2009; Escobar 2011; Small 2015). The first day’s
rioting, which involved at least 1000 Uyghurs, began as a protest but esca-
lated into violent attacks that mainly targeted Han people. Two days later,
hundreds of Han people clashed with both police and Uyghurs. Chinese
officials said that most of those killed were Hans. The government’s official
line was that the violence was not only initiated by the protesters, but was
also pre-meditated and coordinated by Uyghur separatists abroad. Eligen
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Imibakhi, chairman of the Standing Committee of the Xinjiang Regional
People’s Congress, blamed these riots on ‘extremism, separatism and ter-
rorism’ (Xinhua 2009).

In March 2008, a flight from Urumgqi to Beijing had to make an emer-
gency landing in Lanzhou after a failed terrorist attempt. Reports citing
Chinese sources claim that a 19-year-old Uyghur woman, along with a
Central Asian and a Pakistani national (all three of them carrying Pakistani
passports), were involved in a ‘meticulously planned, tightly coordinated,
terror attack activity’. Subsequent accounts suggest that the woman,
Guazlinur Turdi, had ‘spent a significant amount of time in Pakistan’ and
that the third suspect, a Pakistani man who was detained a week later, had
‘masterminded’ and ‘instigated’ the attack (Small 2015).

In July 2011, Islamist militants waged systematic attacks in Kashgar,
stabbing random people and setting fire to a restaurant. In total, 23 people
were killed including 8 attackers. Subsequent investigation found the
involvement of ETIM. Chinese state media confirmed that all the sus-
pected attackers were Uyghur, and an initial investigation by the Kashgar
government concluded that the perpetrators were recruited in Pakistan and
gained explosives and firearms training at training camps in Pakistan along
with Taliban and Al-Qaeda (Wivell 2011). The Kashgar city government
reported that one of the men involved had confessed to receiving explosives

and firearms training in ETIM camps in Pakistan (CCTV 2009).

Attacks in Neighbouring Countries

There is evidence of unrelenting violence facing Chinese nationals in
neighbouring countries. Once example is the killing of 11 Chinese road
workers near Kunduz, Afghanistan, in June 2004. Afghan government
reports indicated Taliban involvement. The slain workers belonged to the
China Railway Shisiju Group Corporation, based in Jinan (Gall 2004),
and were among more than 100 Chinese workers and engineers who had
arrived in Afghanistan to carry out a World Bank project to rebuild the
Kabul to Tajikistan Road. Liu Jianchao, a spokesperson for the Chinese
Foreign Ministry, condemned the attack and asserted that the construc-
tion project would not be stopped.
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In June 2010, Dubai’s State Security Court found two ethnic Uyghurs
guilty of a terrorist plot to attack the Dragon Mart, a shopping mall on
the outskirts of Dubai known as the largest Chinese trading hub outside
mainland China (Small 2015). According to court documents, Shalmo,
the main plotter, had been recruited by ETIM during a pilgrimage to
Mecca in 2006. He travelled with the recruiter from Saudi Arabia to
Pakistan, where he spent a year in an ETIM camp in Waziristan receiving
weapons and explosives training. After being assigned to attack the
Dragon Mart, Shalmo flew from Islamabad to Dubai, where he con-
ducted scouting missions at the mall (Small 2015).

In another incident in 2013, a bus carrying Chinese businessmen was
attacked by armed militants on the way from Bishkek (Kyrgyzstan) to
China, killing 19 passengers (BBC 2003). Before that, in June 2002, a
Chinese diplomat, Wang Jianping, was gunned down in the Kyrgyz capi-
tal. Beijing blamed the attacks outside of China on Islamist ETIM mili-
tants (Smith 2009).

On 30 August 2016, a car rammed through the gates of the Chinese
Embassy in Bishkek and exploded. The driver of the car, a suicide bomber,
was killed, while three embassy employees were injured. According to
media reports, Uyghur Islamist militants working with Takfiri jihadists in
Syria (Al Nusra Front, the Syrian branch of Al-Qaeda) were involved in
this attack (Dzyubenko 2016).

According to Chinese sources, ETIM sent scores of terrorists into
China, establishing bases in Xinjiang and setting up training stations to
produce weapons, ammunition and explosives (Reed and Raschke 2010).
ETIM itself claims to have trained its members in camps in Khost,
Bagram, Herat and Kabul (Garver 2006). In 2003 ETIM’s leader, Hasan
Mahsum, was killed by the Pakistani army during a raid in south
Waziristan (Small 2015).

China continued with its Strike Hard campaign against these militants
and also pressed governments in Central Asia to clamp down on the
‘three evils’: terrorism, separatism and religious extremism (Haider 2005).
The founding in 1996 of the Shanghai Five, which later evolved into the
Shanghai Cooperation Organization, was in large part a product of
Beijing’s concerns about Uyghur militants and their foreign backers

(Small 2015).
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While Takfiri Islamist militancy is the most potent threat to Chinese
nationals and CPEC or BRI projects in South and Central Asia, there is
also an aspect of regional nationalist or separatist militancy in Pakistan
which needs to be considered. Gwadar port, through which most of the
western route of CPEC runs, is located in Balochistan province. Given
Balochistan’s vital role, instability and violence in the province bring con-
cerns about the safe operationalization of CPEC (Ramachandran 2016).
The next section discusses this issue.

Baloch Separatist Militancy

In addition to Takfiri Islamist militancy, which is a major threat to
Pakistani and foreign interests including Chinese interests across all
regions in Pakistan, another significant threat is posed by Baloch ethnic
separatist militancy in Balochistan. Relations between Baloch nationalists
and Pakistan’s federal government have seen ups and downs since the
emergence of Pakistan in 1947, intermittently bursting out into violence.

The current wave of Baloch insurgency, which started in 2004, has
various demands, ranging from greater control of the province’s natural
resources and political autonomy to full freedom and separation from
Pakistan. Extremist sections within Baloch nationalist and separatist
groups are not only attacking Pakistani government officials, security
institutions and non-Baloch ethnic groups, they are also targeting CPEC
projects, alleging that their resources are being exploited while the benefi-
ciaries of CPEC and its consequent economic development are not the
Baloch people but ‘outsiders” (i.e. Punjabis, Chinese, etc.; TOI 2016;
Ramachandran 2016).

Balochistan, Pakistan’s largest province in terms of area (347,190 sq
km) and the smallest in terms of population (12.3 million, representing
less than 6% of Pakistan’s total population), is largely under-developed
(PBS2017). In terms of ethnic composition, 55% of people in Balochistan
speak Balochi as their first language, while 30% speak Pashto and 5.6%
speak Sindhi. Some 70% of the population of Balochistan lives below the
poverty line (PBS 2017). There is an acute shortage of water in parts of
the province and living conditions and health indicators are worrisome.
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The maternal death rate in Balochistan is 785 out of every 100,000,
which is much higher than the overall maternal death rate in Pakistan,
which stands at 278 out of 100,000 (Baloch 2015b).

The beginning of CPEC projects via Gwadar has further inflamed the
insurgency in Balochistan that has been present since 2004. The arrival of
‘outsiders’ in the Gwadar port area, the increased presence of the army
and the alleged dislocation of locals have seemed to aggravate an already
tense security environment (Jane 2007). The alleged kidnapping and
unlawful detention of dissidents have polarized Baloch moderates against
the government. A report by the Pakistan Security Research Unit notes
that Islamabad’s militarized approach in Balochistan has led to violence,
widespread human rights abuses, mass internal displacement and the
deaths of hundreds of civilian and armed personnel (Baloch 2007).
Baloch separatist groups have resorted to violence and terrorism, often
attacking and killing non-Baloch settlers and workers, particularly
Pashtuns, Saraikis and Punjabis. Between 2008 and 2010 alone, at least
22 Punjabi teachers were killed by Baloch militants, resulting in many
teachers having fled or being moved outside the province and thus weak-
ening the already fragile education system (Sheppard 2010; Alam 2015).

The Balochistan section of CPEC originates from Gwadar, connecting
it to Karachi and the northern part of Pakistan through the eastern and
western routes. Security threats to CPEC in Balochistan also appear from
neighbouring districts of Gwadar and the Makran Coastal Belt, for
example Kech, Awaran and Lasbela. However, the militant landscape of
these districts is largely linked to Panjgur and Khuzdar districts. A review
of reported terrorist attacks between 2007 and 2014 suggests that Kech
and Khuzdar are the most volatile districts in this region (see Fig. 7.6; Sial
2014). It may be noted that most of these attacks are not targeted against
CPEC projects or Chinese nationals. Overall, 1040 terrorist attacks took
place in these six districts (Gwadar, Kech, Awaran, Panjgur, Lasbela and
Khuzdar) between 1 January 2007 and 31 July 2014, representing 23%
of total attacks reported from Balochistan during that period. Targets hit
in most of these attacks included security forces, civilians, political lead-
ers, non-Baloch settlers and workers, gas pipelines and power pylons,
railways tracks and government installations and property.
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Fig. 7.6 Terrorist attacks in Gwadar and neighbouring districts (1 January
2007-31 July 2014). Source: Adapted from Sial (2014)

It may be noted that religious extremist and Takfiri sectarian groups
such as ASW]J and Le] have enhanced their presence and activities in
Khuzdar district, which is adjacent to Lasbela and Awaran districts. This
means that in addition to Baloch separatists, there is now a further threat
of Takfiri Islamists in areas adjoining Gwadar. Regionally speaking, much
of the violence in terms of terrorist attacks in Gwadar, the Makran Coastal
Belt and neighbouring districts emanates from Baloch insurgent groups—
mainly Balochistan Liberation Front, Lashkar-e-Balochistan, Balochistan
Liberation Army and Baloch Republican Army. From 2011 to 2014,
Baloch insurgents hit different targets in Gwadar at an average of nine
attacks per year. These targets range from security forces including
Gwadar coast guards, non-Baloch settlers, state installations, public and
private property, and political leaders and workers. Also, the growing
nexus of Baloch insurgents with the Takfiri militant groups (such as TTD,
ASW]J, Le]) and also criminals (drug peddlers, human traffickers) has
complicated the overall security threat for Gwadar and its neighbour-
hood. Sial (2014) refers to TTP’s support structure in Le] and Deobandi
madrassas, and argues that to curtail the security threat it is necessary to
counter the Taliban and extremist sectarian groups from across
Balochistan, so that they are not able to expand their outreach to Gwadar
region (Sial 2014).
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Cooperation Between Baloch Separatists and Takfiri
Islamists

There is evidence of some collaboration between a certain section of
Baloch separatists and Takfiri Islamist outfits. In June 2014, Pakistani
media reported that the funeral prayer of secular Baloch nationalist leader
Khair Bakhsh Marri was led by Ramzan Mengal, chief of banned Takfiri
terror outfit ASWJ (Dawn 2014). Senior Pakistani journalist Rahimullah
Yusufzai (2014) notes:

Ironically, Maulana Ramzan Mengal, the Balochistan head of the Jamaat
Ahle Sunnat wal Jamaat which is a divisive Sunni [Deobandi] organisation,
led his funeral prayers at the spacious Railway Hockey Stadium in Quetta.
It is unlikely that the secular Khair Bakhsh Marri, who espoused leftist
political views wrapped up in Baloch nationalism, would have approved this.

Interestingly, while Ramzan Mengal led the prayer, ‘the emotionally
charged members of the Baloch Students Organisation (Azad) raised slo-
gans in support of Balochistan’s independence and some fired in the air
to pay tributes to Khair Bakhsh Marri’ (Yusufzai 2014). Media reports
did not indicate any protest or refusal by the separatists to participate in
a funeral prayer led by a Takfiri cleric. Ramzan Mengal is known to enjoy
the official patronage of some sections within the security establishment,
despite his Takfiri views against Shia Muslims and other communities
and despite the fact that Le], the militant offshoot of his party, is involved
in numerous attacks on multiple targets including the Sufi or Barelvi
Sunnis, Shias, army, police, government ofhicials and Chinese and other
foreigners in Pakistan.

Ironically, some of these Islamists have been used by certain sections
within the Pakistani establishment for proxy-jihadist purposes in
Afghanistan and elsewhere, as well as to counter separatist militancy in
Balochistan (Sellin 2017). However, in certain Baloch sections, there
seems to be a confluence of Deobandi and nationalist ideologies. Some
secular Baloch leaders and parties have warned against the increasing
influence of Takfiri ideology and blame the state and its security agencies

for injecting Islamist (mostly Deobandi and Salafi/Wahhabi) ideologies
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and madrassas into Balochistan (Baloch 2016). Such a convergence
between Takfiri ideology and Baloch separatism is particularly evident in
terror attacks by Islamists within Iranian Balochistan, where dozens of
Iranian security personnel and ordinary civilians have been killed by
Baloch separatists while also using the Sunni—Shia sectarian discourse.

A similar convergence or cooperation between Baloch separatists and
Takfiri Islamists has been reported by Reuters (2014b), which suggests
that Islamists have joined hands with separatists in Balochistan in their
joint fight against the government. Mir Sarfaraz Ahmed Bugti, Home
Minister of Balochistan, insists there are signs of coordination between
the two groups due to their joint discord with the Pakistan government.
It may be noted that the separatists focus on a political objective; that is,
independence from the state. However, religious militant groups like Le]
are considerably more hard-line as they specialize in attacks against Shia
Muslims, Sufi Sunni or Barelvi Muslims, Christians and other vulnerable
communities. A senior security official in Balochistan told Reuters that
the two groups have coordinated on a tactical level to carry out attacks.
He further stated that LeJ was recruiting ethnic Balochs as its fighters.
The common territory of separatists and religious militants has helped
create natural allies out of them. The separatists have learned from and
adopted Le] tactics. They also employ children in the infiltration of tough
targets for the deployment of bombs. The attacks on 10 January 2014 can
be considered as an example of this coordination, when a bomb struck a
security vehicle which acted as a diversion for a blast in the Shia enclave
in Quetta, resulting in the deaths of more than 100 people. According to
security sources, even though the ideologies of the two groups may be
divergent, their common goal of fighting against the security forces leads
them into an informal, tactical cooperation, which extends to logistical
cooperation as well as coordinated attacks. They also feed on the poverty
and exploitation rampant in the province to further their agendas
(Reuters 2014b).

Ayesha Siddiga points towards the increasing Deobandi influence in
certain Baloch communities: ‘Another explanation pertains to Sunni
Baloch killing the Shias. In a recent report from Quetta, journalist
Wajahat S Khan, who has good military contacts, highlighted the fact
that people in Quetta blame the Deobandi Le]. However, he added that
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most of the Le] members in Balochistan, known as the Jhangavis, are
Baruhis [Brahuis], which is a sub-clan of the Baloch’ (Siddiqa 2013).

Further media reports illustrate how some sections of Baloch militant
groups in Iran’s Sistan-Baluchestan province and Pakistan’s Balochistan
province are intertwined with Takfiri Islamist outfits based in Pakistan
(IPD 2014). This is not unlike the transnational Takfiri influence in
China’s Xinjiang region: ‘Extremist groups who made headlines in the
past months include Harkat ul-Ansar (HAI) and Jaish al-Adl. The latter
merged with Abdolmalek Rigi’s Sunni Baloch group, Jundallah, in 2010,
after their leader’s execution by the Iranian government. The group now
operates under the name Jaish al-Adl ... According to an announcement
by Harkat ul-Ansar in December 2012, HAI also has ties with Sipah-e-
Sahaba Iran (SSI), a Sunni [Deobandi] group with links to a Pakistani
group, Sipah-e-Sahaba Pakistan’ (IPD 2014).

This increasing radicalization of an otherwise secular Baloch popula-
tion has adverse implications not only for Pakistan but also for China,
Iran and wider South and Central Asia. Not unlike their attacks on secu-
rity institutions and ordinary civilians in Pakistan, Takfiri militants have
attacked security personnel and ordinary people in Iran. For example, on
21 October 2012, a suicide bomber detonated his explosives near a
mosque, which resulted in the death of two people and injured another
five. The terrorist, suspected to be a member of Jundallah, attempted to
enter the Imam Hossein mosque in the port city of Chabahar while peo-
ple were gathering for Friday congregational prayers. A similar attack was
carried out in 2010 by two Jundallah suicide bombers who targeted a
religious ceremony at the same mosque, which resulted in the death of 39
people. The casualties included women and children (Fars News 2012).

According to Akbar (2012), the top-most hierarchy of LeJ belongs to
the lower-middle class in Balochistan. The historical stance of Balochs
has been secular, which makes the recent connections with religiously
motivated violence a rare occurrence in their history. Akbar proposes that
this recent surge of religiously motivated violence can be traced back to
the surge in religious schools or madrassas throughout the province,
sponsored by the covert funding of Saudi Arabia and facilitated by cer-
tain sections within the Pakistani establishment. This increase in madras-
sas is said to provide religious militancy with an intended aim to counter
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the separatist movement. The secular Baloch separatists claim that these
madrassas are the key reason for the rise of religious or sectarian militants.
However, there are no armed conflicts taking place between the two
groups (separatists and Islamists) currently. The Baloch separatists claim
that this is because they are engaged in a war against the Pakistani govern-
ment, so they cannot oppose the rise of extremist Islamic groups.

In June 2010, Abdolmalek Rigi, the now executed leader of Jundallah,
was arrested in an anti-terrorism operation by Iranian forces and subse-
quently faced a court trial and was hanged for his role in acts of terrorism.
However, some of the Pakistan-based Baloch nationalist and separatist
groups protested, along with Jundallah and ASWJ, and condemned Rigi’s
execution. They expressed solidarity with him and called for three days of
mourning (Jang 2010). This news was also reported in Pakistan’s English-
language newspapers. Dawn (2010) reports that ‘Baloch National Front
announced a three-day mourning on the death of Rigi and condemned
his hanging in Iran. A statement issued by the front said a “black day”
would be observed in Balochistan ... [Moreover] Lawyers boycotted
courts in several district headquarters of Balochistan in protest against
the hanging of Jundullah leader Abdolmalek Rigi by Iranian government
... The call for boycott was given by the Baloch Bar Association.’

In a similar incident in September 2012, Sanaullah Siddiqi Baloch, the
slain leader of a banned Baloch militant group, Baloch Republican Party
(BRP), was discovered to have also held office in ASWJ. While BRP is a
party with a secular nationalist agenda, ASWJ is a banned Takfiri outfit.
Sanaullah Siddiqi Baloch’s killing in Khuzdar was mourned as a BRP
activist ‘killed by Pakistani state’. ASW] activists also mourned this per-
son on social media as their leader (SK 2012). Such instances indicate at
least some kind of overlap between some sections of Baloch nationalist

and Takfiri Islamist groups.
Concerns in India and the USA
CPEC passes through Pakistan-administered Kashmir, and India has

repeatedly raised concerns over it. India is most anxious about the construc-

tion of CPEC through Gilgit Baltistan and the opening and operation of
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Gwadar port by China (Patranobis 2017). The Indian leadership is per-
turbed about CPEC and Indian Prime Minister Narendra Modi termed it
‘unacceptable’ during his visit to China in May 2015 (7he Express
Tribune 2015).

The US administration under President Trump has shown similar anx-
ieties about CPEC. In October 2017, the Trump administration informed
Congress that it believes CPEC passes through a disputed territory, refer-
ring to Pakistan’s northern areas (Gilgit Baltistan), which India claims are
part of the disputed Jammu and Kashmir territory. Secretary James Mattis
said that the USA opposed the One Belt One Road (OBOR) policy in
principle because there were many belts and roads in a globalized world,
and a singular nation should not take up a dictatorial position for the
OBOR proposition. It also opposed the one going through Pakistan
because it passed through a disputed territory. The US position on CPEC
may further worsen the already tense relations between the USA and
Pakistan. Prior to the USA announcing its discontent over the CPEC
route, Pakistan had opposed the greater role that the USA has assigned to
India in Afghanistan. Mattis said, “There are areas where, also, strategi-
cally, we need to confront China where we think it’s unproductive—the
direction they’re going in’ (Igbal 2017).

The Chinese Foreign Ministry dismissed Mattis’s statement, saying
that the OBOR initiative was backed by the United Nations and that
CPEC was an economic cooperation initiative. “We have repeatedly reit-
erated that CPEC ... is not directed against third parties and has nothing
to do with territorial sovereignty disputes and does not affect China’s
principled stance on the Kashmir issue’, the statement said. It added that
a number of international organizations and nation states, which have
attested and agreed to cooperate with China on OBOR, have also incor-
porated it into their important resolutions. ‘Over 130 countries and more
than 70 international organisations sent representatives to attend the
international cooperation summit—“Belt and Road Forum”—organised
by China in May 2017 and spoke highly of the initiative’, it maintained.
“This fully explains that the OBOR initiative is in line with the trend of
the times and conforms to the rules of development and is in line with
the interests of the people of all countries and has broad and bright pros-
pects for development’ (7he Express Tribune 2017).
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This US and Indian hostility is discomfiting to Pakistan, which places
great emphasis on CPEC for its socioeconomic development. Moreover,
the willingness of the USA to accommodate India’s narrative regarding
Pakistan-administered Kashmir (Azad Kashmir), while entirely disre-
garding the legal and human rights situation in Indian-administered
Kashmir, is a matter of concern for the Pakistani government. A leading
Pakistani newspaper, 7he Nation (2017b), notes that the USA seems to be
opposing CPEC/BRI as part of a grand strategic plan of power politics,
even though the USA has neither territory nor stake in the region.

China and India have long-standing border disputes over two territo-
ries. The first dispute is about Aksai Chin, located between the Indian-
administered state of Jammu and Kashmir and the Chinese region of
Xinjiang. The other disputed territory lies south of the McMahon Line in
Arunachal Pradesh. The 1962 Sino-Indian War was fought in both of
these areas. More recently, a military standoff occurred between India
and China in June 2017 in the disputed territory of Doklam. In contrast,
China has a long history of economic and military cooperation with
Pakistan. For example, Pakistan spent $735 million on arms imports in
2015, of which $565 million were spent on arms imports from China.
Indeed, the scale of economic activity between the two countries has
grown tremendously due to CPEC. This also means that China has
greater economic and political influence in Pakistan and the region in
order to better monitor and control Uyghur separatists and extremists
outside China. China can not only work closely with Pakistan and other
regional countries to ensure the safety of western China, it can also use its
regional alliances as a deterrent to India to reduce its security pressure
from the southwest. While China is not a coastal state of the Indian
Ocean, it can use its access to the Indian Ocean through Pakistan to
ensure the safety of the maritime Silk Route and energy security in the
Gulf region (Haiquan 2017).

Notwithstanding these misgivings, India may consider the positive
aspects of CPEC and more fully engage with BRI for reciprocal benefits.
As suggested by Jeganaathan (2017), Pakistan and India may consider
opening the Kargil-Skardu road so that India could access Pakistani,
Central Asian and Russian energy resources and vice versa. Similarly, the
Bay of Bengal Initiative for Multi-sectoral Technical and Economic
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Cooperation, which is a regional organization comprising seven coun-
tries (Bangladesh, Bhutan, India, Myanmar, Nepal, Sri Lanka and
Thailand), may be expanded to include Pakistan and Afghanistan, as it
would enhance road connectivity from Kolkata to Lahore and Kabul.

Security Measures

According to one estimate, there are close to 8000 Chinese nationals
working in Pakistan, and China has raised a 15,000-strong armed force
specifically to safeguard Chinese nationals working in the country
(Neelakantan 2017; Raza 2017). These measures are in addition to close
collaboration between China and Pakistan against terrorism. Joint
China—Pakistan efforts target the activities of ETIM, and its affiliates and
trainers are being suppressed through joint efforts. While terrorism con-
tinues to be a menace, the leaders of both countries have expressed great
commitment towards fighting against terrorists (Malik 2016).

The mitigation of the threat of terrorist violence in Central Asia is one
of the objectives of the Shanghai Cooperation Organisation (SCO). SCO
members attested to the Shanghai Convention on Combating Terrorism,
Separatism and Extremism at the inaugural meeting in June 2001 in
Shanghai. The six signatory nations are ‘firmly convinced that terrorism,
separatism and extremism ... cannot be justified under any circum-
stances, and that the perpetrators of such acts should be prosecuted under
the law’, according to the Convention (SECTSCO 2008). The SCO’s
Regional Antiterrorist Structure, based in Tashkent, was strongly backed
by Beijing as a new centre for counter-terrorism operations (Smith 2009).

In September 2017, leaders of the BRICS nations (Brazil, Russia,
India, China, South Africa) in their joint declaration expressed grave
concern about the intensity of terrorist activity from Taliban and other
groups in Afghanistan. BRICS leaders, who met in China’s Xiamen city,
said the activities of insurgent groups was unacceptable. In a strongly
worded declaration, the BRICS nations named Pakistan-based Deobandi
and Salafi/Wahhabi militant groups. “We strongly condemn terrorist
attacks resulting in death to innocent Afghan nationals. We, in this
regard, express concern on the security situation in the region and vio-
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lence caused by the Taliban, ISIL/Daesh, al-Qaeda and its affiliates
including Eastern Turkistan Islamic Movement, Islamic Movement of
Uzbekistan, the Hagqani network, Lashkar-e-Taiba, Jaish-e-Mohammed,
TTP and Hizb ut-Tahrir’, read the declaration issued by the BRICS
countries. The BRICS declaration further states, “We reaffirm that those
responsible for committing, organising, or supporting terrorist acts must
be held accountable’ (Popalzai 2017).

Despite these concerns, China remains committed to CPEC projects
in Pakistan. China’s deputy ambassador to Pakistan, Lijian Zhao, stated
that “The ultimate goal is to help Pakistan to develop the economy ... to
help to accelerate the industrialisation process’ (Hashim 2017). The
number of Chinese nationals residing in Pakistan has almost tripled to
more than 30,000 due to the 43 projects directly under the CPEC ban-
ner. In addition to this, short-term visas to Pakistan were issued to more
than 71,000 Chinese nationals in 2016 alone, as reported by Reuters
(Hashim 2017).

In 2007, the Government of Pakistan created a Joint Task Force com-
prising Chinese Embassy officials and Ministry of Interior officials to
ensure the security of Chinese citizens in Pakistan (Rahman 2007).
Today, there are 3044 Chinese nationals working on CPEC projects in
Sindh. It has been reported that seven security headquarters have been
established for each project, with a total of 3044 well-trained police offi-
cers deployed for the security of Chinese nationals only. The eighth proj-
ect is for the National Transmission & Despatch Company (NTDC)
Transmission line, which stretches from Matirai to Lahore; 15 Chinese
are involved in this project who have been provided with 65 security
personnel. Moreover, 137 non-CPEC projects in Sindh province have
employed 1971 Chinese, and 1373 security personnel have been deployed
for them. It was reported that the total sanctioned strength of the Special
Protection Unit was 2662, of which 1349 are currently deployed. A force
of 563 personnel guards the coal-based power Plant at Port Qasim.
Similar security arrangements have been made for the Thar project,
Blocks I and II, where a total of 46 and 413 security personnel, respec-
tively, have been deployed. A force of 555 personnel is providing security
to the four wind power projects in Thatta district and 1197 personnel

guard the 126 km NDTC transmission line from Sukkur to Ghotki.
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Another force of 76 personnel guards the transmission line from Matirai
to Lahore/Faisalabad, while 75 personnel guard the Sindh section of the
548 km railway line being laid from Karachi to Peshawar (SATP 2017).
Moreover, an 8000-strong Special Protection Unit was set up by Punjab
province in 2014 to guard foreigners, mostly Chinese (VOA 2017).
According to an official report generated in July 2015, there were 2954
Chinese working in 131 projects in Punjab, living in 31 residences. About
6983 security personnel were appointed for their security (Elahi 2015).

In terms of the policy response to terrorism, the law in force in Pakistan
is the 1997 Anti-Terrorism Act (subsequently amended to expand its
scope). This Act created Special Anti-Terrorism Courts as well as an Anti-
Terrorism Appellate tribunal (Ahmad 2006; Malhotra 2001). It offers a
comprehensive framework for dealing with terrorism at large. This
includes preventive detention of terrorists, redefines the required evi-
dence for conviction, lays down simplified trial procedures for the speedy
disposal of terrorism-related cases, and provisions witness protection pro-
grammes (Shigri 2016). From this law emanated all actions to confront
terrorism in Pakistan, including the National Action Plan. However,
despite such a comprehensive law, the conviction rate of terrorists contin-
ues to be very low and, upon acquittal, quite a few of them return to mili-
tancy. This legal deficiency is attributed to poor investigations and
prosecutions, as well as poor arrangements for the protection of witnesses,
lawyers and judges (Shigri 2016).

In the aftermath of the Peshawar school massacre in 2014 and subse-
quent domestic public pressure, Islamabad formulated the National
Action Plan, drafted jointly by the government, parliament and army in
2015, a 20-point package of measures to combat terrorism in the coun-
try. In particular, Pakistan Army chief General Raheel Sharif took a bold
stance against terrorism and emphasized that the country had no other
option than to eliminate all manifestations of extremism and terrorism at
the grass-roots level. He further reiterated that Pakistan’s security forces
will not stop unless they achieve the end objective of a terror-free Pakistan.
While the subsequent military operation (Zarb-e-Azb) was largely suc-
cessful in reducing incidents of terrorism in Pakistan, the operation had
a strict domestic focus, meaning that only anti-Pakistan militant groups
were identified as targets (Wolf 2016). Thus, those militant groups which
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are operating in Afghanistan or Indian-administered Kashmir were
largely spared. Similar leniency was shown to certain Takfiri Islamist sec-
tions in Balochistan in order to use them to confront Baloch separatist
groups. Heinkel and deVillafranca (2016) note that Islamabad some-
times links the Baloch groups to anti-Shia (anti-Hazara) massacres in
Quetta, but Takfiri groups such as SSP and Le], some of them with
known links with elements of the Pakistani establishment and led by
local ethnic Baloch, likely conducted these attacks.

While the Pakistani military undertook operations against groups
that attacked government official and security forces within Pakistan
such as TTD, it did not take action against other groups such as
Lashkar-e-Taiba. Similarly, Afghan Taliban, SSP a.k.a. ASW] and the
Haqqani Network leadership allegedly enjoy safe haven in Balochistan
and tribal areas. Although the Pakistan military operation disrupted
the actions of these groups, it did not directly target them. Wolf
(2016) suggests that the Pakistani establishment has to realize that
terrorist organizations are not reliable allies for states. While some of
these militants had an informal but deeply rooted alliance with some
sections of the security agencies for many years, in the end they turned
against the state and the society.

There are thus some contradictions in the Pakistani state’s response to
terrorism. While the government through the use of its security agencies
has made some gains in disrupting foreign networks, it needs to take a
clear stance against home-grown Takfiri groups which serve as a recruit-
ing ground for the Taliban, Al-Qaeda and IS. This is evident in the half-
hearted manner in which the home-grown Takfiri, jihadi and sectarian
groups banned in January 2002 re-emerged under different names.
Banned again in November 2003, most operate as freely as they did in
the past, once again changing their names. Another related issue is the
control of Takfiri extremist, sectarian and violent ideologies through reli-
gious schools (madrassas), mosques and social media. In particular, with-
out effective state control over the functioning, funding and curriculum
of the madrassas, these violent ideologies will continue to threaten
Pakistani and foreign citizens as much as they will continue to undermine
regional and global stability.
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Conclusion and Policy Recommendations

This study has highlighted the multi-pronged threats to CPEC which
emanate from Takfiri Islamist (or Khawarij) militants and Baloch separat-
ist militants. Both of these groups pose a threat not only to the physical
security of Chinese nationals and projects in Pakistan, but also to the very
ideology of the nation states of Pakistan and China, and the idea of the
Belt and Road.

Given the increasing scale of work on CPEC and the growing involve-
ment of Chinese engineers and other employees in these projects in the
future, the governments of Pakistan, China and other regional countries
need to develop a robust and integrated plan to eliminate all Takfiri
Islamist groups, including those madrassas, clerics, literature and social
media which propagate Takfiri or Khawarij ideology, as well as their foot-
soldiers. At the same time, there is a need to address all legitimate con-
cerns of the indigenous Baloch population to ensure their socioeconomic
uplift, while taking a tough lawful stance against those who resort to
violence to implement their ethnocentric or separatist agenda. Indeed,
human security can be guaranteed by a rule of law that depends on and
preserves legitimate institutions that have the trust of the population and
have some enforcement capacity (Alam 2015).

While the Pakistani government has established a special security force
for the protection of Chinese individuals and CPEC-related projects, the
issue of physical security and protective intelligence is closely linked with
ideological security. In other words, the ideological roots of both forms of
violence need to be understood and addressed. In particular, policymak-
ers and government officials need to focus on Takfiri Islamist violence
and its roots in certain type of madrassas, mosques and groups. Most
importantly, the Pakistani state may wish to re-consider its unstated pol-
icy of using Islamist or jihadist groups to combat Baloch separatist mili-
tancy or conduct jihadist operations in Kashmir or Afghanistan. Small
(2015, p. 91) argues that a ‘Pakistani military that grows ever more closely
enmeshed with an Islamist and militant agenda undermines China’s basic
strategic goals in South Asia. A Pakistani military that can no longer keep
China off the terrorist target list, that has even become a target in its own



168 J. Syed

right, undermines China’s security at home and the safety of its projects
and personnel abroad.’

While in recent years there has been military action against Takfiri
Islamists or Khawarij terrorist groups in other parts of the country, the
state needs to adopt a clear anti-Takfiri strategy in Balochistan. Related to
that, the state will need to take a tough and clear stance to break all sorts
of cooperation between violent Baloch separatist groups and the ‘out-of-
control’ Islamist groups who tactically join hands to target security forces,
the non-Baloch population, vulnerable Sufi Sunni and Shia communities
and foreign nationals. While one of the parties (Baloch separatists) wants
to destabilize the CPEC projects and the other has a Takfiri agenda (TTP
and LeJ), they still, opportunistically, club together to carry out joint
activities. The statistics presented in this study show that a Takfiri agenda
can be achieved as a by-product of violence aiming for different causes,
and thus Takfiri Islamist groups qualify as good foot-soldiers for different
sorts of militancy and varying agendas. The Takfiri Islamist groups pose a
transnational threat to China because of their links with ETIM in
Xinjiang and also due to their anti-China activities in Afghanistan and
Central Asia. For example, in October 2017, the Chinese Embassy in
Islamabad wrote a letter to Pakistan’s interior ministry, informing it that
a terrorist tasked to attack Chinese Ambassador Yao Jing had entered
Pakistan. The Embassy requested the Pakistani government to take imme-
diate action on the intelligence information and enhance the security of
Ambassador Yao. The letter written by the focal person for CPEC, Ping
Ying Fi, identified the terrorist as Abdul Wali, who belongs to ETIM
(PTI 2017).

In terms of its limitations, this study has focused on attacks against
Chinese nationals or CPEC- or China-related projects only. It has thus
not focused on attacks on Pakistani army and police, Sufi Sunni and Shia
Muslims, non-Muslim communities, or the targeted killings of Pakistani
businesspersons, lawyers, judges, activists and media persons. While such
attacks may not be directly related to CPEC, in the context of terrorizing
the Belt and Road they may be seen as incidents that have indirect impli-
cations for the overall situation of law and order and the business envi-
ronment. Indeed, as a method of terrorizing, if large-scale attacks have
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implications for group or social behaviours, then targeted killings, as a
method, affect individual behaviours.

Moreover, while the evidence presented in this study was collected
through news in mainstream media, future scholars may wish to triangu-
late this information through other means of evidence, for example by
contacting the victims of such violence in China and Pakistan or by ana-
lysing the terror-related archives of the security agencies in Pakistan.
However, it is acknowledged that access to such data may be difficult due
to issues of confidentiality and sensitivity.

As a rising global power, China is discovering that its ascendancy to
economic and political power is paved with great risks. This trend is
reflected in recent attacks against Chinese citizens and commercial proj-
ects in South and Central Asia. While some of these attacks have roots in
the Islamist and separatist insurgency in XUAR (Smith 2009), others
have roots in transnational Takfiri Islamist and regional nationalist or
separatist ideologies. Beijing’s onward march for energy security, interna-
tional trade and associated commercial ventures in Asia and Africa seem
to suggest that terrorism risks might increase for China in the future.

In Pakistan, the attacks highlight several important aspects of Sino—
Pakistani relations. The first is the employment of thousands of Chinese
technicians, engineers and other workers by Chinese companies or state
entities in Pakistan. The second is the threat to these workers by Takfiri
Islamist and Baloch separatist militants. The third is the increased alarm
with which these attacks are viewed given the historically close Pakistan—
China relationship (Smith 2009).

With varying intensity and frequency, incidents of violence against
Chinese as well as Pakistani workers on CPEC-related projects continue
to take place in Pakistan. Needless to say, CPEC’s success will be deter-
mined by investors confidence and their ability to successful conduct
their operations. If these attacks continue, the very scheme that is hoped
to revolutionize Pakistan’s industrial and socioeconomic development
may be at great risk (Daily Times 2017). Since India and the USA are not
too happy with the increasing cooperation between China and Pakistan,
they are likely to use these incidents as an excuse to criticize the very idea
of the Belt and Road and try to hurt CPEC.
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For CPEC to move forward, militant activities by LeJ, BLA and other
violent groups cannot continue unchecked (Hasan 2016). Indeed, the
much anticipated socioeconomic and strategic advantages inherent
therein for trade across China, Pakistan and Central Asia cannot be
reaped unless both forms of militancy are comprehensively addressed and
eliminated.

Note

1. These statistics do not include attacks where no Chinese national was
targeted or where the attacked workers were not employed in a Chinese
project.
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Belt and Road Initiative: Misgivings
and Resolve

Bashir Ahmad

Geography and Geostrategic Relevance
of the Belt and Road Initiative

The geography of any strategic initiative is central to its development
and sustainability. The Belt and Road Initiative (BRI) occupies criti-
cal spaces of land mass for connecting businesses and trade in much
greater dimensions. These spaces either provide a direct connecting
mechanism to the developed and developing centres of population or
indirectly take the entire globe into their fold for cost-supportive and
sustainable businesses. Geographical networking of population cen-
tres manifests the central theme of BRI. The initiative with two stra-
tegic prongs spreads out and converges like the arms of a giant or
monster. The two arms of the structural giant include the Silk Road
Economic Belt and the maritime Silk Road, covering land and sea
voyages, respectively. The two prongs originate from comparatively
better developed population nodes from the northwest (predomi-
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nantly Eastern Europe), then spread out to embrace most parts of
developing societies (African, Central Asian and South Asian regions)
and finally converge to complete the loop on the eastern side of China
and East Asia. It makes a connecting loop of business nodes like
Rotterdam, Moscow, Istanbul, Tehran, Dushanbe, Samarkand,
Bishkek, Almaty, Huoerguosi, Urumqi, Lanzhou, Xi’an, Duisburg,
Venice, Athens, Nairobi, Colombo, Kolkata, Kuala Lumpur, Jakarta
and Hanoi. Looking at the convergence of the geographical and geo-
strategic relevance of this great initiative, one finds it connecting the
strategic business centres of Europe, Africa, Eurasia, the Middle East,
Southeast Asia, South Asia and East Asia. The rest of the globe is then
connected and covered indirectly. This is how it becomes regional in
perspective and global by implication. The two strategic prongs of
BRI are mutually connected through six horizontal bars (Shanghai
Institute of International Studies, March 2018). The six horizontal
bars (economic corridors) include the China Pakistan Economic
Corridor (CPEC), New Eurasia Land Bridge, China—Mongolia—
Russia Economic Corridor, China—Central Western Asia Economic
Corridor, China—Indochina Peninsular Economic Corridor and
Bangladesh, China, India, Myanmar Economic Corridor.

Pakistan finds geographical harmony and geostrategic relevance with
BRI through CPEC and geopolitical coherence with China.
Geographically, Pakistan is an elongated country from northeast to
southwest with a thin waist of only 450 km from east to west. From
northeast to southwest, it is 1500 km. CPEC extends from a southwest-
erly to a northeasterly direction; in this way, the entire country becomes
a corridor with a diversity of communication networks, including road
and rail links. The network of roads and tracks as planned has the poten-
tial to provide multiple connecting points with Afghanistan, Central
Asian Republics, Russia and India in times to come. Geographically,
CPEC is almost in the middle of the two belts already mentioned. This is
how it becomes pivotal to the entire strategic venture of the Chinese gov-
ernment. The nodal point on the southwestern land tip of CPEC is
Gwadar port, which enjoys a commanding position to all seaborne activi-
ties in the Indian Ocean, Persian Gulf and Arabian Sea. In most parts of

Pakistan, roads and tracks as part of CPEC pass through barren land and
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predominantly the least-developed population centres. Similarly, the
northeastern tip of CPEC also hosts comparatively less-developed and
least-developed parts of China.

Geoeconomic Philosophy and Scope of BRI

Looking at the geographical and physical dimensions of BRI, it appears
appealing to accept that its central theme is connectivity. It connects
business communities in regional and ultra-regional perspectives, which
ought to provide a win—win situation to all the stakeholders. In the con-
temporary business world of competition in quality and price, connectiv-
ity provides a comparative advantage to developing societies. It underpins
how people are reached; market access, communication for sharing
expertise and improving the cost and quality of products are central
themes of contemporary business management.

In order to comprehend the intensity of the envisaged business and
trade, let us have a look at the volume of economies being connected
along BRI and related corridors. There are 65 countries which are imme-
diately connected along BRI (Global Sourcing, Fung Business
Intelligence Centre, 2016). In the light of a summary report on BRI by
Helen Chin and Winnie He, from Global Sourcing at the Fung Business
Intelligence Centre, these countries cover 38.5% of the planet. They
share 62.3% of the world’s population, 30.0% of its gross domestic
product (GDP) and 24% of the world’s household consumption.
Looking at the list of these 65 countries, one finds 2 from East Asia, 11
from Southeast Asia, 5 from Central Asia, 15 from the Middle East and
North Africa, 8 from South Asia and 24 from Europe (Chin and He
2016). In addition to that, there are 48 countries not directly connected
along BRI, but since they are contiguous to BRI, they are likely to
become part of it in one form or another in times to come. These coun-
tries include 1 from East Asia, 5 from the Middle East and North Africa,
26 from Europe, 11 from Sub-Saharan Africa, 2 from Oceania and 3
from Latin America (Chin and He 2016). Putting the two categories of
states together, the total numbers become 113 out of the total of 195
countries on Earth, which means about 58% of overall global numbers.
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Similarly, if we go by their population estimates, it is over 74%. Their
GDP and household consumption get closer to 50% and 35%, respec-
tively. Over 91% of these countries fall either in the category of develop-
ing states or are struggling to be a part of it. Out of this 91%,
approximately 20% of these countries are in the bottom group of those
struggling for compatible development. This means there is ample space
for development, subject to the availability of communication networks
and resources. BRI provides the kind of infrastructure required for trans-
porting commodities to multiple markets and the employment of
human resources on the creation of new service avenues. In physical
terms, the region will become criss-crossed with roads and railways, low-
ering the relevance of national geographical boundaries for facilitating
business and trade.

The surplus or only partially utilized commodity in countries contigu-
ous to BRI is the human resources, which according to an estimate is over
70%. The under-utilization of human resources is due to their low qual-
ity in the development of skills and employability. The main factors in
the low development of human resources in these countries include
incompatible education and purchasing power, which has three funda-
mental reasons. The first is insufficient infrastructure via which they
could optimally employ their potential and make ends meet for basic
needs and education. The second is deficient leadership, incompatible
governance and societal malpractice, which prohibit the growth of the
economically lower-middle and lower classes of society. The third is atti-
tudinal slackness on the part of the population under the self-erected
umbrella of ignorance, because they do not see the outside world in the
absence of competitive and comparative environments. According to a
study by the World Economic Forum (2017), Sub-Saharan Africa, South
Asia and the Middle East regions have higher numbers of low developing
countries and a high gap in human capital development. Against 38% as
the global average human capital development gap, these regions have
47%, 46% and 44%, respectively, which requires corrective measures to
improve human resource skills and development.

BRI and other economic corridors provide a resolve to over 70% of the
world population directly, not necessarily the governments of these coun-
tries. When they have infrastructure, the people can develop themselves
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into small to medium enterprises with little support from their govern-
ments for self-employment and creating jobs instead of seeking jobs. At
the same time and consequent on better opportunities, new leadership
would emerge from the middle and lower-middle tiers of corporate sec-
tors, who would be more practical in their approach to segmented man-
agement and governance. The philosophy of distributive leadership
would come into play for the horizontality and multiplicity of effects in
economic and social development. Similarly, in the face of competition,
job markets would demand efficient and competitive working people for
a fast return of benefits. This would exert pressure on educational and
skill development institutions for the quality and compatibility of stan-
dards. The quality of education and skill a market needs should exert a
demand pull on universities and skill development institutes for better
facilities. The circle will ultimately improve the standards of education
and quality of life through comprehensive social developments. BRI and
its economic corridors are envisaged to initiate human resource develop-
ment, prosperity and societal peaceful coexistence in times to come.
Technology, as a change-impulsive mechanism, has impacts on human
development in all dimensions. From the economic and financial per-
spective, it accelerates manufacturing, business and trade, thereby
enhancing purchasing power. With more purchasing power, individuals
improve their life-supporting facilities and standards of living.
Consequently, it brings more peace, harmony and energy spend for fur-
ther developments. We understand that technology is nothing but knowl-
edge imbedded in hardware. In the contemporary business world, it is
the combination of information and technology that accelerates knowl-
edge building and human development in economic and social spheres.
The application of technology and the purposive use of information are
directly related to human capital development. The necessity of informa-
tion and knowledge sharing in near to real-time environments has
brought the business world under the dominance of technology.
Undoubtedly, BRI focuses on bringing societies and states together.
The fact remains that geopolitics has always moved parallel to the eco-
nomic aspirations of states as well as societies. At times geopolitics over-
takes geoeconomics and undermines the collective well-being of
humanity. This is the point at which the division starts among countries,
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obliging them to form different groups and forces. The issue is, in such a
scenario of egos and images, which strategy should be the leading one or
dominate the other, geopolitics or geoeconomics? Accordingly, the ques-
tion arises as to which one should precede the other; then states have
their choices. BRI presupposes geoeconomics dominating geopolitics
through a favourable tilt of geostrategic pursuits. It is envisaged that geo-
economics would ultimately decide the fate of states against a growing
population, especially in developing countries and those struggling to
catch up with growing economies.

It needs to be understood in its entirety that connectivity has always
been, is still today and will continue to be fundamental to all business
activities and consequently societal developments. Within the framework
of BRI, the road, rail and sea links connect societies to boost business
ventures and bring diversity together with a new culture of coexistence.
The central point in this connectivity strategy is obviously China; Pakistan
happens to be the linchpin and focal point due to its strategic location
and geostrategic relevance to world politics. Purely from a Pakistani per-
spective, the CPEC route begins from Kashgar, situated on the historical
Silk Route and considered as a gateway to Central Asia, and ends on the
seashore of Gwadar city, projected to be the future trading and business
hub of the world (Muhammad Sadiq Sanjrani, Chairman Senate,
Pakistan, October 15, 2018). In this way, the project appears to be a lead-
ing development initiative from an international connectivity point of
view for Pakistan and a symbol of prosperity for both collaborating
countries.

CPEC covers the impassable mountains of Pakistan’s Balochistan prov-
ince, a rugged terrain devoid of water and other life-supporting com-
modities. Without social developments, Pakistan would carry no meaning
for the people of this area under these difficult living conditions. Even
Balochistan bears no fruit for them; their whole struggle is to survive
under the lack of a communication network and the scarcity of water and
food. The Gwadar to Kashgar link provides them with a communication
network which includes road as well as rail, abundant avenues for entre-
preneurship, access to educational facilities even in far-off areas and a
mind-opening look at modern life. The location of Gwadar port has a
strategically commanding and politically driving position in addition to
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its economic dimensions. The present infrastructure and literature reflect
that it should basically serve the purpose of improving the economic and
social dimensions of the people of the respective areas. Its geographical
position should not tempt any stakeholder to use it for geopolitical pur-
poses; in that case it will undermine its economic capacity and may
become controversial.

Misgivings: Geopolitical, Sociocultural
and Economic Dimensions

Looking at the available global economic data and growth of the last
25 years or so, one finds that China, comprising almost 20% of the world
population, is one of the fastest-growing and largest economies in the
world. China becoming a leading economy does not appear to be far away
from materializing when we look at its resilient leadership and national
priorities and pursuits in discovering and developing new technologies for
business and trade. The state system retains the potential to make deci-
sions in the shortest possible time and to implement them with speed,
accuracy and flexibility. The country did not take much time to realize
that fast-paced developments are possible only through connectivity with
the economic nodes of the world. The concept of BRI is a strategic shift
by China to connect with Asia, Europe and Africa and, in the process,
develop infrastructure to boost the economic growth of the region’s coun-
tries through mutual cooperation for all stakeholders. In pursuit of attain-
ing the status of a leading economy, as an emerging global economy and
pivotal to the BRI project, China finds its future in connecting east and
west and retaining the central place of steering global businesses.

Within the domains of geopolitical and geostrategic orientations,
ideologically imperialistic powers obviously feel disturbed because of this
collaborative regional growth led by China through indigenous initia-
tives. So what should they do about undoing the initiatives or gaining
some political advantage within the whole game of economic benefits?
Avoiding direct confrontation with China, one approach is to create
doubts about this initiative in the minds of host countries, which becomes
rather simple in developing countries with rampant corruption,
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mismanagement and the high ignorance of the people. For this purpose,
a comparatively more convincing narrative for retarding the process of
BRI is (and will continue to be in the future as well) ‘colonization of the
smaller countries of the region by China’. This injected perception, which
was initiated a few years back in Gwadar, Balochistan and spread across
Pakistan, entailed the view that ‘China, while sitting in a dominating
position on our seashore, would control the world geostrategically and in
the process colonize Pakistan’. The idea is equated with ‘British coloniza-
tion’ of South Asia about 200 years back through the East India Company.
This narrative, woven around apprehensions, has made the entire initia-
tive debatable and the subject of scepticism. However, rationality
demands some comparison of the two scenarios be conducted in the eco-
nomic and political domains.

Equating a scenario that is 200 years old—that is, Pakistan with
Mughal India and China with the East India Company backed by the
British government of the time—needs objective analysis. Two basic
questions may suffice to develop arguments for a further course of discus-
sion. First, a question: is Pakistan at this point in time the same with
respect to its state system in terms of economics, societal composition,
management, governance, state of education and knowhow on technol-
ogy as Mughal India was about 200 years ago when the East India
Company arrived on Indian shores? Secondly, has China now become
like the Britain of 200 years ago in terms of ideology, economics, geopo-
litical inclinations and strategic orientation? Obviously, there is no com-
parison between the two situations; that is, neither is Pakistan comparable
with Mughal India nor China with the British empire of old. China has
no historical record of geopolitical expansion similar to British imperial-
ism. At the same time, Pakistan also does not have historical evidence of
accepting undue geostrategic dominance of any state, whether it be
America, Russia or India. As shown in Table 8.1, let us have a look at the
population and economic data of two countries in different areas of con-
cern to get an idea of the two scenarios.

If we look at the state of development of both countries, Pakistan is far
behind China especially in social development, industrial infrastructure
and living standards of its people. One can also get an idea of today’s
China against the Britain of 200 years ago in terms of GDD, per capita
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Table 8.1 China and Pakistan comparison in some areas of relevance

Broad area of concern China Pakistan Ratio
Gross domestic product (GDP), 2017, US $ million 12,240,000 305,000 40:1
GDP per capita, 2017, US $ 8827 15,247  5.7:1
Human capital ranking (2016) 34 125 -
Human development score 67.72 46.34 -
Agricultural land, % 54.7 35.2 -
Population below poverty line, 2015, % 3.3 29.5 -
Industrial production growth rate, 2016, % 6.2 5 -

Source: https://www.indexmundi.com/factbook/compare/pakistan.china/economy
reference taken on 25 November 2018. World Economic Forum, the Global
Human Capital Report 2017, http://www3.weforum.org/docs/WEF_Global_
Human_Capital_Report_2017.pdf

income, human development index, availability of agricultural land, liv-
ing standards of the people and industrial growth. Similarly, one can look
at the present Pakistan in relation to the Mughal India of old in terms of
GDP and other factors already mentioned. Mughal India was much better
than Britain in terms of employment, GDP and skills of the people (Joshi
2009). Pakistan, at this point in time, maintains the 13th largest armed
forces in the world in terms of quality and quantity, much stronger than
that of Mughal India 200 years ago to withstand any external pressure
(Usman Kabir, Express Tribunal, 2018). Additionally, the state system is
getting stronger and better (though at a slow pace) in targeting corruption
and improving management and governance. Under such an environ-
ment, the question is that would China like to physically capture Pakistan
for colonization as the British did, and if yes then to gain what? Is Pakistan
a big market, not comparable to others? Does it possess an abundance of
natural resources like oil, gas and so on that China would like to capture
and take away? And so on and so forth. Having said all this, the advantage
China enjoys in such a remote eventuality is superior strategic orientation
while sitting in the dominating position of Gwadar. However, its focus is
economic and social development and the country is not likely to get
entangled in misadventures. At the same time, looking at Pakistan’s his-
torical and inherent capacity to resist, the narrative of colonization does
not appear to be a possibility. The resilient role of Pakistan against the
Russian invasion of Afghanistan and recent US campaigns in the same
country are a catalyst to comprehension of the future scenario.
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Historically, this part of the world, which includes the Middle Eastern
countries, Iran, Afghanistan, Pakistan, India in partial terms and the
wider East Asian region, has always been driven by the policies of the
USA and European power blocs in one way or another. In pursuance of
a superior strategic orientation, geopolitics has been the main tool of
imposing imperialism through dividing within and outside, especially
neighbouring countries. Their ultimate objectives have been to create
market spaces for their products and expand their businesses through
political power playing and orchestrating the influence of indigenous
minds. China’s role in regional self-sustaining and developments on
socioeconomic dimensions does not go well with the historical mindset
and power dynamics. Additionally, individual and national egos also
come into play to oppose the initiative for development. Over 100
regional and ultra-regional economies becoming part of BRI when put
together are a stumbling block in the way of the self-centred policies of
the present global Western allies, so there has to be opposition to that.
The narrative of ‘colonization by China’ has created a marginal impact;
however, it appears that an awakening would emerge through the visibil-
ity of economic and social developments.

In order to prevent BRI and CPEC coming to reality, another leading
narrative for the common people in Pakistan and other countries of the
Asian region is that ‘China would come and capture the job market’. This
narrative has a strong base because the human resources of most develop-
ing countries like Pakistan are deficient in skill and proficiency. Therefore,
no foreign firm wants to employ ineflicient human resources, which is
considered a drag on the financial viability and growth of the business
entity. Since the narrative is based on a half-truth, it has been more
appealing and convincing even among the business community and
intellectuals in Pakistan. The half-truth is that Chinese firms investing in
Pakistan or for that matter any firm, national or international, undertak-
ing investment has the basic objective common to all, which is earning
profit. Keeping land and capital constant, the only variable for profit
maximization is human resources. Therefore, no Chinese or even Pakistani
firm investing in CPEC business projects could afford to employ defi-
cient or low-skilled human resources.
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The issue is of skill deficiency, not preference in employment based on
nationality or anything else. So how can we comprehend the narrative
and deal with it for societal developments and become part of the strate-
gic business initiative? One option is that Pakistan does not let Chinese
firms invest and create businesses in Pakistan; that is, a complete ban. The
second is to develop the country’s human resources to the level of inter-
national competitiveness, so that Pakistan is in a position to take its due
share of the pie in the global employment markets. In recent times, the
business world has grown fast into the domains of global competitive-
ness. So if a skill-deficient country does not improve in a given domain
and prefers rather to go for blocking efficient human resources coming
in, it is basically pushing itself further into ignorance and stagnation.
There is no escape from global competitiveness in skill and proficiency.
So instead of resisting proficiency and superior skills, developing coun-
tries like Pakistan would rather be required to accept the better practices
and learning of modern knowledge and technology.

Another narrative linked with that previously explained for creating
despondency and scepticism is ‘Debt trapping by the Chinese’. Logically,
loans (when what is due to be paid back becomes a debt) have numerous
sources of generation and fundamentally two main sensible avenues of
expense. The first is that a country obtains loans to pay back a liability to
a third party; there may be many reasons for that, whether waiting to
harvest its own investment or something similar. The second is to utilize
money obtained under favourable conditions to undertake fast-paced
developments which will indirectly or directly generate wealth. In both
cases, the loan is a development initiator and retains the capacity for gen-
erating growth, provided it is professionally managed and governed.
Pakistan does not have a good history of professional loan employment
or debt management. Through the realization developed in the recent
past and accordingly the professional capacity, it is reasonably safe to
assume that Pakistan would be able to put the loan and debt philosophy
into practical use through accountability and visibility. Therefore, under-
standing this ‘debt trap’ narrative in its real perspective is rather essential
to turn a threat into an opportunity. Loans and debts become evils only
when these are mismanaged and the former is utilized for a purpose other
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than wealth generation. Here, it is appropriate to quote Mahatma Gandhi
when he said: ‘nobody can hurt me without my permission’. In fact,
China will not put any country—indeed, no country would put another
country—into a ‘debt trap’ without the consent or willingness of the lat-
ter. Pakistan has been dependent upon loans and debts for many decades,
and this narrative may caution it to employ its resources for generating
wealth instead of utilizing them unproductively. Therefore, in the fore-
seeable future developing countries will continue to be dependent on
loans for demand-driven developments; only those who utilize the money
for wealth generation and pay the loans back on time have a chance of
success and collective prosperity.

As already discussed, BRI is going to have a direct impact on more
than 100 economies in the region and ultra-regional countries, represent-
ing close to 75% of the world’s population. The central point to early
harvesting is the speed with which the projects of economic corridors
need to be made functional. In the case of Pakistan, projects connected
with CPEC would bring economic returns and confidence for people in
a quicker time frame. In order to complete these projects within an earlier
time frame, there is a need for financial resources. The options for Pakistan
include to undertake the projects with national savings according to the
availability of means. It may take decades to complete the envisaged proj-
ects and consequently they may become irrelevant to time and needs.
Another option is to undertake the projects after getting loans and then
paying those back from the earnings, the harvested money. China resolves
the issue vigorously through the lion’s share of investment in the develop-
ment and early operationalization of the main BRI and CPEC projects
from its own means. Utilization of funds taken as loans for completing
CPEC projects would save Pakistan from the apprehension of ‘debt trap-
ping’. In order to comprehend the volume of socioeconomic develop-
ment projects linked with CPEC, a summary is provided in Table 8.2.

An analysis of these projects entails the requirement for an abundance of
financial means, which are obviously beyond the capacity of Pakistan. The
projects have substantial support from the Chinese business community.
The point to understand is that the Chinese have come to Pakistan to earn
profit on a win—win situation, whether it be the employment of human
resources or financial means. If Pakistan is to benefit from the opportunity,
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Table 8.2 CPEC projects in broad categories

No. of Project cost (US $ No. of jobs
Project category projects million) created
Energy 21 33,000 71,959
(17,000 MW)

Roads 5 5341 31,474
Rail 3 8237 14,400
Optical fibre 1 a4 1294
Gwadar port city 12 14,000 77,700
Total 42 58,622 196,827

Source: Dr Ishrat Hussain, CPEC and Pakistan Economy: An Appraisal, Center of
Excellence, CPEC, Islamabad, Edited by Dr Shahid Rashid, Executive Director
CEO-CPEC and Yasir Arrfat, Research Coordinator, CoE-CPEC, Publication of
Centre of Excellence for CPEC, Islamabad available https:/cpec-centre.pk/cpec-
pakistans-economy-a-way-forward/?lang=en reference taken on 25 November
2018

it needs a professional loan management strategy and skill development
initiatives. With these two things, neither would there be a debit trap nor
an over-whelming influx of external human resources.

Apprehending China’s influence in the geoeconomic dimensions of
BRI, there is a natural resistance since it is happening in competitive
global businesses. In the case of Pakistan, the prominent collaboration
against CPEC in particular is naturally the USA and India. For the USA,
the reason is that Pakistan remained compulsively obedient for decades,
with oscillating embraces and repulsions; its parting of ways is intolerable
on the grounds of ego in addition to the geopolitical imperatives. India is
a traditional rival to Pakistan’s existence, prosperity and its stance on
issues like Kashmir. The accumulated outcome is discouraging scrutiny
on regional as well as global levels in terms of public scepticism, physical
attacks and psychological barriers to the progress of CPEC projects. The
reason is that without CPEC, China’s BRI remains incomplete. So with-
out getting into a direct confrontation with a regional economic power,
they would prefer to do it in Pakistan through sponsoring terrorism and
aiding separatist adventures.

From a regional perspective, western China and Central Asia are con-
fronting challenges related to diverse regional politics, security issues and
deficient socioeconomic development. Ideally, societies gain, maintain
and sustain peace and stability among themselves and outside through


https://cpec-centre.pk/cpec-pakistans-economy-a-way-forward/?lang=en
https://cpec-centre.pk/cpec-pakistans-economy-a-way-forward/?lang=en

194 B. Ahmad

social harmony, political integration and a mutually beneficial distribu-
tion of economic resources. People attain and maintain their living stan-
dards in comparisons with others. Pakistan’s Gwadar to Kashgar initiative
is based on areas which are deprived of the basic necessities of life in this
era of modern development. It has therefore become one of the most
volatile regions at this point in time. Despite slogans, especially since
2000, its very slow pace of development has rather discouraged people
from trusting the system of national resolve. Over the years, economic
incapacity has been projected as the sole reason of the slow progress of
development projects in Balochistan, but the government’s expenses on
other schemes negate the claim. As a result, the perception of their being
no benefit to the people of deprived areas is rather strengthened. This is
the sole reason for the common distrust that China will take the major
share, and the rest will fall into the hands of the bureaucracy and other
provinces as planned; consequently, the local population of these areas
will remain deprived.

With respect to transitory trade, the leading beneficiary is China, as
CPEC provides a cost-effective energy transportation route. After the
completion of CPEC, China’s voyage of 13,000 km through the Strait of
Malacca will shrink to a mere 2500 km (Gilani, The Nation, 2016). The
western side of CPEC is conjugated with Afghanistan, Tajikistan,
Kyrgyzstan, Kazakhstan and the northern side of Russia—Mongolia,
whereas on the southwestern side it links with India, which may become
operational in times to come. The perception that the entire game is for
China cannot be undone without fast-paced social development, impart-
ing skills to the youth of deprived areas and giving them jobs on a prefer-
ential basis.

Views on Resolving the Misgivings

We need to understand that narratives like ‘colonization of Pakistan by
China, ‘debt trap’, ‘overwhelming occupation of the job market’ and ‘turn-
ing the Baloch majority into a minority in their native lands’ become very
appealing in the absence of practical corrective measures. There is a very
thin line between perception and reality; it tilts towards misperception or
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misgiving quickly owing to historical adverse happenings. Let us take, for
example, the perception of converting the Baloch majority in Gwadar into
a minority. It is perceived that the Chinese would arrive along with
Pakistan’s elite businesspeople from other parts, especially the Punjab, and
undermine the Baloch people and culture, which are financially weak. The
people of Gwadar will become a minority in their own native land and
remain deprived even of water as they are today, so what is the use of this
port and the development of infrastructure? This perception cannot be
removed with word of mouth only. It needs to have visible marks on the
ground, like resolving the people’s water supply problem, followed by a
strong awareness campaign through media on the societal evolution
through integration as a natural phenomenon. The fact remains that the
central point of CPEC and its connectivity with BRI happens to be the
port city of Gwadar. The trade-facilitating activities of CPEC are bound to
increase the demand for consumer goods, tourism, hotels, resorts, health,
education, construction, housing, consultancy and other tertiary indus-
tries. In this case, the main beneficiary should definitely be the people of
Gwadar and other parts of Balochistan in particular. The people of the
area, whether job seekers or entrepreneurs, need to have some visibility in
the planning and publicity for awareness and execution. Gwadar port cur-
rently has capacity to handle around 1 million tons of cargo, whereas the
planned cargo capacity for the future is 300—400 million tons annually
(Pakistan Observer, September 21, 2016). This is much more than con-
temporary Indian and Iranian seaports. Reaching out to the people is
essential for creating awareness, which is possible through young local
political figures, academia and media persons who shape perceptions.
CPEC is not limited to the energy transportation needs of China; it
also links other issues that need to be settled for regional stability.
According to Chou and Ding (2015), the Chinese western region of
Xinjiang is suffering from violence and regional disturbance. Central and
South Asian regions have strategic value for China, as the roots of vio-
lence in its territory belong to its politically and economically weak
neighbours. The collapse of the USSR in the late 1980s left behind the
impoverished and politically unrepresented Central Asian Republics,
which subsequently became the nurturing grounds for regional terror-
ism. Xinjiang ranks 21st in terms of GDP per capita (Administrative
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Division of Chinese Provinces by GDP, 2017). The Chinese government
envisioned the development of its western region with its inclusion in
CPEC through the development of a special economic zone (SEZ) in
Kashgar for infrastructural development, social welfare and environmen-
tal protection projects. In this way, CPEC is going to play a vital role in
a sustainable peace process for the region through cross-border economic
cooperation. The development of these areas means value for Pakistan
because of its proximity with the Central Asian Republics and western
Chinese provinces. It will substantially reduce terrorism and extremism
in Pakistan. Therefore, the misgiving that the development of western
China is wholly China centric and averse to developing areas in Pakistan
is out of context. The notion of Chinese investment in CPEC only for its
benefit of developing deprived regions is illogical and displays
short-sightedness.

With respect to Pakistan, CPEC is a hope for its economic revival.
GDP growth targeted for the year 2025 is 8% by various estimates.
Despite slower economic activities in the past ten years, the growth pros-
pects of Pakistan are estimated to be very high in the future because of
the number of projects initiated. The target of increasing exports from
the present $25 billion to $150 billion in 2025 shows the growing trend
in the country’s trade and economic activities (Pakistan Observer, August
22,2017). The development of SEZs as part of CPEC will play a crucial
role in the economic development of the country through the generation
of millions of jobs and business opportunities in Pakistan (Pakistan
Statistics, CPEC, SEZs, 2013). SEZs offer special fiscal incentives which
will enhance the growth and quality of business. These zones will meet
the future requirements of producing goods and services, thereby creat-
ing jobs and competitive firms. CPEC and SEZs as avenues for jobs suf-
fer from insufficient awareness among the population, which creates
scepticism. Instead of looking at how the projects can benefit a particular
community or country, the economic rivals and business competitors
focus on advantages to others. International businesses benefit all part-
ners. However, local small to medium businesses and industries feel inse-
cure about their future existence in the presence of technologically
advanced and cost-efficient international companies. The development
of special economic and export processing zones would enable local
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industries to grow further with the provision of special fiscal benefits and
collaboration with international companies, whereas firms operating
outside the SEZs might feel ignored in terms of fiscal support. Language
and cultural barriers will incur additional expenses for local businesses in
terms of employees’ training and bi-lingual translation service charges.
This needs a collective wisdom where all have win—win businesses and a
spread of benefits.

The perception of Chinese domination leading to colonization ought
to be resolved through superior management of loans and financial
transparency. Given weak financial governance, it may not be a physical
occupation but only control of the economy of the country. On this
account, the Pakistani government pleading Chinese friendship and
intellectuals apprehending Chinese designs on colonization both have
extreme views. The government’s stance that the colonization concept
will not materialize despite the enormous Chinese investment which the
Pakistani financial system is ill nourished to sustain appears deficient of
displayed conviction. When our expenditures are much beyond even the
maximum limit of economic capacity, the possibility cannot be ruled
out when there are examples of similar kinds. Say, for example, that
China, being an old friend, would not like to undertake colonization,
what choices are available to Pakistan? When you do not have the capac-
ity to pay back your debts, the choices are either to borrow from other
countries and pay China or to sell your assets to China. Thus Chinese
investments have price tags; for that matter, even those in Pakistan have
their own price tags when confronted with a similar situation. Therefore,
China cannot be blamed for Pakistan’s own shortfalls. The misnomer of
friendship with China ‘deeper than the sea and higher than the Himalayas’
is only a political slogan for positional gains in world politics. It has
nothing to do with the business world; China would prefer to be a busi-
ness partner than to have this kind of emotional attachment. On the
other hand, some intellectuals and media personalities again have
extreme views about China, which is projected as all out to subjugate
Pakistan to slavery. Why would the Chinese do that when it does not
serve much purpose to their interests? If they could meet their economic
interests by transit and transport facilities through Pakistan, why they
should go for deeper trouble?
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Similarly, the mere presence of Chinese in Gwadar is an indicator to
the global powers of its dominance of the Arabian Sea, Persian Gulf and
Indian Ocean. In the same way that Pakistan lost out on maintaining
good relations with Muslim countries on the basis of a brotherhood the-
sis resting on religion, it may do the same in the case of China. The
merely emotional religious feelings forming the base of relations with
Muslim countries did not work because they were devoid of any matter
worth serving them when Pakistan was full of dichotomies. With a weak
economy, sluggish political system and ineffective governance, it moved
forward to be the leader of the Muslim world based on the emotions of
religious brotherhood. It interfered in the affairs of others when its own
house was not in order, expecting a soft response, and it consequently lost
their confidence. Pakistan has always been blurred with undue expecta-
tions from Muslim countries on just emotional affiliations. Similar to
China, they want to do business with Pakistan; all businesses are under-
standably objective in nature. So Pakistan needs to be realistic about
doing business with China without expectations of friendship; no friend
would like to bear losses in business due to the professional incompetence
of a trade partner.

In order to make its human resources competitive, Pakistan needs to
take major steps, starting from a curriculum review of teaching method-
ologies. Its maritime domains are totally neglected, for which it needs to
establish a maritime university within two or three years. Chinese and
Pakistani human resources are far apart in expertise, stamina for work,
skill levels and discipline. This is because of the state system of education,
skill development and governance mechanisms. In China, the govern-
ment plans and people execute those plans; this is how it keeps its
commitments to the planned timings. In Pakistan, the state system is dif-
ferent: it takes more time and people are used to working under different
conditions. Chinese companies working in Pakistan would prefer to have
their own human resources due to a number of reasons; broadly these
include language, culture, discipline, expertise and mechanism of reward
and punishment. It will take time for Pakistani human resources to
become more competentand for other barriers to be minimized. Therefore,
it is up to Pakistan when to train human resources for the envisaged jobs
in collaboration with Chinese companies; the sooner the better.
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Other apparent barriers to the development of joint projects
include security apprehensions, the misnomer of a power balance in
Pakistan and the personal egos of leaders for gaining domestic politi-
cal mileage. In this area, Pakistan is moving towards a better future of
consensus building and collective decision-making, although at a
slow pace. The most crucial and delicate scenario is religious sensitivi-
ties and the fragility of belief situations. The mobilization of simple
masses for their violent reactions based on religious sentiments
becomes a tool for spontaneously and forcefully disrupting the func-
tioning of the state machinery. The people in Pakistan have debatable
(controversial at times) perceived obligations to protect the rights of
their Muslim brethren living in other parts of the world. They are
even ready to take extreme actions against the Muslim population in
the country. If one starts counting the numbers of fatwas of one
school of thought against the other, it may become difhicult to find
even one Muslim in Pakistan. In recent years, fanatics within Islamist
parties have called the judiciary, defence forces and even the govern-
ment machinery anti-Islam. China also has a sizeable Muslim popula-
tion living there, especially in Xinjian province. The Chinese
government has different rules of governance and management and
Muslims in China are no exception to the law of the land. Under such
an environment, if someone has to sell the narrative to the people of
Pakistan that China is not treating their Muslim brothers and sisters
well in their own country, it is very simple to convince a few mullahs
by any means to start provocations leading to violence. Then Pakistan
may have to live with it for decades: Muslims killing Muslims through
mullahs. Similarly, if those in Pakistan are more concerned about
Indian Muslims than their brothers and sisters in Pakistan, under the
adverse scenario, the people may rise against China’s presence in the
country. It may turn into a revolt led by religious feelings through the
madrassa-led school of thought, and that is not difficult to find in
Pakistan with the least motivation. Chinese and Pakistani govern-
ments both have to be mindful of such a situation. The viable solu-
tion lies in mass education and keeping religion out of business
dealings with the Chinese.
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Conclusion

CPEC provides enormous opportunities, but it also suffers from short-
falls which need to be addressed. The shortfalls predominantly pertain to
people’s perceptions and the dichotomies in commitment and execution.
These dichotomies give rise to discouragement of investment. This dis-
couragement is socialized through different narratives, as explained in
this chapter. In order to understand and find solutions to the dichoto-
mies, a schematic model has been provided in the Appendix. According
to the proposed model, business facilitation and sustainability would lead
to the geopolitical advancement of both societies. The governments of
both countries need to exercise caution over people’s sensitivities with
respect to their culture, traditions and belief system. At the same time,
CPEC study material should be introduced at higher education institu-
tions and made a compulsory part of entrepreneurial studies to explore
new business opportunities in the changing regional trade scenario.
Entrepreneurial projects at university level must be linked with financing
facilities to turn ideas into earnings reality.

BRI as an initiative of connectivity should be utilized to promote tol-
erance, peace and harmony among regional countries and eradicate
regional destabilizing elements through sustainable economic develop-
ment. The extension of the CPEC trade transportation network to other
countries of the region will give a sense of cohesion and help establish a
new trading bloc. As a result, business and trade in Pakistan will have
more opportunities for collaborations and joint ventures with interna-
tional companies. Local industries will become more efficient to compete
in the global market. Lastly, Pakistan should not let this corridor and
Gwadar port be used for any other purpose than business and trade; the
focus should remain on an economic win—win scenario for all. Political
and geostrategic aspirations should never be allowed to find a space in it;
even the worst rivals like India be allowed to get all the business and trade
benefits without any discrimination. The survival of our future genera-
tions depends on the success of this project.
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Appendix

| Proposed Model for Success of CPEC Linked with BRI

201

Awareness: BRI and CPEC
Philosophy, Job  Opportunities,

Awareness Campaign be undertaken through Intellectuals, Media
Persons, Educational Institution, Government Policy Updates

Global Business and Economics

Strategy for Countering Misgivings:
Colonization, Debit Trap, Capturing

Misgivings be countered through Short TV Plays, Movies, Long TV
Serials through Political Leadership, Teachers, Intellectuals

Job Market, China Centric CPEC,

Win-Win on Economics for all

CPEC for Socio-Economics Only: > in Business and Trade

Connectivity for Growth

Agreements of Assurance, Political
Commitments, People  Centric
Policies, Globalized Functioning

Education and Skill Development:

Maritime, Economics and Finance,
Marine Sciences, Ports & Shipping,
Skill Development on Technology

Unambiguous
Leadership and
Decisions Making

Successful Use of
Connectivity as
Engine of Economic
Growth for China,
Pakistan and

A\

Government Policy: Unambiguous,
Sustainable, Transparent, Mutually
Benefitting, Supportive to Local
Investors, Modern Technologies

Security: Preventive rather

Proactive, Supporting  Business >

Operations and Discrete at the
Same Time, Use of Technologies

Regional States

Ensuring Sustainability
of Business and Trade

Religious Sensitivities: Intelligence
Based Preventive Strategy,
Respecting Local Laws and

Philosophy of CPEC be based on its non-use for geo-political
purpose, be purely for non-discriminatory Socio-Economics benefits.

Respective Faiths, Education.

/

Education and Skill Development through International
Collaborations, Hands on Tools and Applied Research / Projects

Pakistan’s decision making be made compatible to China in terms of
time and sustainability through pre-planning and foresightedness.

Philosophy of Security Mechanism should be Preventive and
Proactive, Intelligence Based, Benign, Firm and Discrete

Intelligence Based Preventive Strategy for Religious Fallouts,
Respecting Local Laws and Respective Faiths, Education.
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Aligning the Global Value Chains
of China and Pakistan in the Context
of the Belt and Road Initiative,
and China Pakistan Economic Corridor

Yasir Arrfat

Introduction

To reduce the gap in exclusiveness between developed and emerging
economies through sustainable trade development initiatives, the world
has been practising different models of regional integration for the last
five decades, including the Association of Southeast Asian Nations
(ASEAN), BRICS (Brazil, Russia, India, China and South Africa),
Economic Cooperation Organization (ECO), Central Asian Republics
(CAR), G7 (Canada, France, Germany, Italy, Japan, UK and USA),
European Union (EU) and so on. However, currently most of these mod-
els are facing serious challenges, for example Brexit. Based on these cases
and experiences, President Xi Jinping of China initiated a new model of
regional integration, namely the Belt and Road Initiative (BRI), in 2013
to address the prevailing issues of exclusiveness through effective and
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efficient global value chain (GVC) integration among all 69 countries of
BRI (see later Appendix 2) (Jinping 2018).

The purpose of BRI is to initiate a new model of regional integration.
China has always believed in sustainable and inclusive development plans,
and this vision can be achieved only with sustainable trade development
among developed and developing countries. With the help of BRI pro-
grammes, 35% of global gross domestic product (GDP) and 31% of
global trade will become sustainable in the long run (Bruce-Lockhart 2017).

In the next phase, China will be developing all emerging regional
economies of BRI under the exporting industrialization regime, in which
hundreds of special economic zones (SEZs) will be established in Africa,
South Asia, Central Asia, Europe and the Middle East. These SEZs are
intended to develop regional integration through forward and backward
linkages among domestic and global markets.

To attain sustainable industrial development, this study suggests relocation
of saturated industry from eastern/central China to Pakistan under BRI and
CPEC SEZs on the basis of certain rationales. It is an opportune time for
Pakistan to get advantages from the huge amount of Chinese industry which
is relocating to other parts of the world because of its labour costs. In this
study, some key sectors are identified regarding in what factors Chinese
industrial relocation can benefit both countries. Moreover, key strategic take-
aways have also been calculated through a descriptive analysis, together with
some directions for possible joint ventures among Chinese and Pakistani firms.

The chapter will start with a brief explanation of CPEC’s industrial
cooperation, along with the Chinese industrial development plans to
highlight effective and efficient practices, followed by Chinese GVCs and
their growth potential to identify the key saturated industrial sectors
under the Chinese exporting industrial relocation regime. Next it dem-
onstrates Pakistan’s trade profile and the products it exports according to
the indications of revealed comparative advantages, in order to avail the
country of the maximum benefits from the Chinese industrial relocation
regime and optimal integration with its GVCs. The study also unfolds a
critical analysis for the decisional process of Chinese industries relocating
to Pakistan, while improving the strategic and tactical benefits to both
economies. On the basis of these findings, more avenues are suggested for
possible joint venture directions for vibrant investors while aligning the

GVGC:s of both Pakistan and China.
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China Pakistan Economic Corridor and Special
Economic Zones

CPEC was initiated in practice in 2015 by the leadership of both coun-
tries based on four major windows: (1) energy, (2) infrastructure, (3)
Gwadar port and (4) industrial cooperation. The details of its major proj-
ects are in Table 9.1.

Three of CPEC’s windows (energy, infrastructure and Gwadar) are
almost in the completion stages and the next phase is sustainable regional
industrial integration. For this, China is adopting the same model for
industrial development that was successfully practised in 1978.

According to the economic history of Chinese growth, in 1978 the
Chinese government announced five SEZs along with hundreds of indus-
trial and economic zones under the ‘Reform and Open Up Policy’.
Geographically, most of these were in the eastern coastal areas of China.
However, the latest one, the sixth SEZ, was declared in landlocked west-
ern China in 2010, as shown in Fig. 9.1.

This sixth SEZ is geographically located in the autonomous region
named Kashgar in Xinjiang. The success of these industrial zones is based
on light engineering sectors, industries that are based on two parameters:

Table 9.1 China Pakistan Economic Corridor, major projects

Major No. of Estimated cost Projected cost No. of direct job
categories projects  (US $ million) (US $ million) opportunities
Energy 21 26,370 for 33,000 for 71,959
13,810 MW 17,045 MW

Infrastructure 5 5341 5341 31,474

(road)
Infrastructure 3 8237 8237 14,400

(rail)
Infrastructure 1 44 44 1294

(optical fibre)
Gwadar 12 793 10,000-14,000 77,700
Special 9 In progress In progress

economic

zones
Total 42 $40,784 $58,622 196,827

Source: Ministry of Planning, Development and Reforms, Islamabad database
(Husain, Arrfat 2018).
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Fig. 9.1 Chinese special economic zones. (Reproduced with permission from the
Centre of Excellence for CPEC, Islamabad). Source: National Development and
Reforms Commission (NDRC), China database

assembly and labour intensity. The Chinese SEZs at national level
accounted for 22% of national GDP, 46% of foreign direct investment
and 60% of exports, and generated over 30 million jobs (Zeng 2010).
Details of these zones are shown in Table 9.2.

However, now these industrial zones are at the level of the highest satu-
ration in the light engineering sectors and these industries are willing to
relocate to other areas of the world where they can enjoy comparative
advantages in terms of low operational expenditure (OPEX).

In order to boost and capture this saturated light engineering industry,
nine SEZs have been included in CPEC and are under discussion, as
shown in Table 9.3. Moreover, three of them are in the final stages of
ground breaking, namely Dhabeji in Sindh, M-3, Faisalabad in the
Punjab and Rashakai in Khyber Pakhtunkhwa. The detailed endowments
and potential industries are in Appendix 1.
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Table 9.2 China’s six special economic zones (SEZs)

Average
gross
domestic
product
(GDP), US
SEZs Location Inauguration $ billion
Closed Open Shenzhen Guangdong 1978 >152
economy economy: (coastal)
1948-1978 Chinese Zhuhai Guangdong 1978 >19.2
central (coastal)
government Shantou Guangdong 1978 >19.25
announced (coastal)
‘Reform and Xiamen  Fujian (coastal) 1978 >32
Open Up Hainan Hainan (coastal) 1978 >32.8
Policy” in Kashgar Xinjiang 2010 123
1978 (landlocked)

Source: National Development and Reforms Commission (NDRC), China database

Table 9.3 CPEC special economic zones (SEZs)

No. Name of SEZ Location

1 Rashakai Economic Zone on M-1 Khyber Pakhtunkhwa

2 Special Economic Zone Dhabeji Sindh

3 Bostan Industrial Zone Balochistan

4  M-3, Faisalabad Punjab

5 ICT Model Industrial Zone Islamabad

6  Industrial Park on Pakistan Steel Mills Port Qasim, Karachi

Land

7 Mir Pur Industrial Zone Azad Jammu and Kashmir

8 Mohmand Marble City Federally Administered Tribal
Areas

9  Mogpondass Special Economic Zone Gilgit Baltistan

Source: Ministry of Planning, Development and Reforms, Islamabad database

China’s Global Value Chains

According to the latest data from the International Trade Centre (ITC),
in 2016 $32 trillion worth of global trade was recorded, including exports
and imports. China was the largest exporter, at $2.09 trillion, and the
second largest importer, at $1.58 trillion. With a worth of $1 trillion,
27% of Chinese trade is with Europe, Africa, Central Asia, the Middle
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East and Pakistan. Strategically, CPEC will be the most optimal route for
transit of this $1 trillion in trade in the long term.

The best way to integrate Pakistani industry with Chinas GVCs is to
align its industrial development plan with the macro vision of Chinese
industry. The Chinese economy is significantly based on labour-intensive
light engineering sectors. Geographically, these light engineering sectors
have mostly been located in eastern coastal areas of China since 1978.
Oceans cover 71% of the globe and 90% of the world’s trade is delivered
by sea. To this day, based on the World Bank database, 80% of global
GDP comes from areas within 100 km from coastal areas (Wang Yiwei
2016). This leads economies towards exclusive growth and an imbalance
of power. According to the World Economic Forum (WEF), the annual
per capita income of eastern China is $8113 and the annual per capita
income of western China is almost half of that at $5490 (GCI 2018).
There are certain factors behind this gap. In 1978, China announced the
‘Open Up’ policy and inaugurated five SEZs coupled with hundreds of
other industrial zones in eastern coastal China. Then in 1990, China
announced at ‘Go West’ policy and developed central China. Moreover,
in 2010, China declared its sixth SEZ in western China (Xinjiang region)
and finally started a new model of regional integration (BRI) to address
this exclusive growth issue at large. The six corridors of BRI will enable
these deprived and landlocked regions to access GVCs in a short time span.

China’s trade with BRI countries in 2015 exceeded $1 trillion, account-
ing for one-fourth of its total foreign trade. In the past ten years, the
volume of trade between China and these countries grew at an average
annual rate of 19%, four percentage points higher than the average
growth rate of China’s overall foreign trade in the same period. According
to the 13th Five-Year Plan, in the next five years China will import
$10 trillion worth of goods, its foreign investment will exceed $500 bil-
lion, the number of outbound tourists will reach about 500 million, and
China’s neighbouring countries and Belt and Road countries will be the
first to benefit (Wang Yiwei 2016).

There are two major rationales behind the development of SEZs in
BRI countries. The first is the exclusive growth issues among western,
central and eastern China, because the light engineering sectors have
been saturated due to the exponential rise in wages. Therefore, a sug-
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gested approach for China is to analyse the GDP per capita of BRI coun-
tries and select a country of interest accordingly. The complete list of BRI
countries is in Appendix 2. Pettinger (2017) has suggested that GDP per
capita is directly correlated with the wages of the economy in an ideal
environment. Similarly, some regionally competitive destinations for
Chinese industrial relocation are in Table 9.4.

The highest GDP per capita reported in Table 9.4 is for Singapore
($57,713), followed by Brunei ($29,711), Malaysia ($9813), China
($8643) and Thailand ($6591), while GDP per capita for the rest of the
BRI countries hovers between $1000 and $5000. The lowest categorized
countries in terms of GDP per capita include Myanmar ($1299),
Cambodia ($1389) and Pakistan ($1541).

Moreover, Pakistan has improved its rank in the Global Peace Index
2018 by one point; on the other hand, Cambodia and Myanmar reduced
their rank by 18 and 15 points, respectively, due to political instability
and the violent criminal activities of ethnic groups. In the meantime,
Pakistan has significantly improved its security situation over the last five
years. Its rank in ‘quality of infrastructure’ has improved from 105th to

Table 9.4 Per capita GDP of Pakistan’s regionally competitive Belt and Road
Initiative countries

Annual per capita GDP, US $

2013 2017/2018
Bangladesh 904 1601
Brunei 39,678 29,711
Cambodia 1047 1389
China 6747 8643
India 1505 1982
Indonesia 3467 3875
Lao PDR 1505 2543
Malaysia 10,407 9813
Myanmar 916 1299
Pakistan 1308 1541
Philippines 2707 2976
Singapore 55,183 57,713
Thailand 5678 6591
Vietnam 1909 2353

Source: ASEAN Macroeconomic Database, World Bank Database, World Economic
Forum Database
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82nd in the last five years (Global Competitiveness Index, GCI 2018).
Pakistan is going to become a trade transit hub with the effective utiliza-
tion of the CPEC route coupled with the emerging deep-sea port of
Gwadar, endorsed by the Asian Development Bank (Rana 2017). Gwadar
also started its commercial operations with international shipper China
Overseas Shipping Company in March 2018. Gwadar Free Trade Zone
began commercial activities at Gwadar port in January 2018 after the
first international expo. Similarly, Bloomberg recently endorsed Pakistan
as a clear winner among the most under-rated economies (Cowen 2017).
Pakistan will be the third fastest-growing economy by 2024 (Economic
Complexity Index, ECI 2018). It has also been blessed with trillions of
dollars’ worth of natural endowments (Appendix 1), including being the
fifth largest milk producer in the world, having the seventh largest coal
reserves in the world (186 billion tons, according to the National Electric
Power Regulatory Authority), having more than 800 km of untapped
coastal area, and being the world’s top tourist-preferred destination.

These are all fantastic opportunities for national and international
investors to boost regional economies. The economic progress of the
entire region is impressive, and the prospects for sustained economic
growth are bright.

Last but not least, major markets for Chinese exports are still to the west,
including Europe, Central Asia, the Middle East and Africa. For that mar-
ket access, Pakistan remains an eflicient destination in the way of the sup-
ply chain value proposition. In thelight of these narrativesand endorsements,
Pakistan is one the best destinations for relocation of these light engineer-
ing saturated industries from eastern/central China under BRI and CPEC.

Similarly, as reported by Professor Justin Yifu Lin, Economic Advisor
to President Xi Jinping, $85 million worth of work has been saturated in
the light engineering sector in eastern and central China, and these indus-
tries and industrial clusters are willing to relocate to the SEZs of the BRI
countries, where these investors can enjoy relatively lower capital expen-
diture (CAPEX) and OPEX to maximize their bottom lines based on
route and labour cost advantages (Lin 2017).

Around 56% of Chinese exports amounting to $1168 billion are held
in light engineering products, as outlined in Table 9.5.
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Table 9.5 Chinese exports of light engineering products, 2016

Light engineering products Us $ billion
Textiles 300.00
Metals 195.00
Chemical products 116.00
Transportation 106.00
Plastics and rubber 96.20
Footwear and hardware 73.70
Stone and glass 52.20
Animal hides 41.70
Foodstuffs 30.70
Mineral products 32.50
Precious metals 28.90
Paper goods 28.80
Vegetable products 27.40
Wood products 19.30
Animal products 18.20
Animal and vegetable by-products 0.78
Arts and antiques 0.67
Total 1168.05

Source: Massachusetts Institute of Technology, International Trade Centre, World
Trade Organization, World Integrated Trade Solutions databases

Based on the 17 light engineering sectors mentioned in Table 9.5,
31% of these export goods amounting to $643 billion are going towards
Europe, the Middle East, Central Asia, Africa and Pakistan. The highest
export value reported is for textiles ($300 billion), followed by metals
($195 billion) and chemical products ($116 billion). These top three
export products represent 52% of all exports of the light engineering sec-
tors, which shows the huge potential for Pakistan to integrate its indus-
trial regime with the light engineering labour-intensive relocation
industries of China. Pakistan also has in-depth endowments in these
three sectors as well, whose details can be seen in Appendix 1. However,
Fig. 9.2 segregates the possible destinations of Chinese light engineering
exports through the CPEC route.

Currently, CPEC could be the most feasible route for this trade with
Europe, the Middle East, Central Asia and Africa, and the relocation
destination for these light engineering industries. Strategically, Pakistan
could improve its export bill and reduce its import bill after effective and
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Possible Destinations of Chinese Light Engineering Exports via
CPEC, 643 Billion USD's (2016, MIT, OEC)

Africa, 94 B,

14%

Middle East &
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Pakistan, 17.5 B,
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Fig. 9.2 Possible destinations of light engineering exports via CPEC. Source:
Massachusetts Institute of Technology, International Trade Centre, World Trade
Organization, World Integrated Trade Solutions databases

efficient relocation of these saturated light engineering industries from
China under the sustainable integration of its exports and imports with
Chinese GVCs.

The second rationale is Chinese imports of high-tech products. As
shown in Fig. 9.3, in 2016 China imported $627 billion worth of high-
tech products from South Korea, Japan, the USA and Germany.

Figure 9.3 shows that 40% of Chinese imports out of $1588 billion
are based on high-tech products from only four countries. The highest
imports of high-tech products reported are from South Korea ($191 bil-
lion), followed by Japan ($175 billion), the USA ($151 billion) and
Germany ($103 billion). Currently, China is again repeating its indus-
trial ‘Open Up’ policy of 1978, in which it will be substituting its high-
tech imported products with the help of upgrading its existing light
engineering industry towards high-tech manufacturing under its indus-
trialization regime (Shunli Yao 2018).
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Chinese Imports of High-Tech Products,
627 Billion USD's, 2016

Germany,
Japan, 175 B, 103 B, 17%

28%

South Korea,
191 B, 31%

USA, 151 B,

24%

Fig. 9.3 Chinese imports of high-tech products. Source: Massachusetts Institute
of Technology, International Trade Centre, World Trade Organization, World
Integrated Trade Solutions databases

Pakistan Trade Profile

According to the latest data from the International Trade Centre shown
in Fig. 9.4, in 2017 Pakistan’s total average trade was $71 billion over the
last half decade, including average exports of $23 billion and average
imports of $48 billion.

Out of the total of traded goods, 75.7% is based on three sectors, tex-
tiles, chemicals/plastic/rubber and metals (iron/steel), amounting to

$53 billion.

Revealed Comparative Advantages

Revealed comparative advantage (RCA) is an important indicator, which
calculates whether a country has an advantage in exports of a specified
good, as compared to other countries. An RCA of greater than 1 shows
that the country has a comparative advantage for a particular product,
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Pakistan's Trade Trend, Billion USD's, 2013-17
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Fig. 9.4 Pakistan’s trade trend. Source: Massachusetts Institute of Technology,
International Trade Centre, World Trade Organization, World Integrated Trade
Solutions databases

while an RCA less than 1 shows that the country is at a comparative dis-
advantage for a particular commodity.

According to the latest RCA list from World Integrated Trade Solutions,
the top 20 export product groups from Pakistan are shown in Table 9.6
together with Pakistan’s advantages and disadvantages accordingly.

Based on the latest RCAs (2016), Pakistan possesses a unique com-
parative advantage in five product groups, namely textiles and clothing
(15.1), followed by hides and skins (7.8), vegetables (2.87), minerals
(1.68) and intermediate goods (1.13). Their average RCAs (2009-2016)
are shown in Fig. 9.5.

According to Fig. 9.5, Pakistan has the highest average RCA in textiles
and clothing (14.45), followed by hides and skins (8.34), vegetables
(3.49), minerals (1.49) and intermediate goods (1.45) in exporting prod-
ucts to the world. These five sectors are usually combined into three
broader sectors, textiles and clothing, metals and chemical products,

by the ITC.
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Table 9.6 Revealed comparative advantages of Pakistan’s products
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Product group 2009 2010 2011 2012 2013 2014 2015 2016
Capital goods 0.09 0.07 0.09 0.07 0.07 0.07 0.08 0.08
Consumer goods 164 172 158 149 168 183 183 202
Intermediate goods 1.5 14 144 19 166 133 125 1.13
Raw materials 045 051 066 06 063 066 0.87 0.68
Animals 09 103 112 1 122 1.2 134 09
Chemicals 0.13 0.13 0.14 0.13 0.18 0.15 0.12 0.1
Food products 0.78 065 08 094 132 1.08 091 0.77
Footwear 0.68 0.58 0.61 074 0.77 0.86 0.78 0.83
Fuels 0.12 0.17 0.18 0.16 0.16 0.25 0.25 0.22
Hides and skins 9.2 888 808 799 864 86 751 785
Machinery and electrical 0.05 0.04 0.05 0.03 0.03 0.03 0.03 0.03
Metals 0.34 037 038 048 038 032 0.29 0.29
Minerals 1.9 135 113 1.19 154 16 153 1.68
Miscellaneous 044 044 045 043 046 051 048 0.51
Plastic and rubber 0.33 037 036 043 037 033 029 0.29
Stone and glass 2 1.78 14 24 068 034 0.2 0.29
Textiles and clothing 13.8 13.8 144 144 151 147 144 15.1
Transportation 0.04 0.03 0.03 0.03 0.03 0.02 0.05 0.02
Vegetables 296 443 392 3.15 3.89 352 323 287
Wood 0.06 0.13 0.1 008 0.1 0.1 0.09 0.17

Source: World Integrated Trade Solutions database

Pakistan's Exporting Products with Average Revealed Comparative

Advantages, RCA (2009-16)

Textile & Clothing  Hides & Skins

Vegetables

Minerals

14.45
8.34375
4962
349623 L1490 | 1.45125

Intermediate Goods

Fig. 9.5 Pakistan’s products with average revealed comparative advantages,
2009-2016. Source: World Integrated Trade Solutions database
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Pakistan’s Revealed Comparative Advantages
in Exports to China

Figure 9.6 shows the sectors where Pakistan has a clear advantage against
China over the last five years; that is, Pakistan has an RCA >1. Textiles
and clothing remains, unsurprisingly, Pakistan’s strongest product group,
with an overwhelming RCA of 33.3. Other sectors where Pakistan
appears to have had an export advantage from 2011-2015 include ani-
mals, food, hides and skins and metal products.

Similarly, Pakistan is consuming a significant amount of its foreign
exchange reserve (FOREX) on importing these light engineering prod-
ucts from China and the rest of the world, as shown in Fig. 9.7.

Based on Fig. 9.7, Pakistan is currently liquidating around $20 billion
annually to import three light engineering products, textiles/clothing ($6
billion), chemicals/rubber/plastics ($10 billion) and metals (iron and
steel; $4 billion) from China and the rest of the world. Conclusively,
Pakistan could save up to $20 billion of FOREX annually with proper
import substitution industrialization in appropriate collaboration with
the Chinese light engineering industrial relocation regime under

BRI and CPEC.

35.2
33.7pm33.3
W 2011 2012 2013 M 2014 2015 30-19 7
9'47_98.39‘47.1
2.7 3.74
217111718 2.11.92.1 1.21.11.11.11.3
[ | [ | [ | l - -
Animal Food Products Hides and Skins Metals Textile and
Clothing

Fig. 9.6 Pakistan’s revealed comparative advantages in exports to China
(2011-2015). Source: Pakistan Business Council database (PBC 2016)
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PAKISTAN'S AVERAGE IMPORTS IN LIGHT ENGINEERING
SECTORS (2015-2017), BILLIONS USD'S
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8
6
4
29 3 25 3
|
Textile/Clothing Chemical/Rubber/Plastics Metals (Iron/Steel)

M China World Total

Fig. 9.7 Pakistan’s average imports in light engineering sectors (2015-2017).
Source: Massachusetts Institute of Technology, International Trade Centre, World
Trade Organization, World Integrated Trade Solutions databases

Based on this discussion, textiles and clothing, chemicals and metals
(iron and steel) are the most mature sectors in Pakistan in which a huge
chunk of foreign direct investment (including Chinese) could be incurred
to gauge the labour and route costs advantages.

Decisional Processes

Based on this descriptive information, narrative and trails, a decisional
process has been developed in the following sections.

Chinese Industrial Upgrading

As shown in Fig. 9.8, the suggested way of Chinese industrial upgrading
has been explained in six steps under the BRI industrial upgrading
regime. The question that arises is what will be done with the existing
Chinese light engineering sector? The detailed answer can be viewed
in Fig. 9.9.
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Fig. 9.8 Chinese light engineering upgrading towards high-tech
Chinese Saturated Industry

In Fig. 9.9, the Chinese light engineering industrial relocation plan is
explained in six brief steps. These six steps clearly converge on the Chinese
light engineering industry being relocated to BRI countries where these
industries may enjoy lower CAPEX and OPEX, particularly in terms of
lower wages and lower logistics costs.

Convergence of Chinese Global Value Chains
with Pakistani Global Value Chains

According to the latest discussion with the National Development and
Reforms Commission, Beijing and the Board of Investment, Islamabad,
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Fig. 9.9 Chinese saturated light engineering industry

three types of industrial sectors, namely textile, chemicals and metals
(iron/steel), will be relocating from Chinese SEZs to western China and
CPEC’s SEZs. Based on a descriptive analysis, the potential of exports for
these three sectors is shown in Fig. 9.10.

Based on the latest data shown in Fig. 9.10, Chinese exports have
almost doubled since 2008, amounting to $500 billion in 2017 in the
sectors under consideration: textiles ($178—257 billion), chemicals/rub-
ber/plastics ($90-200 billion) and iron/steel ($21-43 billion). Therefore,
conclusively, BRI countries have a fair opportunity to avail themselves
the maximum share from these sectors in the relocation process.

Similarly, Pakistan has already unique RCAs in these three sectors,
combined with lower labour costs, a geostrategic location (closer to major
consumption markets) and natural endowments (Appendix 1). In this
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CHINES EXPORTS IN LIGHT ENGINEERING SECTORS, BILLION USD'S
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Fig. 9.10 Chinese exports in light engineering sectors. Source: Massachusetts
Institute of Technology, International Trade Centre, World Trade Organization,
World Integrated Trade Solutions databases

way, Pakistan and China may integrate their GVCs sustainably for mutual
and regional benefits.

Benefits to Both Economies

Based on the suggested model of GVC integration, both economies may
avail themselves of win—win incentives. Chinese low-tech industry is cur-
rently suffering high wages and high logistics costs due to the distance
from the major consumer markets of Europe, Central Asia, the Middle
East and Africa. However, these industries may enjoy lower OPEX if
properly relocated to CPEC SEZs. On the other hand, Pakistan is cur-
rently developing its industrial base and exporting regimes. In that way,
both economies may get mutual benefits along with emerging regional
economies. Conclusively, these major benefits can be viewed in
Figs. 9.11 and 9.12.

As reported in Fig. 9.12, Pakistan may avail itself of strategical benefits
from the relocation of these three saturated light engineering industries—
that is, textiles/clothing, chemicals/rubber/plastics, metals (iron/steel)—
from China in terms of a reduction in its import bill of up to $20 billion



9 Aligning the Global Value Chains of China and Pakistan... 221

Benefits for Chinese
Saturated Light
Engineering-Labor
Intensive Industry after
relocation in CPEC's SEZs

Fig. 9.11 Advantages to Chinese industries

~
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Fig. 9.12 Advantages to Pakistan
annually, in addition to an increase in its export bill of up to $500 billion

accordingly and employment of up to 85 million labour-intensive jobs.

Possible Joint Ventures

Moreover, the top five light engineering production industries are
mentioned in Table 9.7 to showcase and project the export potential
of these three sectors. Possible joint ventures could be made among
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Table 9.7 Possible industries for joint ventures between China and Pakistan

HS 6-digit  US $

Name of products code billion

Top five Chinese exported products in textile sector, 2016

Pullovers, cardigans etc. of manmade fibre knit 611,030 10.65

Women's, girls’ trousers and shorts, of cotton, not 620,462 8.1
knit

Pullovers, cardigans etc. of cotton knit 611,020 7.26

Men'’s, boys’ trousers and shorts, of cotton, not knit 620,342 6.25

Made-up articles (textile) nes, textile dress patterns 630,790 6.19

Top five Chinese exported products in chemicals sector, 2016

Chemical industry products, preparations, mixtures 382,390 3.26
nes

Medicaments nes, in dosage 300,490 2.47

Diammonium phosphate, in packs >10 kg 310,530 2.36

Herbicides, sprouting and growth regulators 380,830 2.29

Chemical element/compound wafers doped for 381,800 2.1
electronic

Top five Chinese exported products in iron/steel sector, 2016

Bar/rod, alloy steel nes, nfw hot rolled/drawn/extrude 722,830 9.15
Structures and parts of structures, iron or steel, nes 730,890 8.79
Articles of iron/steel, nes 732,690 8.55
Hot rolled alloy steel, coils width >600 mm, nes 722,530 4.832
Flat rolled iron or non-alloy steel, coated with zinc, 721,047 4.63

width >600 mm, nes

Note: HS, World Customs Organization's Harmonized System; nes, not elsewhere
specified; nfw, not further worked. Source: Massachusetts Institute of
Technology, International Trade Centre, World Trade Organization, World
Integrated Trade Solutions databases

Pakistani and Chinese industries in these sectors as well with proper
industrial relocation policies.

Conclusion

Based on Chinese industrial relocation and upgrading regimes, in-depth
descriptive analysis and a specific narrative from Chinese economic and
industrial experts, a labour-intensive sector such as light engineering is
saturating and conclusively becoming uncompetitive, mostly due to the
exponential rise in wages in eastern/central China. On the other hand,
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China desires to upgrade its industrial base towards high-tech according
to its 13th five-year development plan to save its import bill for high-tech
product imports amounting to $627 billion annually from South Korea,
Japan, the USA and Germany. In this regard, China is planning to relo-
cate its saturated low-tech, labour-intensive industry towards the under-
developed and developing countries of BRI, where these industries may
enjoy low operational costs in terms of low wages and low transportation
costs. This study suggests that among the other countries associated with
BRI, Pakistan is one of the most suitable destinations considering its low
operational costs and geostrategic/locational advantages.

In a nutshell, Pakistan may avail itself of the strategic benefits from the
relocation of three saturated light engineering industries—that is, tex-
tiles/clothing, chemicals/rubber/plastics, metals (iron/steel)—from
China in terms of a reduction in its import bill of up to $20 billion
annually, in addition to an increase in its export bill of up to $500 billion
accordingly, and employment up to 85 million labour-intensive jobs.

Similarly, Chinese industries may get strategic benefits in terms of
labour and route costs after the proper relocation of $500 billion worth
of light engineering industries to Pakistan, because the labour cost in
Pakistan is almost five times cheaper than in eastern China. Moreover,
31% of Chinese light engineering products amounting to $643 billion
are going to the Middle East, Central Asia, Europe, Africa and Pakistan
through a route which possesses enough potential to facilitate logistics
cost advantages to these industries after their proper relocation to
CPEC’s SEZ.

Apart from all the direct benefits, Pakistani local investors may also
avail themselves of these emerging business opportunities with the help
of possible joint ventures with Chinese investors, as in the recent case of
Chinese giant Alibaba acquiring Pakistan’s biggest e-commerce company,
Daraz.pk. In this way, Pakistan may integrate its trade and businesses
with China’s GVCs via CPEC and BRI.

While concentrating on its geostrategic location, Pakistan may also
receive transit revenue, as 27% of Chinese trade is with Europe, Africa,
Central Asia and the Middle East, worth $1 trillion. Technically, CPEC
will be the most optimal route for this $1 trillion transit trade in the
long term.
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Appendix 1: CPEC’s Special Economic Zones,
Endowments and Potential Industry

Special

No. economic zones Location Endowments and potential industries

1 Rashakai Khyber Gem and soap stones, metal ores,

Economic Pakhtunkhwa marble/granite, magnesium,

Zone on M-1 phosphate, sugarcane, tobacco,
wheat, maize, rice, mustard, water
melon, musk melon, apricot, guava,
pear, peach, plum, citrus and
mulberry

2 Special Sindh Manufacturing and automobile

Economic industries

Zone Dhabeji

3 Bostan Balochistan Mines, minerals, agriculture and

Industrial livestock

Zone (reserves: copper, gold, coal, iron and
silver)

4  M-3, Faisalabad Punjab Suitable for major fruits and
vegetables (rice, wheat, berseam,
sugarcane, etc.), textiles and
livestock

5 ICT Model Islamabad Information technology and

Industrial innovation driven

Zone,

Islamabad

6  Industrial Park  Port Qasim, Manufacturing and automobile

on Pakistan Karachi industries

Steel Mills

Land

7  Mir Pur Azad Jammu and Maize, wheat and rice, vegetables,

Industrial Kashmir grams, pulses (red lobia) and oil

Zone seeds, apple, pear, apricot and
walnut

8 Mohmand Federally Minerals, agriculture, marble

Marble City Administered (reserves: uranium, dimensional

Tribal Areas stones, granite, coal, manganese

9  Mogpondass
Special
Economic Zone

Gilgit Baltistan

ore and limestone)
Precious stones, fruits, marble/
granite, iron

Source: Author’s findings
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List of Belt and Road Initiative countries

Serial Number Name Serial Number Name

1 China 36 Malaysia

2 Afghanistan 37 Maldives

3 Albania 38 Moldova

4 Armenia 39 Magnolia

5 Azerbaijan 40 Montenegro
6 Bahrain 41 Myanmar

7 Bangladesh 42 Nepal

8 Belarus 43 New Zealand
9 Bhutan 44 Oman

10 Bosnia and Herzegovina 45 Pakistan

11 Brunei 46 Palestine

12 Bulgari 47 Philippines
13 Cambodia 48 Poland

14 Croatia 49 Qatar

15 Czech Republic 50 Romania

16 Egypt 51 Russia

17 Estonia 52 Saudi Arabia
18 Ethiopia 53 Serbia

19 Georgia 54 Singapore
20 Hungry 55 Slovakia

21 India 56 Slovenia

22 Indonesia 57 South Africa
23 Iran 58 Sri Lanka

24 Iraq 59 Syrian Arab Republic
25 Israel 60 Tajikistan

26 Jordan 61 Thailand

27 Kazakhstan 62 Timor-Leste
28 Korea 63 Turkey

29 Kuwait 64 Turkmenistan
30 Kyrgyzstan 65 Ukraine

31 Laos 66 United Arab Emirates
32 Latvia 67 Uzbekistan
33 Lebanon 68 Vietnam

34 Lithuania 69 Yemen

35 Macedonia

Source: Author’s findings
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Developing a Competitive Agriculture
and Agro-based Industry under CPEC

Mahmood Ahmad

Introduction and Issues

The China Pakistan Economic Corridor (CPEC), running from south-
western China to Pakistan, is a key part and the ‘front runner’ of a
mega project. It is considered to be a ‘game changer’ for Pakistan, usher-
ing in a new era of economic development. Unlike the old Silk Road, the
Belt and Road Initiative (BRI) is a framework of regional connectivity,
not only benefiting China and Pakistan, but rather, in due course, having
positive impacts on Iran, Afghanistan, India and the Central Asian
Republics. CPEC is an evolving package of competitive economic initia-
tives to enhance trade and economic development. This ambitious pro-
gramme has two main components: (1) a new trade and transport route
from Kashgar in China to Gwadar port in Baluchistan; and (2) special
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economic zones (SEZs) along the route, including power projects and
other auxiliary facilities. The first phase of the project is expected to
receive around US $46 billion in concessionary and commercial loans,
for which financial facilitation with Chinese companies is being arranged.
The CPEC projects can broadly be listed in four categories: infrastruc-
ture, energy, industry/trade and others.

The first phase of CPEC promised $46 billion of Chinese investment,
with a breakdown of roughly $14.82 billion for transport infrastruc-
ture—$4.65 billion for five roads and $8.57 billion for railways. Another
$0.79 billion is allocated to 12 Gwadar port developmental projects. The
infrastructure projects, particularly roads labelled as ‘early harvest projects’,
have either been completed or are under construction to be completed by
2020, although already three- to five-year completion delays are antici-
pated. The second phase provides new opportunities by transforming the
transport corridor to a trade and economic corridor, but progress at best is
less than satisfactory. According to the BIPP Report (2017), few, if any,
investments have been provided in the ongoing CPEC programme directly
for poverty alleviation, regional disparity reduction and sustainable devel-
opment. Sectors such as agriculture, industry and so on do find an expres-
sion of interest in the CPEC long-term plan, but no funds are allocated at
the moment. Substantial homework will be required to develop a mean-
ingful programme for obtaining the full benefits from sectors like agricul-
ture and agro-industry. To support export-led growth nine SEZs were
planned, a large number given the limited capacity of the country, although
now this has been scaled down to three, which are all at the feasibility stage.

There is an ongoing debate as to which sectors provide greater oppor-
tunities for export-led growth, as the country’s economy is faltering on
many accounts and poverty is on the rise. Within the first three years of
CPEC planning, agriculture was barely mentioned as a possible sector of
development; however, under the new political regime of Pakistan
Tehreek-e-Insafe (PTI) this landscape is changing. Among new revisions,
emerging priorities are industrial cooperation, and socioeconomic and
agriculture sector development. As mentioned, three out of nine planned
SEZs have been prioritized and were expected to be finalized within the
first half of 2019. The PTI government recently created a joint working
group (JWG)' for agriculture, concerned with preparing a roadmap to
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promote a competitive and sustainable agriculture sector for upcoming
meetings in China, consequently paving the way to invite Chinese com-
panies to explore investment opportunities in Pakistan and leverage the
most promising agriculture value chains.

This chapter makes a case that in the short to medium term, agricul-
ture and agro-industry provide a significant opportunity to spur export-
led growth. The development of the corridor should not be looked at as
a passage provided to those economies that are already well developed
and better equipped to trade competitively and, ultimately, take a larger
share of the expected benefits. Rather, it must be seen as an opportunity
to provide supporting infrastructure to Pakistan’s potential agriculture
and ago-processing industry. Promoting the rural economy in high-
potential areas could result in fast-track rural economic growth as it car-
ries forward and backward linkages, having high multiplier effects in
terms of job creation and value addition. Due to the generally perishable
and bulky characteristics of agricultural products, many agro-industrial
plants and smaller-scale agro-processing enterprises tend to be located
close to their major sources of raw materials. As a result, the immediate
socioeconomic impacts tend to be exerted in rural areas. Further, it is sug-
gested that these efforts should be equally spread to all provincial rural
economies, especially in Baluchistan and Khyber Pakhtunkhwa, for equi-
table prosperity.

Significance of Agriculture among the Priorities

Pakistan has missed the industrial train called the ‘South Asian Miracle’—
at present Pakistan does not have the necessary base for knowledge and
human skills, nor conducive macro and sectoral policies to develop a
modern industrial economy. Malaysia and Bangladesh provide a good
example for transforming predominantly agricultural economies to agro-
based and value-added industry: garments for Bangladesh and electronics
goods and value-added agricultural goods (edible oil and halal meat) in
Malaysia. This was achieved via investment in human capital, moving
towards a diversified economic base, developing institutions that provide
consistent policy environments and developing a society with cultural
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and religious balance. Meanwhile, during the same period Pakistan let its
comparative advantage in cotton and a few value-added products slip,
misusing valuable resources (water and good ecological zones) largely due
to poor management and misguided policies. CPEC provides new oppor-
tunities for export-led growth, not based on high-tech industry but on
developing agriculture and agro-based industry. Secondly, tough compe-
tition among Southeast Asian countries with established brands in elec-
tronics and other industrial goods leaves little or no chance for Pakistan
to penetrate these well-established markets, other than being a part of
global value chains as China considers relocating its industries for num-
ber of reasons. However, Pakistan does have a comparative advantage in
producing high-value agriculture, which would be in high demand in
China and other growing economies in the region.

CPEC and Agriculture: A Framework

Pakistan is primarily an agrarian economy. The agriculture sector has sig-
nificant potential to contribute towards economic growth and develop-
ment, which has not yet been fully realized. According to the Economic
Survey of Pakistan (2016), this sector remains the largest employer,
absorbing 42.3% of Pakistan’s total labour force. Traditionally, agricul-
tural development has been focused around major cereal and cash crops,
as they constitute a larger share of total value, enjoying added importance
due to their higher relevance in regard to food security. Taking into
account the robust performance of this sector five decades after the coun-
try’s independence, the trends during the past 15 years indicate a con-
stant decline in growth rates, suggesting that this sector is
under-performing. Following two years of back-to-back slide in the
economy, it showed recovery in 2016-2017, with rice exports leading the
revival. A record-breaking increase in growth from negative to 3.5% in
the agriculture sector and 4.2% growth in major crops against the target
of 2.5% was witnessed in 2017. Throughout 2016, 20.47 million tons of
wheat were grown, which is considered the highest yield in the history of
Punjab as well as that of Pakistan since 1947. Moreover, the Agricultural
Department’s annual progress report (2017) highlights Punjab’s target of
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cotton sowing as an achievement, which will aid in reviving textiles,
given that agriculture supplies 70% of raw materials to the textiles indus-
try. However, an unsustainable growth pattern marks the 2018 perfor-
mance, as production was projected at only 10.87 million bales compared
to the target of 14.37 million bales, largely due to water shortages
(Amin 2018).

Since agriculture is one of the key drivers for Pakistan’s economy,
future strategies, policies and actions must be based on a framework that
holds promise and has been well tested in other countries. Figure 10.1
provides a broad framework for developing sustainable and competitive
agriculture to position it for meeting the challenges and opportunities
that CPEC provides.

This framework is based on international best practices, which hold
the potential to steer the country’s agriculture sector towards export-led
growth. Nevertheless, at the very least Pakistan’s policy environment
requires sound management of information systems, flexible rural factor
markets, a competitive agribusiness sector, adequate infrastructure, robust
technology and, most importantly, trained and developed human capital.
Holistically, the proposed policy actions and underlying strategies would

- Policy Environments.to
Promote Trade and Climate-
Smart Agriculture

Policies for Reviving

Agribusiness and Value and-Repositioning Enhancing land and
Chain Development : Agriculture under water productivity
B o New. opportunities R o
by -CPEC

Institution-and -
Infrastructure development:

Fig. 10.1 Framework for sustainable and competitive growth in the agriculture
sector
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foster agricultural growth, largely through adjustments in the output mix
towards higher-value products, which should result in higher total factor
productivity. CPEC offers tremendous opportunities that will allow
Pakistan to tap into a larger domestic market and several emerging inter-
national export destinations, especially China. Subsequently, this will
also contribute to government and donor objectives for providing greater
support to rural livelihoods and accelerate economic growth.

Existing Problems and Challenges

The most common problems and challenges facing agriculture, agribusi-
ness and promoting agro-industry include (1) energy shortages; (2) lack
of skilled labour and managerial capacity; (3) unreliable supplies of raw
materials in terms of quality and quantity; (4) obsolete and inefhicient
equipment and technologies; (5) poor marketing facilities and sales net-
working; (6) lack of good infrastructure, such as roads, telecommunica-
tions and market information networks; (7) an ad hoc policy regime and
high interest rates; (8) high product losses due to inadequate post-
harvesting facilities; (9) high transportation and distribution costs; (10)
difficulty in accessing financial support due to bureaucracy and bias
against small-scale entrepreneurs, who are usually considered to be high-
risk borrowers; (11) lack of sufficient data and statistics on the industry;
and (12) stagnation in the dairy industry, particularly for small livestock
holders, because of policy capture by a few large milk processors. Further,
no efforts have been made to link small farmers and small to medium
enterprises (SMEs) to technology/innovation, markets and credit, an
important triangle in developing a profitable and competitive economy
across the board. These gaps have trapped Pakistani agriculture into a
low-technology equilibrium. The key actions would be to leverage CPEC
to develop a competitive agriculture and agro-industry by identifying
clusters of agriculture value chains in the corridor zones classified under
the CPEC project; and to develop the policies needed to promote their
integration into the local and global value chain—a subject taken up in
greater detail in later sections.
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Unlocking Agricultural and Agribusiness
Potential: The Opportunity Provided by CPEC

For agricultural development, China has expressed interest in enhancing
cotton productivity, developing efficient irrigation and promoting post-
harvest infrastructure along the CPEC route. The plan also aims to facili-
tate market entry for firms in sectors such as textiles, construction and
agricultural technology. This section highlights areas where major reforms
are needed to harness the full benefits from this enormous opportunity.

Enhancing Land and Water Productivity

Stagnant or declining yields are largely attributed to slow progress in
releasing new high-yielding crop varieties, lack of conservation agricul-
ture and low technology adoption. Overall, agricultural yields in China
are twice those of Pakistan and Pakistani productivity is even below the
world average, as shown in Fig. 10.2. For example, for a critical food
security crop, the wheat yield stands at under 3 tons per ha, even using
largely expensive irrigation water; it is more than 8 tons perhaps in France

Thousand kg/ha
w
w

N

[y

India Pakistan China World Average

Fig. 10.2 Agricultural yield comparison (2016)
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under rain-fed condition. This significant yield gap offers an opportunity
for Pakistan to increase its crop yields, which in turn can be instrumental
in transforming its subsistence agriculture to a commercial footing and
improve its competitiveness.

Furthermore, water productivity is low in Pakistan in comparison to
other countries in this region. In view of growing water scarcity, agricul-
ture has to produce more with less water, so enhancing water productiv-
ity is key to the agricultural policy paradigm shift. A study conducted in
the command area of the Lower Bari Doab Canal evaluated water pro-
ductivity in relation to potential yields for wheat, cotton, sugarcane and
spring maize, estimated at 0.73, 0.08, 2.01 and 0.54 kg/m?, respectively.
In contrast, water productivity for the average yield was 0.65, 0.33, 1.08
and 0.80 kg/m?, respectively. Except for spring maize, a gap exists between
the average and potential yield of more than 50%, whereas the gap
between the average and potential water productivity was more than
70%. It may be noted that lifting productivity constraints in Pakistan
would not be fully beneficial to farmers if marketing and trade infrastruc-
ture are not improved. For perishable commodities like fruit and vegeta-
bles, market gluts are common, with prices falling to levels that do not
even cover their transportation costs to market.

Providing Supporting Infrastructure

Establishing post-harvest handling and marketing infrastructure contin-
ues to be a major impediment to developing a competitive business. The
livestock and horticulture sectors are good cases to highlight the issues.
The livestock sector produces surplus milk yet remains the least commer-
cialized enterprise due to lack of proper planning, collection, transporta-
tion and distribution facilities; a significant portion of production is
wasted in far-flung areas. As a result, Pakistan turns to importing 25,000
tons of powdered milk annually to meet the demand of urban areas, at a
cost of $300 million per annum. Improving the quality of meat and other
livestock products to meet international standards provides a large poten-
tial for exporting halal meat to the Middle East and creating a niche for
meeting livestock demand during the Haj period. Pakistan is in a good
position to be a part of planned trading hub for the Western Alignment
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under the CPEC and One Belt One Road initiative (see the section on
trade with China); further, India, Afghanistan and Central Asian states
would be markets which the Pakistani agriculture and livestock sector
could tap into on a larger scale.

However, this sector is constrained by unhygienic conditions of slaugh-
ter houses and processing units, as well as the presence of contagious
diseases (prevalence of foot and mouth disease, to mention one) and poor
sanitary conditions all along the value chain.

Pakistan has under-invested in developing feeder roads, as it is an
important link for both farm and non-farm sectors to market. To improve
domestic markets, it is necessary to restore road links, as farmers face a
long and arduous journey to market. Further, transporting their harvest
to nearby markets in the cities is expensive and often results in a 35-50%
spoilage rate, so they tend to grow low-value, subsistence crops. Using the
roads—which villagers themselves can help to rebuild—farmers can
bring their crops to market more quickly, at lower cost and at less risk
than before. Similarly, in the absence of storage facilities, farmers have to
dispose of their produce immediately, resulting in low bargaining power,
lower prices received and market gluts, which depresses prices further.
Providing market facilities such as storage areas, cold chains and ware-
houses is an idea that has not been picked up as part of the process of
better market access and reducing price risk. China’s help in developing
low-cost supporting infrastructure could be an area where Pakistan
should seek assistance.

It needs to be noted that sizeable investment has been made in mega-
projects for developing backbone infrastructure (ports, motorways,
mega-power plants), but investment in last mile infrastructure (storage,
feeder roads, irrigation management) has to be given the priority it
deserves. It has been reported by experts that one of the main bottlenecks
in developing economic zones is the lack of access to water.

Water and CPEC: Provincial Perspectives

Although infrastructure is given much significance under CPEC, water
remains a completely overlooked sector. Each province has its own set of
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problems which were not captured in the water policy that is being
approved and is ready for implementation. The province of Balochistan
represents a case of severe water scarcity, where CPEC projects are facing
serious constraints in meeting water requirements. The port of Gwadar is
considered a flagship project—the price of a tanker (water market)
around Gwadar port is around Rs 22,000-24,000, compared to Rs
4000-8000 in Karachi and about Rs 3000 in rural Punjab. Water is
required for numerous competing demands and policy actions should
have been put in place for rationalizing its use. A combination of price
and non-price instruments are available—appropriate water pricing is
needed not only in the province of Balochistan, but also in other prov-
inces, with policy objectives incrementally moving towards full-cost pric-
ing, including regulating groundwater use on a sustainable basis. Like
energy, sooner or later we have to give value to water to rationalize its use,
so it is better we opt for policy shift sooner rather than later. Non-price
solutions carry both traditional approaches (waste water use and ground-
water recharging) but also innovations:

* Small solar-driven plants for the coastal belt for economic growth
and tourism.

¢ Small hybrid plants for desalination, blending solar, oil and wind energy.

e Canals for transferring the Indus Basin’s share of water through feasi-
ble options.

* Water transfer through innovative means (solar plus wind energy).

Sindh’s water woes have different dimensions: the issues are commonly
to do with a lower riparian zone, with water flow below Kori being a
major issue and seawater intrusion destroying the ecology of the coastal
regions. Sindh is not blessed with as much fresh groundwater as Punjab
and this highlights the importance of groundwater exploitation wherever
fresh water is available. Water shortages in urban towns like Karachi
represents a case of policy (low price of water), institutional (lack of regu-
latory framework) and market failure (treated as an environmental good
having no value). In our view, water markets will continue to make
money as long as public-sector service delivery does not improve.
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Touted as a game changer for Pakistan’s energy sector, the $2 billion
660 MW Thar Coal project is part of CPEC. Thar Block-II has been
progressing ahead of its timelines at both mining and power plant con-
struction levels. The Thar coal project being developed under CPEC will
not only bring development to the area via infrastructural improvements
and increased job opportunities, but also resolve the ongoing energy cri-
sis. According to Baloch (2018), there appear to be environmental and
social issues in relation to the utilization of Thar coal. The local popula-
tion is protesting about contamination of the groundwater which is
employed for the water supply for domestic use, and also against the
construction of the Gorano pond/dam to collect mine effluent, which
they perceive as an environmental disaster in the making. On the other
hand, Sindh Engro Coal Mining Company has clarified that the Thar
Coal Block-II project will pump only 0.02% of underground water,
which will have no impact on drinking water sources. The water being
extracted comes from the second and third aquifers, which are at 120 m
and 180 m below the surface, respectively, and are not connected to the
top aquifer at 55 m which is used by locals for their drinking water pur-
poses. In our view, these facts are not based on scientific studies and do
not look at the possible long-term impact on low-level aquifers with min-
ing in the same areas as relatively deep aquifers. In the long run this
explanation might not hold and two aquifers could be connected, incur-
ring a serious problem of water quality deterioration.

Building Agriculture Value Chains

There are three reasons why value chain analysis is important in the
CPEC context. At regional and global levels, with the growing division of
labour and the global dispersion of the production of components, sys-
temic competitiveness has become increasingly important (Kaplinsky

and Morris 2001):

¢ Efficiency in production is a necessary condition for successfully pen-
etrating global markets. Bangladesh does not produce a single bale of
cotton, yet is considered a major exporter of value-added textiles.
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* Entry into global markets allows for sustained income growth,
although this requires an understanding of dynamic factors within the
whole value chain.

* Businesses have been using value chain analysis and implementation
principles for years to formulate and implement competitive strate-
gies. Pakistan has started late and has not implemented some necessary
changes, such as sanitary and phyto-sanitary practices in value chain
development.

For the agriculture sector specifically, the benefits of the value chain
approach are attributed to the fact that despite the success of a number of
exporters in selling high-value crops (rice, fruit and vegetables) to new
markets, without further improvements to their business environments
and better post-harvest handling and process of their export commodi-
ties, there is the risk of being trapped into producing low-skill, low-value
products and services, and struggling to obtain a significant value-added
share in global trade—this is quite evident, as our export profile contin-
ues to be exporting raw materials. It follows that raising the productivity
and increasing the efficiency of the agriculture value chain acts as a foun-
dation for developing competitive agriculture and the growth of incomes
for the rural population.

Developing these points further, the past reliance on a few commodi-
ties such as wheat, rice, maize, cotton and sugarcane has very limited
potential for farmers to attain higher incomes and capture a greater mar-
ket share in domestic and export markets. The horticulture and livestock
sectors offer even greater potential. However, there is no comprehensive
study establishing the relative comparative advantage between traditional,
high-value and potential new crops. It is proposed to undertake a detailed
study of strategic crops based on new ecological zones being created in all
four provinces and estimate the comparative advantage of each crop
(domestic resource cost and other indicators). That will help in the iden-
tification of crops that are technically sound, economically viable, socially
acceptable and environmentally benign and, most importantly, in ranking
the commodities for possible investment, as conceived by the Board of
Investment (BOI) in prioritizing candidate value chains for Chinese
investors. A logical process will help in setting the initial priorities for
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crops/livestock in each ecological zone. The second stage of the develop-
ment process should be to undertake a detailed market analysis including
value chains, identifying crops that have competitive advantage, in both
domestic and export markets. In the context of CPEC, the starting point
would be to study market demand in western China, then the whole of
China and beyond and, based on this groundwork, create clusters and
support actual implementation activities in selected areas and commodi-
ties. The selected commodity would need to be promoted with private—
public partnerships, but with a larger role for private investors.

Identification of Value Chains for Investment under CPEC

On the basis of significant work by national and international organiza-
tions such as the United States Agency for International Development
(USAID), Asian Development Bank (ADB), World Bank, Japan
International Cooperation Agency, Australian Technical Assistance and
many non-governmental organizations (NGOs) regarding agriculture
value chains, an attempt is made to assess these value chains for possible
contributions in four CPEC functional zones, thus identifying clusters of
agriculture value chains in the northern, central, western and southern
regions of CPEC, as shown in Table 10.1. These four regions offer the
possibility of raising a diversified mix for an integrated crop/livestock
agriculture system, as discussed in this section.

Gilgit Baltistan and Balochistan are important provinces in the con-
text of CPEC, as they provide entries and exits for the corridor. However,
unfortunately, both are previously neglected provinces and carry the
same attention even now in this development discourse. Political and
economic stability in this region is vital for the overall success of CPEC,
since the expected benefits from huge investments cannot be realized
optimally unless these two provinces are made inclusive of CPEC
development.

The northern zone holds great potential for conversion and declaring
the entire region as organic, which can offer good opportunities to Gilgit
Baltistan’s farmers and enterprises to enhance income generation.
Furthermore, apricot offers huge potential, as the demand for this is
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growing due to its seasonal and elevation advantages; a good-quality fruit
produced in Gilgit Baltistan can be exported in large volumes to China.

The central region should make the most of water resources under the
Indus Basin, adding value per unit of water, which is presently quite low.
Key steps needed to deliver the CPEC potential would require the region
to place greater emphasis on horticulture and livestock sectors, as well as
promotion of high-value commodities like meat targeting halal markets,
mango, citrus and date. Mango, guava, potato and onion in Punjab, date
and banana in Sindh and peach and tomato in Khyber Pakhtunkhwa
(KP) are the priority value chains for the central region that offer huge
export potential to be captured under CPEC. Chinese experience, tech-
nology and financing may be positioned under CPEC for this region,
where Pakistan’s comparative advantage of favourable land and water
resources, cheap labour and market opportunities can create a win—win
situation for both countries.

The development of agriculture in Balochistan depends critically on
sustainable and efficient use of its valuable resource base. This refers to
developing competitive horticulture and livestock (sheep and goats), as
rangelands stretch across much of the upland areas and in the lowlands.
KP and the Federally Administered Tribal Areas (FATA) provide a similar
and more diversified commodity mix. FATA, with new roads built and
old ones rehabilitated, provides an opportunity to develop its agriculture
and mineral resources, which have long been deprived of the value they
offer. Pine nut production in FATA and KP is a value chain with a huge
market in China that needs to be modernized to provide value to its
producers.

The southern zone could become a hub for fisheries and the fish pro-
cessing industry. Thailand is a good case to learn from in developing a
modern fishing industry. The advanced processing of fish canning is done
in Karachi, Sindh. Modern fish processing facilities could be developed as
part of CPEC with the help of Chinese counterparts. Developing a mod-
ern fishing industry is a test case for CPEC that it is largely for the benefit
of the local population and would make a visible change to their
livelihoods.
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Value-Added Food Chains

The federal government has formed a Committee on Agriculture Trade,
Agribusiness and Investment to lead in addressing policy and develop-
ment issues on agriculture and push for agreements with Chinese compa-
nies for investment in value-added agro-industry. A conducive policy
environment and feasible investment modality are expected to provide
value addition prior to exportation via canning, pureeing or pickling.
Further, such value addition will ensure the accommodation of Pakistani
labour on Chinese-owned or -operated farms and infrastructural projects
such as post-harvest storage, which is likely to generate employment
opportunities for Pakistani farmers and labourers. A blueprint for such an
investment policy is outlined as follows.

Seek joint ventures (JVs) in various sectors and sub-sectors based upon
(1) value addition from local raw material and export markets; (2) value
addition from imported raw materials for export to China; and (3) value
addition from imported raw materials for export to the region. Based
upon a review of the literature and wide consultation, the potential
sectors are:

¢ Beef and mutton (meat)

* Live camels and donkeys

* Dairy

 Horticulture (fruit and vegetables)
* Feed, pasture products

* Rice

* Soya bean

* Qil seed

e Olive

* Pine nut

The next step would be to identify potential JV partners from China
and Pakistan in the area of genetics, which includes plants and nurseries,
and dairy and poultry development. In the areas of technology transfer
and adopting good agricultural practices, the prime action areas could be
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adopting modern irrigation using low-cost Chinese technology, precision
technology” and creating a service provider for farm machinery. This
could be complemented by credible advisory services that include exten-
sion, soluble fertilizers and pesticide formulation.

Creating private—public partnerships (PPPs) that support the building
of warehouses, with treatment facilities in selected districts on a pilot
basis, for grain crops such as rice or wheat and potato depending on the
crop cycle, is a viable option. A feasible private—public modality needs to
be worked out as an appropriate way forward. The government would,
initially, help in infrastructure development through land and subsidized
credit. A private or community-owned storage facility could be linked to
a bank which can pledge stocks and advance loans to the farmers, treating
the assets as collateral.

Based on the author’s vast and intensive work with a number of
national and international organizations in more than a dozen value
chains over a span of 12 years (2007-2018), working in almost all
provinces and agro-ecological zones, the following value chains are priori-
tized as those (1) needing upgrading; (2) needing further development;
(3) carrying huge potential but still needing to be considered; and (4)
having the potential to be developed as global value chains.

Value Chains Needing Upgrading

* Meat, based on a series of value chain studies done by Shore Bank and
supported by the State Bank of Pakistan.

* Dairy, based on recent work completed for the Department of
Agriculture, Government of Punjab and USAID.

* Horticulture, based on a large number of studies completed by ADB,
Australian Technical Assistance, USAID and a host of NGOs.

* Rice, based on a series of value chain studies done by Shore Bank and
supported by the State Bank of Pakistan and ADB studies.

* Sugar, based on ongoing policy work on sugarcane being completed at
Water Informatics and Technology Centre (WIT), Lahore University
of Management Sciences (LUMS).
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Value Chains Needing Development

The selection of these value chains is based on a meeting with officials of

BOI and members of the JWG on CPEC:

e Qil seed
¢ Olive

Potential Value Chains

These value chains were identified based on meetings with official of BOI
and members of the JWG on CPEC:

* QOil seed
* Soya bean
* Peanut

10 Promote as Part of Global Value Chains

These value chains were identified based on meetings with officials of
BOI and members of the JWG on CPEC:

* Oil seed

* Food processing

* Value-added textiles

* Leather products

* Low-cost agricultural machinery

Some spade work has been done at the provincial level. The projects
detailed in Table 10.2 by agriculture departments are identified according
to CPEC zones and fall in line with the value chains already listed.
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Table 10.2 Identified agriculture zones with potential projects

Value-added activity CPEC zone
1 Fruit processing industry Gilgit Baltistan—
Northern Zone
2 Meat production and processing facilities Kyber Puktuwala—
Western Zone
3 China Sustainable Donkey Development Kyber Puktuwala—
Program Western Zone
4  Sino-Pakistan Hybrid Rice Research Center, Sindh—Central Zone
Karachi University
5 Pulping units for fruit and vegetables, Multan Punjab—Central Zone
6 Olive oil extraction units, Pothwar Punjab—Central Zone
7 Potato powder and frozen manufacturing units, Punjab—Central Zone
Okara
8 Vegetables and fruit using individual quick- Punjab—Central Zone

freeze technology, Lahore

9 Dehydrated vegetables using solar dehydrators, Punjab—Central Zone
Khanewal

10 Dehydrated vegetables using fuel-based Punjab—Central Zone
dehydration technology, Multan

Source: State Bank of Pakistan Annual Report 2017-2018 and BIPP Annual Report
2017

Delivering the Potential

In delivering the potential of CPEC, it is important to develop a com-
petitive, sustainable and inclusive agriculture. Than we need to create
enabling environments for the sector for adopting export-led growth.
The goal of a rural and agricultural growth strategy/policy may not neces-
sarily be to maximize the growth of production in any particular sub-
sector or commodity, but to create the necessary, and sufficient, conditions
for the rural economy to adjust to a more competitive environment. This

section highlights key aspects that can contribute to attaining the poten-
tial of CPEC.

Develop a Greater Role for Public-Private Partnerships

Initiatives need to be pursued to create a working partnership between
the government of Pakistan, the private sector, local farmers and possible
Chinese investors. The aim is to stimulate major increases in agricultural
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productivity and the incomes of smallholder farmers by catalysing
responsible private investment in the region. CPEC needs investors in
agribusiness and project developers operating exclusively in the agricul-
ture and agro-industrial sector along the corridors, with a mission to pro-
vide optimal investment options in developing agriculture and
agribusiness within the three planned routes, with priority for the Western
Alignment of the national corridor.

A feasible public—private modality needs to be worked out, which can
be an appropriate and feasible way forward. Initially, the government
would help in infrastructure development through land and subsidized
credit. A privately or community-owned storage facility could be linked
to a bank, which could pledge stocks and advance loans to farmers, treat-
ing them as collateral (see also “Making Agricultural Growth Inclusive:
Linking Small Farmers to Markets”).

Making Agriculture Profitable, Competitive,
Sustainable and Inclusive

Support in developing a profitable agriculture sector with strong linkages
to markets is the best route to developing a competitive and sustainable
agriculture on the one hand, and bringing inclusive growth for the rural
community on the other. Extensive work in the field shows that with
proper farm budgeting (financial and economic), the present agriculture
without prudent management is not profitable. The expected investment
in the sector will not be made if farmers are not making money. Making
agriculture profitable would follow the flow chain elaborated in Fig. 10.3.
The important aspect would be to make agricultural growth and sustain-
ability as inclusive as possible.

Making Agriculture Competitive

It is even more important to enhance the competitiveness of agriculture,

both in domestic and export markets, as highlighted in Fig. 10.4. The
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important question is: do we have comparative advantage and the
required competitiveness for export commodities and are these commod-
ities growing in high-potential markets? Currently, most exports have a
declining market share. According to Igbal (2018), even among low-end
markets such as Afghanistan, it is indicated that Pakistan has lost half its
market share. Among other factors, the high cost of production and
doing business is a binding constraint.

Harnessing Diversified Trading Opportunities

China’s key interest in CPEC is largely the development taking place in
western China. This being a case, it is extremely important for Pakistan
to understand the agriculture and trade dynamics of this region, identify-
ing the agricultural imports of western China and their price points and,
equally importantly, mapping exports from western China and how over
time they are being diversified. Then it is also important to understand
seasonal production and the market windows that the region provides for
Pakistan to adjust the cropping mix in meeting that unmet demand.
There is also a need to study the re-export possibilities from western
China to Central Asia, eastern China and Europe, which would provide
further trade opportunities for Pakistan.

Looking at the bigger picture, demand for food in China stands at
$1 trillion annually and is projected to increase by another $500 billion
in the next ten years. The sheer size of China’s population (1.3 billion),
along with recent dynamic changes in its social and economic structure,
has resulted in greater consumer demand for higher-value products. As
such, China presents a significant opportunity for Pakistan regarding
agricultural exports. Table 10.3 provides China’s top 20 imports and
Pakistan’s top 20 exports in the years 2006 and 2016. Analysis suggests a
significant mismatch between Chinese import commodities and Pakistani
agricultural and food exports, wherein the majority of Pakistan’s exports
are not considered as top imports by China. Therefore, it is recommended
that Pakistan match its exports to China’s consumption requirements.
Pakistan’s current share in Chinese imports is negligible. Furthermore, it
has been declining over the past few years. Pakistan’s market share in
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exports to China was 0.12%, 0.10% and 0.08% in 2015, 2016 and
2017, respectively.

Regarding agriculture, Pakistan’s share is only around 0.37% (roughly
$0.4 billion) out of $99.6 billion Chinese food imports. Among these
commodities, rice, meat and cotton indicate the potential which provides
room for exporting larger quantities from Pakistan. There are a number
of factors that could be instrumental to obtaining a larger share of
China’s imports:

¢ China’s ever-increasing population requires high-quality goods which
presents a unique opportunity. Taking advantage of Pakistan’s unique
geographical location and predominantly agrarian economy could
allow for a significant increase in exports. However, there is a need to
produce goods that are high in quality and carry added value to fetch
a larger value per unit of export.

* Due to a shortage of arable land and freshwater resources in China,
there is a need to import land-extensive crops (such as wheat, rice,
livestock) to feed its population. Along with the rising standard of liv-
ing in China, the demand for agricultural imports is growing as well.

The competitive matrix analysis (Fig. 10.5) for five selected agricul-
tural commodities (rice, cotton, wheat, veal beef and cattle) depicts the
growth in exports from Pakistan as well as the growth of imports by
China over the past 10 years, insofar as rice has the largest volume among
exports to China. Pakistan’s export growth is modest at 2.73%; it is far
removed from China’s import growth of 15.75% per annum. The perfor-
mance of cotton is less impressive: Pakistan’s exports of cotton to China
are growing (5.11%) in a declining import market for China. There is
considerable room to absorb imports from Pakistan considering the large
volume required by China. It should be noted that veal beef and cattle
represent a case of high growth on exports from Pakistan and high import
demand in China, which points to the export potential these two com-
modities offer.

The main issue with China is that the trade balance is in its favour and
continues to mount. The China—Pakistan Free Trade Agreement (CPFTA)
was expected to provide an important strategic link between the two
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Fig. 10.5 Pakistan: growth in key agricultural products from each CPEC zone—
competitive trade matrix. Source: UN Comtrade, 2018

countries as an opportunity to exploit the Chinese markets, since it
addresses tariff/non-tariff barriers and augments the comparative value of
exports (State Bank of Pakistan 2017). In our view, Pakistan has not ben-
efited as much, as is reflected in the low volume of trade being under-
taken with China compared to other countries of the region. On a
positive note, this indicates the existence of huge untapped trade poten-
tial for both countries, which can be enhanced through three key policy
actions: (1) get a better deal from China in the second phase of CPFTA,
with further lowering of tariffs and normalizing of trade procedures; (2)
compete better, seek the same level of tariff concessions on exports to
China as are enjoyed by Pakistan’s competitors from East Asian countries
on their products; and (3) seek safeguard measures (as allowed under
World Trade Organization rules) in favour of Pakistan’s non-competitive
industry (e.g. ceramics, footwear, leather goods, sports goods, fans, plas-
tics and tyres, etc.) with mutually agreed timelines. This could help the
local industry to build up enough capability over time to compete with
Chinese products.
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On the other hand, Pakistan is still a long way from improving its
competitiveness to compete and fully exploit the market potential that
China and other countries offer in the region. Too much time has been
taken to incentivize in setting up SEZs under CPEC that are expected to
provide tremendous opportunities to develop and upgrade Pakistan’s
SME sectors, which have high export potential, such as agriculture, food
processing, marble and mining, light engineering, textiles, garments and
made-up garments, and the logistics sector (SB 2017). Pakistan’s exports
to China still centre on raw materials and intermediate products, such as
cotton yarn, woven fabric, grey fabric and so on. Value-added products
still need to find a greater market share despite the fact that some of these
products, like garments, were included in the concessionary regime.

Pakistan could also reduce its overall trade deficit by diverting its
exports from traditional destinations to China, which could be done by
encouraging Pakistan’s private sector to modernize its business processes,
invest in research and development, improve human capital, seek inter-
national certification and meet quality standards, as expected by consum-
ers. Moreover, Pakistan’s private sector also needs to get the benefit of the
recent easing in supply-side bottlenecks, improved macroeconomic out-
look, setting up of planned SEZs under the CPEC arrangements, and the
expected relocation of labour-intensive industries against the backdrop of
continued restructuring in the Chinese economy.

Then the biggest opportunity which Pakistan can pursue with China is
to relocate some of the global value chains to Pakistan. As the Chinese
economy is restructuring due to the high cost of Chinese labour, and
Pakistan has CPEC connectivity taking place, it makes economic sense to
relocate Chinese low value-added industries to Pakistan to seek a com-
parative and competitive edge. In this context, continuity and consis-
tency in investment and industrial polices can play an important role in
attracting foreign direct investment in export-oriented sectors. As
reported in the BIPP report of 2017, there are two possibilities. First,
Pakistan could be part of existing Chinese global value chains with greater
intensity. Efforts are needed to aggressively pursue this under current
negotiations. The focus should be seeking concessions in areas where the
strengths of the two countries complement each other, thereby encourag-
ing intra-industry trade.
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Second, Pakistan should make a case to China to consider the reloca-
tion of export-oriented Chinese industries to Pakistan, like garments,
solar panels, mobile phones, electrical equipment, electronics and food
processing. CPEC cells created at provincial level can undertake studies
to benchmark cost comparisons for commodities that are feasible from
China’s perspective to re- locate in Pakistan. The selling point may be the
low cost of Pakistani labour, which would provide Chinese companies
with an opportunity to expand their operation, though that labour has to
develop the matching skills the Chinese require for each industry to be
set up in Pakistan. It is known that concessions are being requested in
Chinese ‘sunset’ industrial sectors, which would incentivize Chinese
investors to relocate their production facilities to Pakistan.

Relocating Chinese industries to Pakistan would not only lead to
much-needed diversification, but also to enhancement of the efficiency of
low-skilled, labour-intensive industries, as well as being instrumental in
transferring technology, channelling economies of scale and adding value
to production chains in sectors like agriculture, industry and information
technology. Above all, it would provide a window to enhance
Pakistani exports.

Developing Climate-Smart Agriculture

Pakistan is increasingly vulnerable to a number of disasters and climate
events, such as floods, earthquakes, droughts, pest attacks, diseases and
conflict. Within just a decade more than 80% of Pakistan’s 124 districts
and 33 million people have been hit by natural disasters of one form or
another, causing $17.1 billion worth of losses to the economy (FAO
2018). Global climate change is expected to influence the predictability
of climate variability and increase the severity and frequency of extreme
weather events, thus creating a precarious climate situation. All these
events not only heavily affect individual lives, property and livelihoods,
but also greatly impact development outcomes and divert development
funds, and put fragile agricultural ecosystems at risk. Figure 10.6 pro-
vides the identified risks, their possible impact and coping strategies in
developing resilient and climate-smart agriculture. There are substantial
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Fig. 10.6 Developing resilient and climate-smart agriculture. Source: Author’s
work in preparing the FAO/LUMS Report on Agriculture Disaster Risk Reduction
Operational Plan for Sindh and Punjab, 2019

data and evidence to support the fact that due to repeated disasters in
Pakistan, the agriculture sector faces serious challenges in maintaining
vertical growth and expansion. At the community level, due to these
increasing problems, traditional coping mechanisms and knowledge are
no longer very effective.

Despite technological and economic advancements, the condition of
farmers continues to be unstable due to natural calamities and price fluc-
tuations. Climate change and growing water scarcity are adding to the
problems. Of all these problems, seasonal changes and groundwater
depletion are the most serious; agriculture in the future will increasingly
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depend on groundwater availability, which is fast reducing. Given all
these factors, there is a need to develop resilient and smart agriculture
based on good agriculture practices.

Making Agricultural Growth Inclusive: Linking Small
Farmers to Markets

The issues related to improving farming, especially small farmers’ access to
credit, technology and markets, are well documented. What are not clear
are the actions needed to address these issues. At the heart of the problem
is that small farmers are forced to pledge their produce to moneylenders,
traders or millers, compelling them to dispose of their produce immedi-
ately. In order to meet immediate cash needs, small-scale farmers must
often sell their produce shortly after harvest, when market prices are at
their lowest. The farmers suffer sale stress and, as a result, up to 40% of
post-harvest losses can be attributed to this lack of holding capacity and
access to loan funds for small farmers. In summary, farmers have to dispose
of their produce as early as possible due to (1) lack of adequate storage; (2)
needing funds to meet financial obligations for the next crop and to address
social obligations; and more importantly (3) the requirement to clear debts.
As much as 80% of produce can be pledged to the arthi or local middleman.

There are a number of models that are being tested to make small
farmer development more inclusive, which include:

¢ Traditional model, trader extending the loan.

* In the Choupal model village organizations provide computer-based
information on good agriculture and marketing practices to farmers
and also inform on when best to sell produce and to provide financial
support to small farmers.

* Kisan Khushhal (KK) by Tameer Bank now taken over by Telenor
Pakistan has been instrumental to initiate the Connected Agriculture
Punjab Package (CAPP) for small farmers.

* Warehouse receipt programme, which has been researched for some time,
although a final form adopted to local conditions is yet to be developed.

* Value chain financing, which was launched in 2016 with great expec-
tations but disappeared, and no one talks about it.
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¢ Trading platform preserving quality from farm to factory, the latest
pilot that is being tested.

The problem with these models is that none of them could be scaled to
the point where its impact on small farmers could be realized. There is a
need to recognize how to develop collective actions when dealing with
small farmers. A typical model, successful in Africa, is using the nucleus
farm hub and outgrower models linked to the bank, as depicted in
Figs. 10.7 and 10.8. Here, the local communities are provided with access
to infrastructure services at low cost (e.g. water and electricity) or free of
charge (e.g. feeder roads). The analysis-based experience gained over time
indicates that the outgrower model is preferred for access to financing
and smallholder farmers, and also benefits from the market access and
economies of scale in input purchasing created by the demand and the
volumes generated by the commercial farmer.

The latest efforts involve the Pakistan Agricultural Coalition in partner-
ship with Pakistan Mercantile Exchange (PMEX), Zaria Taraqiati Bank
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Fig. 10.7 Pure trader/processor model. Source: Adapted from Keith Palmer, 2010,
Agricultural growth and poverty reduction in Africa, AgDevCO Development
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Fig. 10.8 Nucleus and outgrower mode. Source: Adapted from Keith Palmer,
2010, Agricultural growth and poverty reduction in Africa, AgDevCO Development

Ltd (ZTBL), Agility and Societe Generale De Surveille (SGS), which has
started a pilot on financing with the objective of unlocking credit to trans-
form Pakistan’s agriculture, which is largely constrained by lack of access to
credit, technology and markets. An agri-collateral company has a key role
in this. A typical collateral management company (CMC) manages a
number of credited warehouse units; at the same time the warehouse oper-
ator gets their warehouses accredited by CMC and would be electronically
connected with CMC, and in turn CMC would be linked with
PMEX. Figure 10.8 provides details on the flow of goods, services and
funds within this model. The two risks which are very common in existing
value chain trading, storage and price risk, are covered. Warehouse perfor-
mance risks such as theft, fire and so on are covered by the CMC, whereas
risks such as no buyer at loan maturity is covered by PMEX, and the price
risk, which entails a fall in prices during loan tenure, is covered by the bank.

It is too early to assess the performance of this model. Previous attempts
have not succeeded mainly because the formal allocation of relevant roles
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and responsibilities had not been worked out among banks, warehouse
operators, borrowers, and so on. The question again arises: does the new
business model have the potential to be scaled up when most previous
attempts have been implemented at best at pilot stage? As such, the pilot
project is loaded with a subsidy, so the fear is that once the subsidy is
taken off, the programme loses the incentive that drives it.

Correct Policy Environments

In order to encourage sustainable growth, creating the right policy envi-
ronments is equally important. At present a distorted incentive structure
is facing the farming sector: the fact that farmers are facing rising costs of
inputs or doing business in the face of uncertain output prices and reve-
nues. Further, the post-harvest commodity crisis (in wheat, rice, cotton,
sugarcane and vegetables) has become a regular feature due to govern-
ment policies, the dubious role of food procurement agencies, less than
desirable performance of support services and lack of integration of mod-
ern information technology in the farming system, to mention only a few
examples. Section “Sugarcane versus Cotton: A Case of Misguided
Policies” highlights how policy support to wheat and sugarcane is first not
letting high-value and competing crops obtain a level playing field.
Second, farmers, being risk averse, continue to adopt traditional cropping
patterns. On the input side, the low price of water is a major constraint
for adopting modern technology, such as drip irrigation and its take-off.

According to Hitchcock (2008), new agriculture and water policies
have been developed at provincial levels that promote a sustainable and
competitive sector as well as PPPs. However, Pakistan is lacking in launch-
ing a programme to support the development of specific agro-industries
and value chains. Emphasis has not been placed on strengthening busi-
ness linkages, reducing transaction costs, fostering a better alignment of
the capacities of farms and firms to collaborate on meeting requirements,
ensuring fair governance within chains, improving market intelligence,
improving management practices, strengthening producer organizations
and upgrading technologies. Here, Webber and Martin (2007) place
emphasis on the development of value chains, especially in the pri-
vate sector.
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In short, under CPEC the government needs to focus on commodities
which (1) have a comparative advantage with respect to Pakistan’s varied
ecological zones; (2) are competitive; and (3) have a growth trajectory in
an expanding Chinese market. China and Pakistan have agreed to
strengthen comparative and competitive advantage by bolstering
agricultural infrastructure and agro-based industry. The extent of their
cooperation includes such key areas as biological breeding, production,
processing, storage and transportation; infrastructure construction; dis-
ease prevention and control; water resource utilization, conservation and
production; land development and remediation; information and com-
munication technology (ICT)-enabled agriculture; and marketing of
agricultural products to promote the systematic, large-scale, standardized
and intensified construction of the agricultural industry. A PPP modality
could go a long way to developing competitive agriculture.

Sugarcane versus Cotton: A Case of Misguided Policies

The two crops that are being debated are sugarcane, which is supported
by huge direct and indirect subsidies, and cotton, a crop which is not
subsidized but has been a major source of exports, but is on the decline
in terms of acreage devoted and production. From the 1960s to the early
1990s there was a rapid expansion of cotton cultivation, as indicated by
Fig. 10.10. This trend is on the decline and the area under cotton in 2016
was as low as in 1985. The relative profitability of sugarcane as provided
in Table 10.3 could be one of the factors for why farmers are switching to
more profitable crops.

Table 10.4 along with Figs. 10.9 and 10.10 show the private profit-
ability of growing sugarcane and cotton, largely in the south. Clearly,
sugarcane is a winner, with profitability three times higher than cotton,
though cotton is grown for a shorter duration. It is also interesting to
find that Rajanpur, Rahim Yar Khan and Bahawalpur are the leading
districts for obtaining the highest profitability for both sugarcane
and cotton.
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Fig. 10.9 WareHouse model for agricultural commodities. Source: Adopted from
presentation made at Islamic Chamber of Commerce, Industry and Agriculture/Food
and Agriculture Organization workshop by staff of Pakistan Agricultural Coalition on
‘Pakistan Agricultural Coalition Transforming Pakistan’s agriculture’ in Turkey (2017)
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Table 10.4 Lead districts in sugarcane and cotton profitability

Sugarcane Cotton
Districts Rs per acre Districts Rs per acre
Rajanpur 46,669.5 Rajanpur 13,487.25
Rahim Yar Khan 39,383 Rahim Yar Khan 13,089.13
Bahawalpur 34,126 Bahawalpur 12,905.38
Muzaffargarh 33,434 Vehari 12,121.38
Khanewal 33,249 Bahawalnagar 12,017.25

Source: Agro-Ecological Zones in Punjab, Department of Agriculture. 2018

Table 10.5 Key policy indicators for sugarcane vs cotton

Sugarcane Cotton Comments

Nominal protection 0.88 0.89 Farmers are being taxed
coefficient
Effective protection 0.77 0.83 Farmers are taxed even when
coefficient input costs are considered
Domestic resource cost 1.14 0.57 Cotton has comparative
advantage but sugarcane does
not

Value added per acre 10,222 19,709 Cotton adds almost twice the
value added
Water productivity 724 1383  Cotton water productivity is much
(inches of water) higher

Chaudhry et al’s (2009) analytical work using the policy analysis
matrix (PAM) in the Multan and Bahawalpur regions provides important
policy insight regarding the comparative advantage of growing these two
competing crops in the south. The PAM model uses both financial and
economic prices and envisages that:

* Net private profitability would determine the competitive advantage.

¢ Net social profitability would determine the comparative advantage.

* Export and import parity prices would be calculated to establish the
comparative advantage of producing for domestic markets or export.

The results are summarized in Table 10.5.
On the basis of Chaudhry et al.’s (2009) analysis, it is clear that sugar-
cane does not have a comparative advantage in the South Punjab.

According to the analysis presented in Table 10.4, it costs Rs 114 by
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investing in domestic resources such as land, water and labour to add Rs
100 to the economy, clearly a losing proposition. On the other hand, for
cotton by investing Rs 57 we get a return of Rs 100, a much higher value
per acre than for sugarcane. Water productivity is the key policy indica-
tor, showing that the water productivity of sugarcane is almost half com-
pared to cotton. This type of analysis on a larger scale is needed to bring
greater value to this ongoing Food and Agriculture Organization-
supported work. The policy conclusion in the context of developing new
ecological zones highlights that promoting sugarcane in the south, where
cotton carries a huge comparative advantage, would be very costly in
terms of value addition, but also in wasting scarce resources like water.

The Way Forward

This chapter concludes with the recommendation that more refined
groundwork is required to meet the challenges and make the most of the
opportunities provided by CPEC. In the short to medium term, develop-
ing agriculture and agro-based industry has the best chance of success,
learning from the Chinese since they provide a successful model to feed a
large population and reduce their poverty level. The Chinese are doing
their homework and are quite clear on what benefits they can obtain
from CPEC, unlike in the case of Pakistan. This section outlines some of
the key planning and policy formulation actions that are needed.

CPEC has the potential to significantly contribute to ensuring inclu-
sive development, especially targeting the socioeconomic development of
the less-developed areas of the country. The government has identified
nine SEZs, including Dhabeji, Faisalabad and Hattar, as key areas of
development. Yet it remains to be assessed whether all nine are to be
included in China’s plan, requiring a push from the government.

A case is being made for developing agriculture and agro-based indus-
try through the identification of potential areas and adopting a cluster
approach. If we look at successful agricultural and rural development
growth models, four common features are apparent: a good natural
resource base; a good supporting infrastructure (feeder roads, water on
demand and post-harvest handling); making small farmers inclusive and
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competitive; and finally the right policy environment. Unfortunately, in
the CPEC context none of these is happening other than the first.

The chapter also notes that water is the main constraint, not only in
developing the backbone infrastructure but also in developing the sup-
porting infrastructure. The case of Gwadar is highlighted, where access to
drinking water for increasing growth has become a costly option. A
tanker is selling water at a price of Rs 22,000; in comparison the price in
Karachi ranges from Rs 4000 to Rs 8000 and in rural markets in Punjab
it is Rs 3000.

The expected investment from Chinese companies should be made in
a modality that not only creates value addition but, more importantly,
leads to the creation of job opportunities for Pakistani farmers. There is
significant policy work supported by donors in developing agriculture
value chains. This work should be further analysed to prioritize develop-
ing a profitable value chain with strong linkages to markets as the best
route to developing competitive and sustainable agriculture on the one
hand, and adding value to a sector that largely sells raw materials to
export markets on the other. The paper prioritized value chains based on
(1) needing upgrading, such as meat; (2) needing further development,
like olive; (3) carrying huge potential but still needing to be considered,
like soya bean; and (4) having potential to be developed as a global value
chain, such as value-added textiles.

At the centre of CPEC from the Chinese perspective is the develop-
ment of western China. It is extremely important for Pakistan to under-
stand the agriculture and trade dynamics of this region, identifying the
agricultural imports of western China and their price points, and equally
importantly mapping exports from western China and how over time
they are being diversified. In China, due to a shortage of arable land and
freshwater resources, there is a need to import land-extensive crops (such
as wheat, rice, livestock) to feed its population. Along with the rising
standard of living in China, the demand for agricultural imports is grow-
ing as well.

Pakistan has not benefited as much, as represented by the low volume
of trade being undertaken with China compared to other countries of
the region. On a positive note, this indicates the existence of huge
untapped trade potential for both countries, which can be enhanced
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through three key policy actions: (1) getting a better deal from China in
the second phase of CPFTA, which further lowers tariffs and normalizes
trade procedures; (2) competing better, seeking the same level of tariff
concessions on Pakistan’s exports to China as enjoyed by its competitors
from East Asian countries on their products; and (3) secking safeguard-
ing measures (as allowed under World Trade Organization rules) in
favour of Pakistan’s non-competitive industry (e.g. ceramics, footwear,
leather goods, sports goods, fan industry, plastics, tyres etc.) with mutu-
ally agreed timelines.

China’s ever-increasing population requires high-quality goods, which
presents a unique opportunity. Taking advantage of Pakistan’s unique
geographical location and predominantly agrarian economy could allow
for a significant increase in exports. However, Pakistan needs to produce
goods that are high in quality and carry added value to fetch a larger value
per unit of export.

The government must prudently manage the agriculture sector to
leverage the full benefits under CPEC to ensure that it not only creates
income and rural growth, but also is fully harnessed to make develop-
ment inclusive, generate income for the poor and marginalized and offer
opportunities for the economically most vulnerable groups like small
farmers, landless labourers and, more importantly, rural woman, a sig-
nificant contributor to the agricultural livestock sector but the
least rewarded.

Acknowledgement Mahira Khan, Research Assistant, WIT/LUMS provided
analytical and editorial support in preparing this chapter, and her dedication is
highly appreciated.

Notes

1. The JWG for agriculture is tasked with engaging with experts and policy-
makers in China. There are two points: first, this shows how serious the
country has been in preparing for the important and critical tasks—to
prepare such an important document within a span of less than one
month, a task should have been conceived and prepared in the past based
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on professional work covering the technical, economic, social and envi-
ronmental aspect for sound policy deliberations and negotiations, so it
seems that again we will go to China without clear preparation or direc-
tions. Second, the composition of the task force largely includes those
who have been policymakers or have had a great say in the decision space
in the past two decades—policies which to us have largely failed in both
the agriculture and water sectors. We need new and innovative ideas com-
ing from public, private and academia with a reasonable mix of economists
and technical experts and small farmers, who have been largely left out of
the past development paradigm.

2. The Water Informatics Center (WIT) at Lahore University of Management
Sciences has been awarded a contract by the Higher Education
Commission of Pakistan to find ways to attract the private sector to fur-
ther develop and market precision agricultural technology developed at
WIT to farmers at low cost.
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Introduction: China Pakistan Economic
Corridor and the Construction Sector
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In September 2013, Xi Jinping, President of China, unveiled plans for a
series of investments and infrastructure projects that would enhance
trade, mutual cooperation and territorial congruence in Asia (MOFA
2013). This was the genesis of the Belt and Road Initiative (BRI), which
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the Chinese government would later undertake for economic development
based on connectivity and industry and infrastructure development in
various countries and regions in Asia, Africa and Europe. BRI includes
71 countries, with half the planet’s population and a quarter of global
gross domestic product (GDP; Kuo and Kommenda 2018). Through
enhanced trade and cooperation, the initiative may not only improve the
economy of developing countries, but also help China to strengthen its
own economy.

Construction begins with planning, design and financing until the
project is built and completed for use. Within this industry, there are
generally three main sectors: buildings (e.g. residential, commercial and
institutional), infrastructure (e.g. heavy civil or heavy engineering, such
as dams, bridges, roads) and industrial construction (e.g. power genera-
tion, chemical processes, refineries, manufacturing plants and mills;
Halpin et al. 2017).

The construction industry has a crucial role in a country’s economic
development and infrastructure. It generally accounts for 6-9% of devel-
oped countries’ GDP. In its allied sectors, such as cement, steel, paints
and furniture, sanitary and marble, the industry generates significant
employment and growth.

According to statistics by Pakistan Economic Survey (2016-2017), the
construction sector represents 13.13% of the country’s industrial sector,
2.74%, of GDP and 7.31% of the labour force (MoF 2018). GDP from
construction in the country increased from PKR 294,154 million in
2016 to PKR 320,769 million in 2017, registering 9.1% growth. From
2006 to 2017, GDP from construction averaged PKR 239,361.33 mil-
lion, reaching an all-time high in 2017 from a record low of PKR 186,380
million in 2006 (TE 2018). Overall, the country’s GDP steadily increased
during 2008-2017 (TE 2018). Marked within this increase, a growth in
construction was also witnessed.

The construction industry is an important beneficiary of foreign direct
investment. The State Bank of Pakistan suggests that in August 2017, the
construction industry received a net inflow of US $35.7 million. The
industry received $55.7 million in July—August 2018, compared to
$1.6 million in the same period in 2017 (Hussain 2017).
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The Pakistani government’s focus on infrastructure development proj-
ects has led to heightened importance for the construction sector. The
sector has been able to achieve some major milestones in the past few
years, though some of these have experienced delays and cost over-runs:

* Lahore Metrobus Project: A 27 km rapid transit system of buses in
Lahore, which connects various suburbs and industrial zones of the
city. Its first phase was completed in two years and made available to
the public in 2013.

* Lahore Ring Road: An 85 km, six-lane, orbital highway in Lahore. The
project was led by the National Logistics Company and was, after
completion, opened to traffic on December 2017.

* Hazara Motorway M-15: Financed by the Asian Development Bank,
this 180 km highway connects Hasan Abdal to Abbottabad. Initiated
in 2014, the project was completed in 2017.

* Orange Line Metro: An elevated as well underground rapid train sys-
tem that is expected to span 25 km elevated and 2 km underground.
The train system is expected to handle a capacity of 250,000 passen-
gers daily. The project was initiated in May 2015 and is expected to be
completed in 2019.

In terms of the China Pakistan Economic Corridor (CPEC), out of a
total investment of $ 46 billion, 26% of this money is dedicated for the
construction of power plants, roads and railways, Gwadar seaport and
special economic zones (SEZs). Several of these projects are financed and
led by Chinese companies, including China Communication
Construction Company and China State Construction Engineering
Corporation. About 30% of the projects can be subcontracted locally.
Notable Pakistani organizations that are partially involved in such proj-
ects include National Logistic Cell and Frontier Works Organization.
Both of these organizations are in the public sector, which indicates that
private-sector players are relatively weak or may have fewer opportunities
in terms of CPEC projects.

More than $34 billion within CPEC has been dedicated to the energy
sector, including coal-fired power plants, hydropower power plants and
wind power projects. In 2018, there were 21 active (in development)
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energy projects (BOI 2018). The Sahiwal Coal Power Project (SCPP) is
one such project, with a capacity of 1320 MW and costing $1.80 billion.
Other flagship projects include the 1000 MW Quaid-e-Azam Solar Park
and Kohala Hydel project in Azad Jammu and Kashmir (CPEC 2018).

The projects under the infrastructure include railways, roads, mass
transit systems and SEZs. The two largest projects are the Peshawar—
Karachi motorway, with an estimated cost of $2889 million, and the
expansion of the existing ML-1 (Karachi-Lahore—Peshawar) railway
track, with an estimated cost of $8172 million (Ahmed 2018).

In the mass transit system, the Orange Line train project is expected to
be completed in 2019. In terms of SEZs, feasibility reports have been
completed and as of January 2019 were awaiting further action (Ministry
of Planning, Development and Reform n.d.).

For Gwadar, nine projects are currently in development, which include
Gwadar airport, with an estimated cost of $230 million, and a fresh water
treatment plant, with an estimated cost of $130 million (CPEC 2018).

Pakistan’s Construction Sector Value Chain

Pakistan’s construction sector value chain is complex and has multiple
players in the forward and backward linkages. The value chain broadly
constitutes the cement industry, steel manufacturers, transport services,
retail trade and financial services across both public and private sectors.
An overview of the value chain is offered in Fig. 11.1. It shows that finan-
ciers, developers, owners and users are four key players. Moreover,
mining-based industries such as steel, cement, marble, glass and sand,
forest-based industries such as furniture and woodwork, and logistics-
and finance-based services such as electricals, sanitary ware and paints are
vital components of the construction industry’s value chain. On the
implementation and quality assurance side, the presence of general and
special contractors along with regulators, consultants and training insti-
tutions is vital for the successful execution of construction projects.

An important denominator of the construction industry is its frag-
mented nature. This fragmentation arises from two areas within the tra-
ditional construction process: the construction work process, where the
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most significant division is in the separation of the design and construc-
tion phases, and the construction structure itself (Nawi et al. 2013).
There are also challenges in various sub-sectors which contribute to this
industry. This fragmentation not only affects the development of the
industry, but also hinders the integration of construction knowledge
among its various actors.

The construction of power plants is a subset of the construction sector
and its value chain is presented in Fig. 11.2. Its key support functions
include engineering, procurement and construction (EPC) companies,
skilled labour, infrastructure and government investment. Within the
regulatory framework, the most noteworthy are the Environment
Protection Agency (EPA), the Punjab Power Development Board, the
National Electric Power Regulatory Authority (NEPRA, for the tariff),
the Power Purchase Agreement (negotiated under the domain of NEPRA)
and the Private Power Infrastructure Board. Key market players include
the governments of Pakistan and China, the World Bank, labour laws,
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EPC contractors and the All Pakistan Contractor Association. Next, a
detailed discussion of the major industries serving as a backward linkage
to the construction sector is offered. These industries form the backbone
of construction.

Cement Industry

There are 24 cement manufacturers in Pakistan with an installed capacity
of 49.4 million tons per year. The cement manufacturers are divided into
a north zone and a south zone, with 80% of the manufacturing and sales
coming from the north zone. With investments in various infrastructure
projects under CPEC (Ministry of Planning, Development, and Reform
(n.d.), the demand for cement and allied industry products (e.g. steel,
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wood) is likely to increase in the future. As shown in Fig. 11.3, the cement
industry is expected to increase its capacity from 49.4 million to 72.8 mil-
lion tons (APCMA 2018; Arifeen 2018).

The cement industry was operating at 95% of its installed capacity
owing to an increase in both domestic and foreign demand in 2017.
About half of the major cement manufacturers had announced expansion
plans and an extra 3 million tons were added in fiscal year 2018, while
23.4 million tons of capacity were expected to be added in the next two
to three years by the major players in the industry, representing an addi-
tion of about 50% to the existing capacity (Arifeen 2018).

Steel Industry

The production of the steel industry of Pakistan is estimated to have
reached 5 million tons by the end of 2018. This is a jump of 39.3% in
recent years. In view of CPEC construction projects, the major steel fac-
tories of Pakistan are increasing their production capacities. For example,
Amreli Steels announced an increase in the annual production capacity of
reinforcement bars in the next two years to 750,000 tons (The News
2018a). Similarly, Aisha Steel Mills, another key player in this sector, was
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planning to expand its production capacity from 220,000 tons to 700,000
tons (The Nation 2017).

These industries, cement and steel, supply their outputs to the con-
struction sector. While inputs are necessary, their conversion cannot take
place without a set of practices that aid in this transformation. Here the
importance of project management, which turns these inputs into out-
puts, manifests itself.

Project Management

Project management is the art of managing a project through its life cycle
in view of cost, quality and time-related constraints. It incorporates activ-
ities that are designed to achieve a pre-defined set of objectives. Project
management not only comprises designing the project but also incorpo-
rates various elements such as cost management, time management
(sequential vs parallel scheduled tasks) and contract management. Key
elements of project management, based on PMI (2018), are conceptually
described in Fig. 11.4.

It is possible to examine CPEC construction projects through the lens
of project management. The first step is to carry out a feasibility study for
a proposed project, which is generally done by a private firm. The study
is then vetted by various government departments (both Chinese and
Pakistani), such as the Planning Commission, Finance Division and
Environmental Protection Agency. A formal project proposal is then
made by the interested party under the Planning Commission’s frame-
work. After its acceptance by various government agencies, formal plan-
ning on the project begins, which culminates in a complete design of
activities in the form of a work breakdown structure.

Project management remains a differentiating factor between Chinese
and Pakistani construction practices. While inputs like steel and cement
may stay the same, their transformation through project management
can create or undermine the overall value of the project.

Pakistan’s construction sector is generally marked by inefficient man-
agement, significant production delays and high overhead costs. The
main reasons for these challenges include incompetent contractors,
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procurement delays, payment delays and inaccurate cost estimates.
Table 11.1 (adapted from Wasim and Khalidi 2018) offers an overview of

key reasons for construction project delays in Pakistan.

Sahiwal Coal Power Project

A noteworthy example in the energy sector, to exemplify China—Pakistan
cooperation in project management, is the SCPP, consisting of two
660 MW power plants. It is Pakistan’s major super-critical coal-fired
power plant with a total capacity of 1320 MW.

Research for this section was conducted through interviews with indi-
viduals closely associated with the construction and operations of
SCPP. Moreover, secondary data including the company’s web site and
CPEC-related reports were used to produce a synthesized analysis.
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Table 11.1 Main reasons for construction project over-runs in Pakistan

Relative
importance

S.no.  Causes/factors index Rank
1 Incompetent contractor 0.817 1st
2 Delay in procurement of long-lead items 0.787 2nd
3 Delay in payments to contractors 0.770 3rd
3 Inaccurate cost estimates 0.768 4th
5 Inaccurate project schedule 0.763 5th
6 Incompetent project team 0.748 5th
7 Lack of project planning 0.746 6th
8 Incompetent project manager 0.743 7th
9 Delay in providing side access to contractors 0.734 8th
10 Lack of cash flows 0.729 9th
1 Delay in design phase 0.717 10th
12 Poor site management 0.714 11th
13 Changes to ‘issued for construction’ drawings 0.714 12th
14 Incompetent designer/consultant 0.714 12th
15 Shortage of skilled personnel/workers 0.712 12th
16 Lack of management support for the project 0.712 13th
17 Shortage of material 0.702 13th
18 Delay in approval of shop drawings 0.690 14th
19 Shortage of equipment 0.682 15th
20 Lack of communication 0.673 16th
21 Lack of resource planning 0.673 17th
22 Lack of quality procedures 0.673 17th
23 Lack of coordination between trades 0.670 17th
24 Delay in payments to consultants/designers 0.670 18th
25 Lack of stakeholders and management 0.658 18th
26 Lack of change control process 0.658 19th
27 Scope creep 0.653 20th
28 Government or regulatory changes 0.609 21st
29 Law and order issues 0.609 21st
30 Lack of risk planning 0.592 22nd
31 Organizational changes 0.563 23rd
32 Natural disaster 0.514 24th
33 Extreme weather conditions 0.502 25th

SCPP is located in the province of Punjab in the vicinity of Sahiwal. In
May 2014, the government of the Punjab province invited tenders to
build this plant.

The total cost of the project was $1.8 billion. The project was initiated
as a joint venture between China’s state-owned Huaneng Group and
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Shandong Ruyi Technology Group, with 20% ofits financing ($356.4 mil-
lion) secured from the Huaneng Shandong Ruyi consortium as equity
from the Chinese government, while $1.43 billion is commercial from
the Industrial and Commercial Bank of China.

The project site comprises 690 hectares of land, provided free of charge
by the Punjab government. The area also includes a new railway line from
the town of Yusuf Wala to the plant.

Each plant consists of one boiler, a steam turbine and a generator and
is powered by sub-bituminous coal. Using super-critical steam, the plants
have a gross efficiency of about 42%. This figure is much higher than the
average efliciency (33%) of other coal-based power plants in the country.

SCPP consists of a state-of-the-art air quality monitoring system and
an electrostatic precipitator to reduce ash and sulphur emissions from the
plant. The operation uses 60,000 cubic metres of water per day from the
Lower Bari Doab Canal.

Raw materials for the plant are usually obtained from within Pakistan,
including cement, sand, wood and other building materials. The plant
requires an expected 4.48 million tons of coal yearly, to enable 22 hours
of power generation every day. The vast majority of the coal is imported
from Indonesia and South Africa and transported by rail from Karachi to
the plant. Coal from Pakistan’s very own Thar coalfield has been found to
contain inordinate amounts of sulphur and lime and has not been viewed
as of adequately high calibre for the plant. To transport coal, Pakistan
Railways built a railway line from Yusuf Wala to the plant, for which it
bought new electric diesel locomotives and hopper wagons. Now 10,000
tons of coal is transported daily from Port Qasim to the power plant via
a direct railway line.

A 9.5 km single-circuit transmission line of 500 kV has been built to
connect the plant to the national electricity grid.

The civil works for construction started in July 2015. Both plants,
660 MW each, were launched in May 2017. Approximately 3000 work-
ers were needed to build the plants.

Construction of the project was completed in approximately 22 months.
Our source stated with great pride: “The Sahiwal Coal Power Plant truly is
a marvel of how different governmental and private companies come



282 J. Syed et al.

together to complete work at breathtaking pace without compromis-
ing quality.’

SCPP’s commercial operation date was 25 December 2018. The proj-
ect was, however, successfully completed on 25 October 2018, 22 days
before the initial deadline.

The project operates essentially on a Build-Own-Operate-Transfer
(BOT) model and the government of Pakistan has agreed to purchase
electricity at US cents 8.36 per watt (NEPRA Purchase Agreement) from
the facility for 30 years, after which it will be transferred to Pakistan.
BOT is a form of project financing, wherein a private entity finances and
constructs a construction project, operates it to cover its investments and
make a profit, and then at the culmination of the contract period hands
it over to the initiating authority.

Due to the super-critical technology it uses, SCPP is regarded as the
most reliable and eco-friendly coal-power-producing facility (IEA 2018).
The coal used is high quality and imported from abroad.

SCPP employs more than 600 people and has a lean organizational
structure, led by a General Manager (GM), who is assisted by a Deputy
GM and Chief Finance Officer. The following key persons report to the
GM: Chief Engineer, Director Administration, Director Human
Resources, Director Audit, Director Operations, Director Maintenance,
Director Coal Supply, Director Planning and Development, Director
Safety, Director Procurement and Director Commercial.

The plants’ operation requires an estimated 350 personnel to be trained
in China, including 200 Pakistani engineers.

Huaneng Shandong Ruyi Energy submitted an application to NEPRA
on 11 March 2015 for the approval of the upfront coal tariff for its pro-
posed two 660 MW coal-fired power plants in Sahiwal. The application
was approved and it was considered eligible for the granting of the upfront
tariff. For one plant (660 MW), the computed construction costs are
given in Table 11.2.

The tariff terms that were agreed and the tariff control period were to
be set to 30 years. The basis for determination of the tariff was the follow-
ing factors: quality of coal (low sulphur content), plant size, site of plant,
plant specifications, auxiliary consumption and exchange rate. A detailed
description of the tariff is given in Table 11.3.
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Table 11.2 Construction costs per 660 MW plant

Tasks US $ million
Capital costs 767.9
Custom duties and cess 30.5
Sub-total 798.4
Financing charges 21.0
Sino-sure fee 63.9
Interest during construction 72.8
Sub-total 157.7

Total 956.1

Table 11.3 SCPP’s tariff structure

Tariff components Years

Capacity charges (PKR/kWh) 1-10 11-30
Fixed O&M—Local 0.1435 0.1435
Fixed O&M—Foreign 0.1435 0.1435
Working capital 0.2276 0.2276
Insurance 0.1021 0.1021
Return on equity 1.1872 1.1872
Debt servicing 1.6691 0
Total capacity charges 3.473 1.8039
Energy charges (PKR/kWh)

Fuel cost component 4.2913 4.2913
Ash disposal 0.22 0.22
Limestone 0.09 0.09
Variable O&M—Foreign 0.0684 0.0684
Variable O&M—Local 0.0456 0.0456
Total energy charges 47153 4.7153

O&M, operations and maintenance

Key Differences between Sahiwal Coal Power
Project and Other Projects

Pakistani public companies have not been very efhicient when it comes to
the construction of complex feats of engineering such as power plants.
For example, the Hub Power Plant located in Karachi took five years to
be completed. In contrast, the construction processes for SCPP were
much more methodical, systematic and efficient. A major reason for
delays in previous projects was the lack of local expertise in project man-
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agement. In the case of SCPD, specialized and experienced Chinese proj-
ect managers, engineers and blue-collar labour were brought in to work
on the project. As our source stated: ‘Chinese engineers were very adept
at working on complex projects with tight deadlines. Everyone knew
their role and was a subject matter expert on how to troubleshoot prob-
lems and get work done.’

Due to rapid urbanization and expansion in the last two decades in
China, Chinese construction companies have had a lot of exposure to
efficient construction techniques, which has given them a lot of expertise
in these fields. Along with experienced Chinese labour, consultants as
well as Chinese contractors were brought in in parallel so as to complete
the project as soon as possible.

Another possible reason for SCPP’s expedition is that the planning
phase was very efficiently carried out. Compared to Pakistani companies,
which do not deploy project management techniques such as concurrent
engineering and development of a work plan, the Chinese were methodi-
cal about their forecasts and processes. Forecasting of raw materials is one
specific example of their cost-effective practices. The amounts of materi-
als required are forecasted, their inventory management is pre-planned
and orders are placed and procured way before the time when inventories
fall critically low. According to industry experts in Pakistan, procurement
time causes the highest number of time delays in construction. The
Chinese were able to rectify that by efficient forecasting of resources.

Industry experts have also identified issues with implementation and
adhering to work breakdown structures in Pakistani construction projects.
In the case of SCPD, this issue was remedied by sticking precisely to the
work breakdown structure, and delays were not tolerated.

Contingency plans have also been an issue in Pakistani construction
companies. Unforeseen circumstances may cause significant delays in
construction projects. In the case of SCPP, contingency plans were
chalked out and strictly implemented. As an example, billing and mon-
etary payments to suppliers and distributors of machinery and raw mate-
rials have caused significant delays in Pakistani projects. Projects are often
halted because payments are made late to the supplier. In the case of
SCPP, a contingency plan was in place and all billing was done before the
forecasted deadline. This disallowed any form of production delays due
to non-availability of raw materials.
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Conclusion

In view of SCPP’s success, a host of factors may serve as lessons for future
power plant and other construction projects. First, there must be proper
project scheduling. No changes must be made in the ‘issued for construc-
tion” drawings after a project’s initiation. The work breakdown structure
can play a vital role here. During the buffer days, the project speed may
be improved through concurrent engineering. Concurrent scheduling of
project activities may minimize the time for completion (e.g. simultane-
ous government approvals and construction). An automated reporting
system may be helpful in this regard. Moreover, efficient site manage-
ment may reduce issues related to the quality and quantity of work. In
addition to the availability of economical direct and indirect labour in
Pakistan, the skilled labour force made the SCPP project a huge success.
More than 5000 trained and experienced Chinese engineers and workers
and more than 2000 Pakistani engineers and workers were involved in
the project. This may also be helpful in future given that local resources
have the expertise to work on such projects. Government support and
other necessary approvals played a crucial role. For example, the visa
facilitation for Chinese engineers was very helpful. The EPA expedited
certification on environmental regulations, which were granted in a cou-
ple of months during the project’s completion. Punjab Power Development
Board played a key role in facilitating this project. Pakistan Railways laid
a dedicated track through which coal was transported from Karachi
to Sahiwal.

The future of construction is extremely bright in Pakistan, not only in
the industrial sector but also in residential housing. In 2018, the Pakistani
government announced plans to start social housing schemes for millions
of poor and homeless people. According to an official from the Association
of Builders and Developers: “There is a need of more than two million
homes in Pakistan, while the extent of development industry is over
PKR250 billion, in this way the administration ought to boost the part
to fill the lodging gap and making work openings. The government ought
to declare tax reforms.” In addition, it has been proposed that the raw
material for the development industry should be produced locally within

the country (The News 2018b).
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Last but not least, the government needs to invest in human capital
development. More skilled labour would mean a better finished product.
Moreover, by providing specialized training on project management, not
only to business entrepreneurs and project managers but also to policy-
makers and support service providers, the overall efficiencies of the con-
struction sector and its various projects may be monumentally improved.
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Special Economic Zones under the CPEC
and the Belt and Road Initiative:
Parameters, Challenges and Prospects

Asifa Jahangir, Omair Haroon, and Arif Masud Mirza

Introduction

This chapter is one of the outcomes of a joint project of the China—Pakistan
Managing Initiative at Lahore University of Management Sciences (LUMS)
and the Association of Chartered Certified Accountants. There are follow-
ing objectives of the chapter: (1) to comprehend the concept and classifica-
tions for developing special economic zones (SEZs); (2) to understand the
rationale of the SEZs within the framework of China Pakistan Economic
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Corridor (CPEC) and the potential of the SEZ idea within Pakistan; (3) to
look at the parameters for understanding the establishment of SEZs in
Pakistan; and (4) to explore the challenges Pakistan is currently facing
regarding the development of SEZs and presenting the way forward.

Research Methodology and Interview
Technique

Qualitative and inductive methods are used for this research project and
the data collected by using the interview technique is analysed to com-
prehend the basic concept of the SEZs. Moreover, this research tries to
look at the technology of the SEZs, such as their design, development
and management (Farole and Moberg 2014). Besides, this research inves-
tigates the potentials, parameters, challenges and prospects of the SEZs
within the framework of Pakistan’s national political economy. In addi-
tion, the study explains the descriptive characteristics and evaluates the
performance of SEZs in other countries of the South Asian region. This
research is basically analytical, exploratory and explanatory (Patton
2002). The interview method was used because of its utility for collecting
large amounts of primary data quickly other than secondary data
(Marshall and Rossman 1995).

The main goal of the interviews was to obtain a broad range of differ-
ent viewpoints as possible for purposive sampling due to their expediency
(Bryman 2008: 183). For this, the research population targeted specific
research participants as research respondents (Creswell 2009: 113),
including government officials, university doctoral scholars, experts and
practitioners of different think tanks, and individuals who are attached to
the CPEC directly or indirectly in their own capacity. These were Dr
Liaquat Ali Shah from the Centre of Excellence, China—Pakistan
Economic Corridor; Hyder Mustafa from the China—Pakistan Institute;
Dr Iftikhar Ahmed from the Pakistan Institute of Development
Economics (PIDE) at Quaid-i-Azam University Campus; Dr Syed Hasan
Javed and Dr Zamir Azam Awan from the Chinese Study Centre at the
National University of Science and Technology (NUST); Hasan Daud
Butt from Pakistan’s Ministry of Planning, Development and Reform;
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Zulfigar Ali from the Board of Investment (BOI) at the Prime Minister’s
Office, Lahore; Nabeel Saqib Shah from the Punjab Board of Investment
and Trade (PBIT); Khalid Mahmood from CPEC Platform International
Pakistan; Mueen Batlay and Shahzad Qasim from the China Study
Circle; and Dr Frank Yung-Hsiang Ying from National Taiwan Normal
University.

Concept of Special Economic Zones

Generally, an SEZ is defined as an area in which the rules and regulations
of business, trade and commerce are different from the rest of the country
for the promotion of industrialization, job creation and investment. Any
region that gets the status of an SEZ for the industrialization of the
county is run according to special economic laws and policies. The pur-
poses are (1) to attract investors by creating a conducive environment for
ease of doing business; (2) to promote trade; (3) to develop new job
opportunities; and (4) to speed up administrative matters related to
investment, industry and trade.

Prof. Qu Jian, a Chinese expert on the development committee at the
China Development Institute (CDI), defined an SEZ in the Economic
Summit of 2016 as ‘a wide area where special economic system under
special economic policies are applied. Initial purpose of such zones is to
create a favorable environment to attract investment and to increase
employment’ (Jian 2017). Pakistan presented the definition of an SEZ in
the SEZ Act of 2012, but it was modified in the SEZ Act 2016 as an
‘economic zone means a geographically defined and delimited area which
has been notified and approved for economic, industrial and commercial
activities’ (the italicized words were not included in the 2012 Act).

Historically, the first and foremost SEZ was established in Dublin,
Ireland. However, this idea became well known after the establishment of
an SEZ in Shenzhen, China. Experts state that an SEZ is not a guarantee
of development and industrialization. There are many examples where
the best infrastructure was developed, but there was no chance to utilize
those facilities, such as at Hambantota SEZ in Sri Lanka, which was
developed by the Chinese investment, but was not very successful because
of several problems.
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Classification of Special Economic Zones

There are around 5000 SEZs across the globe. Most of them are success-
ful due to effective one-window operations, regional connectivity,
advanced infrastructure, an easy taxation system and ease of doing busi-
ness, efficient institutional functionality, and a decentralized power sys-
tem, for instance SEZs or export processing zones (EPZs) in Hong Kong,
the United Arab Emirates and Shenzhen. The most commonly used tax-
onomy is EPZs, urban enterprise zones (UEZs), bonded logistics parks
and eco-industrial parks (Jeong and Kechichia 2015; Zeng 2016: 2).

There is also an advanced category of SEZ, charter cities, which are
made for the special purpose of industrialization, such as Hong Kong,
which is a centre for high-tech industry, and the City of San José in
Silicon Valley, California (USA) that is a centre for information technol-
ogy (IT) industry (Akram 2018). In these charter cities, local or provin-
cial governments have numerous powers to handle and run economic
matters. Decentralization is promoted and the role of the federal govern-
ment is greatly restricted in this specific area. Moreover, China is trying
to transform one of the big industrial zones of Chengdu into a charter
city. It has imposed a ban on the import of old machinery and technol-
ogy. It prefers to promote better and well-reputed companies to invest in
innovative industries.

Different nomenclature is normally used for the SEZs. Table 12.1 shows
the classification of SEZs around the South Asian region and the globe by
the World Bank, and Table 12.2 contains a comparative analysis of differ-
ent incentives being offered by various countries in the EPZs and the SEZs.

Chinese Experience of Special Economic Zones
and Global Outlook of the Belt and Road
Initiative

China opened its economy to the world in 1989. It took different mea-
sures to develop a market economy and attract foreign investment.
Various EPZs and industrial parks were established, mostly borrowing
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the SEZ model from Ireland (Xiang, January 23, 1984; Yeung et al.
2009: 224).

The SEZs have been a significant part of China’s policy of opening to
the world. The idea was first put forward at the end of 1978, when China
commenced its modernization drive. The Chinese National People’s
Congress formally approved the SEZs in Guangdong province in August
1980 and the Xiamen zone two months later. The first and foremost SEZ
was established in Shenzhen, which was primarily planned in 1969 on an
urgent basis as a litmus test and opened to the world in 1979. In 1980,
China began building the SEZs in other cities, including Zhuhai and

Shantou in Guangdong province, and in Xiamen in Fujian province.

Shenzhen: A Chinese Success Story in Special
Economic Zones

Shenzhen, next to Xianggang (Hong Kong), is considered to be the larg-
est and most successful SEZ in China, covering an area of 327.5 sq km.
It was constructed quickly within only three years. Its geographical loca-
tion and other conditions favoured its strategic position as an SEZ. Liang
Xiang described it in the Beijing Review:

Shenzhen has ample natural resources and wide political, economical and
cultural connections with Xianggang (Hongkong) and Aomen (Macao). It
is also one of China’s major ports and has access to major roads, railways
and airports. With the large-scale exploration of oil in the nearby South
China Sea and the planned construction of a nuclear power station in

neighboring Dayawan, Shenzhen is certain to prosper (Xiang, January
23, 1984).

Historically, Shenzhen made considerable achievements after its three
years of construction. Some of the factors were an effective regulatory
mechanism, preferential corporate policy planning, speedy construction
of Shenzhen’s administrative capital and its connectivity with adjacent
areas (one-window operation; Xiang, January 23, 1984), import of mod-
ern equipment and technology from abroad, and an immense increase of



12 Special Economic Zones under the CPEC and the Belt and... 299

industrial output (production). Most of the projects that were in opera-
tion encouraged tremendous progress in management and administra-
tion as a result of successful planning between 1979 and 1983. During
this short time span, Shenzhen spent 1990 million yuan on capital con-
struction, completing 3,250,000 sq m of floor space. A large number of
industrial and residential buildings, department stores, modern hotels
and restaurants, and picturesque scenic spots with up-to-date facilities
were completed, as well as 55 roads that were built or expanded in the
city district, of which 37 with a total length of 56 km were completed.

On account of the overall historical picture of Shenzhen, ‘the biggest
success story [regarding SEZ] is China, and ... Shenzhen,’ (7he Economist
2015). Additionally, Shenzhen’s gross domestic product (GDP) was
about 7.5% per year in 2018 to US $350 billion and 4.16% (about 100
billion yuan) of its GDP is solely spent in the research and development
sector (Huifeng 2019).

If a comparison is done between Shenzhen and Hong Kong and
Shenzhen with other countries’ SEZs, the success story can be better
understood (Table 12.3).

The export volume from all Indian SEZs combined is US $72 billion.
Exports from major Chinese SEZs are $127 billion in Pudong and $280 bil-
lion in Shenzhen. The exports from all Indian SEZs combined make up
around 25% of exports from the Shenzhen SEZ alone. As a comparison,
Shenzhen’s population is similar to the population of Lahore (a major city
in Pakistan) and its GDP is equal to the entire country of Pakistan.

In short, after several years of hard work, a small fish market-based city
with a population of 30,000 in 1979 was transformed into a modern
socialist city with a highly developed metropolis and a population of
11 million on the shores of the South China Sea. The lessons the Chinese
learnt from the Shenzhen experience were twofold. First, no compromise
was made with respect to the SEZ technology used in Shenzhen. More

Table 12.3 Gross domestic product (GDP) ratio of Shenzhen to Hong Kong

Year Ratio of GDP
1979 1: 600
2016 1:1.1

Source: China Development Institute
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importantly, it was decided that further development of the SEZs would
be improved and state-of-the art SEZs would be established across the
country to create rapid economic growth and industrialization. Indeed,
the SEZs have been a catalyst of China’s economic rise. Second, accord-
ing to Dr Frank Yung-Hsiang Ying, regardless of leadership change in
China, there has been policy consistency and sustainability of project
development, which can be considered the biggest lessons learnt from the
rapid economic progress of the country in general and of Shenzhen SEZ
in particular.

How Did Businesses Participate in China’s Special
Economic Zones?

Chinese Communist governments have given several economic advan-
tages for setting up the SEZs. According to Prof. Qu Jian at the Economic
Summit of 2016, the ‘123’ Planning Framework was established (Jian
2017; Fig. 12.1).

JAN

1. Law of SEZ
/ \

2. Planning

(industrial & spatial planning)

/ A\
3. Proposals

Investment Feasibility Study, Proposal of
Financing, Proposal of Operation

JA A

Fig. 12.1 ‘123’ Planning Framework. Source: Developed by the authors
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Through better regulations on preferential policies, large amounts of
foreign investment can be used in a better way. Consistent application of
law and regulation helped China to import advanced technology and to
acquire scientific techniques and management skills (Xiang 1984). The
preferential policies in the SEZ Law enabled the country as a whole to
develop economically at a quicker pace. The SEZ Law is indeed an eco-
nomic cooperative tool used by China to improve modern urban con-
struction and management methods, and to train professionals.

Chinese governments have devised special plans for the rapid develop-
ment of the SEZs. For this, preferential policies are created and decisions
are taken accordingly. The managerial procedures, policy systems and
measures in the SEZs are quite different from the rest of China. Some of
the preferential policies were described by a Chinese expert on the devel-
opment committee at CDI at the Economic Summit of 2016 (Jian 2017;
Brautigam and Tang 2014):

¢ Policy of imported equipment for foreign-funded enterprises;

* Duty-free for self-used goods in the SEZs;

* Land tax incentive;

¢ Dolicy of credit funds in the SEZs;

¢ Short- and medium-term policy of international commercial loans;

* Corporate income tax incentive for enterprises in the SEZs;

¢ Coordinated measures of social insurance in the SEZs;

* Opening-up policy of e-commerce and eco-industry in the SEZs;

¢ Policy of establishing foreign banks;

* DPriority port reforms;

* Incentives for processing trade;

¢ Policy for imported goods and raw materials;

¢ Performance measuring mechanism (PMM) within the regulatory
framework of enterprises and the law;

¢ Largely market-regulated system of prices gradually established, on the
condition that prices remain relatively stable;

¢ Simplified entry and exit procedures and other formalities for busi-
nesspeople and visitors; and last but not the least,

* Government’s prime responsibility that China develops an environ-
ment that facilitates business
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Rounds of Relocation of Industries and China’s
Rationale behind the Belt and Road Initiative

Historically, labour-intensive and uncompetitive industries have relo-
cated to areas with access to cheaper labour and capital. In the age of
globalization, four rounds of relocation of industries are documented
(Jian 2017). During the first round in the 1950s, industry was relocated
from the USA and Europe to Japan. During the second round in the
1970s, the scientific and technological revolution accelerated Japan’s
industrial upgrading. As a result, Japan shifted its focus to developing
capital-intensive industries, for instance chemicals and automobiles, as
well as technology-intensive industries, such as electronics, aviation, biol-
ogy and pharmaceuticals. These two types of intensive industries were
displaced from Japan to the four Asian Tigers, namely South Korea,
Taiwan, Hong Kong and Singapore. After opening up its economy to the
world in 1989, China began making rapid economic progress and rising
in technological advancement in the 1990s, therefore, many manufactur-
ing businesses decided to transfer labour-intensive industries to China.
'This was the time of the commencement of the third round in the 1990s,
when various traditional industries and some low-technology-intensive
industries were moved from the Asian Tigers to the coastal areas of main-
land China. During the fourth round after 2010, China decided to relo-
cate manufacturing industries from its coastal areas to its central and
western regions, Africa and Southeast Asia, and other Asian regions.
Relocation of industries was one of the motivations for launching the idea
of One Belt One Road (OBOR). Later, the OBOR was changed into the
Belt and Road Initiative (BRI) in 2017. According to the experts, there
are some other reasons behind this relocation in the fourth round, includ-
ing high labour costs and low competitiveness, as well as environmental
issues in China (I. Ahmad, personal communication, 8 January 2019).
The BRI is a Chinese initiative to manage its economic growth, capi-
tal, investment, skilled labour and professionals, industrialization,
innovativeness and technological efficiency by co-opting other countries
through infrastructure projects for regional connectivity and global
economic integration along the lines of a liberal economic market.
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BRI comprises six corridors and 65 countries are recipients of the major-
ity of the relocated industries, which are labour-intensive machinery and
electronics industries. The empirical focus is on a combination of the
major economic/political centres in BRI countries and the major centres
along the six corridors that have been identified to link to the BRI:
China—Mongolia—Russia Economic Corridor, New Eurasian Land
Bridge, China Central Asia—Western Asia Corridor, China-Indochina
Peninsula, China Pakistan Economic Corridor and Bangladesh—China—
India—Myanmar Corridor.

The CPEC is one of the critical corridors of BRI, which came earlier in
2013 under the notion of OBOR (that later changed into the BRI). The
development of SEZs under the BRI is a significant part of China’s cur-
rent BRI policy for the industrialization and economic growth of devel-
oping countries.

Pakistan’s Rationale behind Special Economic
Zones under CPEC

The CPEC is a government-to-government mechanism to deepen strate-
gic relations between China and Pakistan. It is purported to be a win—win
game strategy for both time-tested partners (Z. Ali, personal communica-
tion, 10 December 2018). On the one hand, the CPEC highlights the
strategic and commercial interests of China in Pakistan to have the short-
est trading route via Gwadar to the Middle East, Africa and the Persian
Gulf countries. Furthermore, according to experts, the CPEC can pro-
vide great benefits to Pakistan, but Pakistan has to keep its national inter-
ests and the concerns of local industrialists in consideration (Q. Shahzad,
personal communication, 6 January 2019). Chinese goods have over-
whelmed local manufacturing industries in Pakistan, especially after the
signing of a free trade agreement (FTA) with China in 2007. The FTA
has totally changed Pakistan’s national economic outlook into being
trader oriented rather than manufacturer based. Apart from that,
‘Pakistan’s industrial policy has not been obvious since 1989 when the
country started hostage to the international financial regimes. Most of
the industrial policies have likely been half-cooked’, stated Dr Syed
Hasan Javed, Director of the China Study Centre, NUST Islamabad
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(personal communication, 7 January 2019). Since 2012, Pakistan has
tried to identify a small portion of its industrial policy—that is, the estab-
lishment of SEZs—Dbecause of the following objectives:

* To change the country’s outlook from agriculture based to an industri-
ally developed country;

* To create efficient and competitive industrial clusters, to make the
existing traditional industrial clusters more competitive and techno-
logically advanced;

* To reduce the cost of doing business through an attractive incen-
tive package;

¢ To attract foreign direct investment (FDI) with imports of technology,
expertise and professionals;

* To meet global competitiveness challenges and access new markets to
be part of the global value chain;

e To create skilled and trained human resources; and

¢ To improve companies’ social and environmental compliance.

Earlier and Recent Developments in Special Economic
Zones in Pakistan

This section has been divided into sub-sections for better comprehension
of developments in the SEZs that occurred in Pakistan from the begin-
ning of the twenty-first century.

Earlier Developments

The Chinese-style SEZ idea was introduced to Pakistan in around 2006,
when then Chinese President, Jin Tao visited Pakistan and inaugurated
the single-unit zone of Haier Company as an SEZ. It was the very first
step by the private sector not only to relocate any Chinese brand outside
China’s boundaries, but also to make a huge investment in transferring
Chinese industries to within Pakistan. At that time, the idea of SEZs was
not new, because Pakistan had already established several traditional
industrial estates or parks. However, the government of Pervaiz Musharraf
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ordered work to start on understanding the notion of SEZs. By 2007,
during the government of the Pakistan Muslim League Quaid-e-Azam
(PML-Q), the then Chief Minister Pervaiz Elhai took a further step to
establishing the first SEZ in Kala Shah Kako (Punjab) and 3000 ha of
land was acquired for its development.

Holistically speaking, almost every district headquarters of Pakistan
has a traditional industrial estate (a form of SEZ) or area that has infra-
structure and offers special incentives of various kinds: Punjab has 26
industrial estates, while there are 30 industrial states in Sindh, 7 in
Balochistan and 12 in Khyber Pakhtunkhwa (Mahmood, 5-7 January
2018: 6). Some of these are working successfully, even though others
have been unsuccessful because of their existence in remote areas lacking
the necessary skilled work force, and the unavailability of a connectivity
network or basic amenities for workers and investors. Additionally, some
large cities in Pakistan also have traditional industrial clusters on the basis
of their strength in skilled work force, raw materials, supporting institu-
tions and deep historical links with local and global supply chains, such
as sports and surgical clusters in Sialkot, a textiles cluster in Faisalabad, a
fan cluster in Gujrat and an engineering cluster in Gujranwala.
Furthermore, there are some industrial parks in Pakistan: Rachna
Industrial Park (Lahore), Marble City (Lahore) and Textile City (Port
Qasim). Pakistan also has some existing EPZs and economic zones (EZs),
including Karachi EP, Risalpur EPZ, Sialkot EPZ, Gujranwala EPZ,
Khairpur EZ (Rashakai-Mardan, M-1), Gadoon Economic Zone
(Gadoon-Amazai Swabi) and Hathar Economic Zone (Hathar-Haripur).
In spite of the EPZs and industrial parks, Pakistan has approved seven
SEZs (see Table 12.4); however, these SEZs are not included in the CPEC
initiatives.

Under the umbrella of CPEC, work on the SEZ Law started again and
the SEZ Act was approved in 2012 and modified in 2016. In this way,
CPEC provided Pakistan with a golden opportunity to make the estab-
lishment of SEZs successful. Prior to the initiation of CPEC, Pakistan
was facing a serious energy crisis and there was a lack of basic infrastruc-
ture for the successful implementation of economic zones. Security and
terrorism issues further hindered investments in the country. Energy
projects under the CPEC have somewhat mitigated the capacity issues,
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Table 12.4 Approved special economic zones (SEZs) in Pakistan

Area/location Sectors

Khairpur SEZ, 140 acres Agro-based industry and date processing

Bin Qasim SEZ, 930 acres Light engineering, auto vendors, steel,
chemicals, food, pharmaceuticals, consumer
goods, etc.

Korangi Creek SEZ, 240 acres  Consumer goods, food, pharmaceuticals,
garments, value-added textiles, light
engineering, etc.

Quiad-e-Azam Apparel Park,  Textile and cotton industries

1536 acres
M3 Industrial City, Faisalabad, Textiles, energy, construction, chemicals,
4356 acres electronics, food and beverages, etc.
Value Addition City, Textiles, energy, chemicals, electronics etc.
Faisalabad, 225 acres
Hattar Economic Zone, Hattar, Mixed industries
424 acres

Source: Drafted by the authors from available data

as the focus of early harvest projects under the CPEC has been energy
and infrastructure development.

Understanding the institutional organization of the CPEC is impor-
tant for exploring the issues surrounding the SEZs in Pakistan. Four joint
working groups have been formed by the Joint Coordination Committee
(JCQO), the apex body overseeing the implementation of CPEC projects.
The JCC includes the Federal Ministry of Planning, Development and
Reform, headed by the Prime Minister of Pakistan. The China
Development and Reform Commission is headed by the Chinese coun-
terpart. The four working groups were related to energy, infrastructure,
Gwadar and industrial cooperation. Recently, a new joint working group
has been formed related to social indicators after the eighth JCC meeting
in Beijing in November 2018. Also, four phases of the CPEC implemen-
tation were identified: (1) 2015-2018: Early harvest; (2) 2018-2020:
Short term; (3) 2020-2025: Medium term; and (4) 2025-2030: Long
term. Around 43 major projects had been agreed under the CPEC, out
of which 22 projects were on fast-track development, whereas 9 were
already completed. Almost $33 billion out of $62 billion Chinese invest-
mentwasallocated for energy projects. In this regard, Chinese Ambassador,
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Yao Jing categorically showed his concern on 10 January 2019 when
addressing the Lahore Chamber of Commerce and Trade:

Though the outgoing PML-N government paid full attention to the
Gwadar port, infrastructure and energy projects, it neglected completion
of the SEZs. Since there are no SEZs too, how Chinese investors can make
investments. (Inconsistent policies keep Chinese investors at bay:

envoy 2019)

Under the CPEC, according to Pakistan’s Board of Investment (BOI),
41 points for developing the SEZs across the country have been identi-
fied so far. The details of these 41 SEZs are as follows.

Punjab

* Pind Daden Khan Industrial City, the largest SEZ (10,000 acres)
e Multan Industrial Estate-II (80 acres)

* Rahim yar Khan Industrial Estate (450 acres)

e Bhawal Industrial Estate (400 acres)

* DG Khan Industrial Estate (3815 acres)

e Mainwali Industrial Estate (600 acres)

* Rawalpindi Industrial Estate (200 acres)

Khyber Pukhtunkhwa

e Hattar Industrial Estate (10363 acres)

e Mansehra Marble and Granite Industrial Estate (80 acres)
* Nowshera Industrial Estate (manufacturing; 1000 acres)

¢ Chitral Industrial Estate (food processing; 80 acres)

* Ghazi Industrial Estate (manufacturing; 90 acres)

* DI Khan Industrial Estate (manufacturing; 188 acres)

e Bannu Industrial Estate (400 acres)

¢ Karak Oil Refinery (1.00,000 barrels of oil per day)
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Baluchistan

e Gwadar Industrial Estate (3000 acres)

e Lasbela Industrial Estate (1290 acres)

e Turbat Industrial Estate (1000 acres)

* Dera Murad Jamali Industrial Estate (50 acres)
* Winder Industrial and Trading Estate (50 acres)
e Mini Industrial Estate Khusdar (50 acres)

e Bostan Industrial Estate (1000 acres)

Sindh

¢ Chinese Industrial Zone near Karachi (2000 acres)
* Textile City near Port Qasim (1250 acres)
* Marble City Karachi (300 acres)

Gilgit Baltistan

* Mogpondass Industrial Estate (mining and food processing; 250 acres)

Priority Special Economic Zones

Out of 41 sites identified by provincial governments, 9 sites have been
earmarked to be priority special economic zones (PSEZs) in the sixth

JCC (for details, see the Appendix):

* Rashakai SEZ, Khyber Pakhtunkhwa

* China SEZ, Dhabeji, Sindh

¢ Boston EZ, Balochistan

* Punjab-China SEZ, Sheikhupura, Punjab

* Magqgpoondas SEZ, Gilgit Baltistan

* ICT Model SEZ, federal government, Islamabad

* Industrial Park on Pak Steel land at Port Qasim, Karachi (federal

government)
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* Bhimber Industrial Zone, Azad Jammu and Kashmir
* Mohmand Marble City, Federally Administered Tribal Areas

The current status of all PSEZs is that no model PSEZ is ready to
launch. According to Hasan Daud Butt at the Ministry of Planning,
Development and Reform, ‘feasibility reports of 8 SEZs except Gilgit
Baltistan have been sent to China. The SEZ in Rashakai is scheduled to
be launched in March 2019’ (personal communication, 7 January 2019).
It is claimed that there is a ‘great potential in the M-3 and Dhabeji pro-
posed SEZs’, according to Dr Laiquat at the Centre of Excellence, CPEC
Islamabad (personal communication, 8 January 2019).

Provincial SEZ authorities (as opposed to the federal government) are
responsible for identifying the incentive to boost the development of the
PSEZs according to the requirements and opportunities of the area
concerned.

Recent Developments and Analysis of Pakistan’s
Industrial Progress

According to the PBIT and the Ministry of Planning, Development
and Reform, the recent government of Pakistan is focusing on bringing
foreign investment to the country, increasing exports, promoting indus-
trialization and creating an immense number of jobs and a facilitating
business environment within the country (personal communications,
26 December 2018 and 7 January 2019). For achieving these goals, the
great significance of the SEZs and their role in the overall national
economy has been highlighted. Chinese Ambassador Yao Jing expressed
his views thus: “The new government has an export-oriented vision and
looks determined to resolve various issues (Inconsistent policies keep
Chinese investors at bay: envoy 2019).” Figure 12.2 shows the national
economic outlook and the importance of SEZs in industrial policy.

If properly implemented, the potential for the SEZs to contribute to
the development of Pakistan, as discussed by the research respon-
dents, includes:
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National Economy Outlook Industrial Policy
( h SEZ Acts are available and can take a
try to change from strategy of industrialization.
—| Traders-oriented to export “Current govt. has introduced “Green
oriented and Clean Policy” for industrialization”
J (Hasan Daud Butt)
(. . e e )
Space for industrialization Mr. Hasan further stated

based on diverse sectors

“SEZ [Pockets for economic development
of Pakistan. Govt. is trying to promote
“Urban-Rural Synergy” through the
SEZs.”

(relocation of light
Engineering, Textile,
auto-mobile, agro-based
\industry, food processing) J

Fig. 12.2 Pakistan’s national economic outlook and the status of special eco-
nomic zones in industrial policy. Source: Authors’ notes

¢ Pakistan can develop by changing to an agro-oriented outlook;

 Pakistan can go towards rapid industrialization and technology
advancement;

* Immense job creation and poverty alleviation;

* Economic growth as Pakistan’s trade deficit will deplete and the GDP
growth rate will increase;

¢ Pakistan will move towards import substitution and export promotion;

e Value addition can be increased; and

* Promotion of ‘Made in Pakistan can be possible (PBIT).

* “We will get a regional as well as global outreach and integration by the
Chinese companies and can be a part of global value chain’, according
to Dr Iftikhar Ahmed at PIDE, Quaid-e-Azam University, Islamabad
(personal communication, 7 January 2019)

There are different guesstimates of the economic significance of
the SEZs under the CPEC for Pakistan and the SEZs’ contribution to
changing the country’s outlook. According to the Ministry of Planning,
Development and Reform, the SEZs can contribute 2-3% to the GDP
of Pakistan. Estimates regarding job creation with the development of
SEZs vary (I. Ahmed, personal communication, 7 January 2019):
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Weaknesses
Strengths 1. Small industrial base,

1. Unique Demographic Dividends e.g. Raw 2. Unemployment and poverty, 3. energy crisis, 4.
material, 65% Young Human Resource and lack of infrastructure,

cheap labor force available, agriculture 4. Security and terrorism issues ; 5. lack of

2. Geo-strategic location of Pakistan. 3. Big modern technology; 6. trade deficit; more
Consumer Market 4. Have some existing imports and less exports; 6. Inefficiency for
Industrial base 5. Cost savings reverse engineering

SWOT
Analysis

[Current] Trends

Opportunities 1. Need to improve industrialization for economic

1. Relpcation of labor-intensive industries from development and technological advancement [the
China in other parts of the world under 4" round idea of SEZs is a good way];

($ 400 billions in all 65 BRI countries); 2. Under CPEC, energy crisis is resolved

2. Chinese are moving towards high-tech and somehow and infrastructure is improved

need to relocate traditional ones; e
’ 3. Better Security Situation

3. Environmental Issues that China is facing 4. Conducive Environment for Business and

4. CPEC: a Flagship project under BRI New SEZs (industrial clusters)

Fig. 12.3 Pakistan’s Economic Strengths, Weaknesses, Opportunities and Trends
in the Context of SEZs. Source: Authors’ notes

700,000 (Applied Economic Research Centre, Karachi University);
400,000 (International Labour Organization); 800,000 (Ministry of
Planning, Development and Reform). Figure 12.3 summarizes the
analysis of the interviews with people involved in policy development
and implementation in Pakistan.

Parameters of Pakistan’s Special Economic Zones

The SEZ Act of 2012 was promulgated to encourage domestic and for-
eign investment. The objective was to boost economic growth, business
and commercial activities and employment in the country through con-
centrated efforts. As already outlined, an SEZ means a geographically
defined and delimited area which has been approved and notified by the
competent forum (provincial SEZ authorities and the BOI at federal
level). SEZs are allowed certain liberal fiscal incentives to promote a capi-
tal market economy in that particular area.
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After the two Acts of 2012 and 2016, all previous laws for industri-
alization were terminated and it was decided to start the policy of
industrialization under these new laws. According to Pakistan’s SEZs
Act of 2016, income tax exemption is for a period of five years for
developers and ten years for enterprises commencing commercial pro-
duction by 13 June 2020 in the SEZs for the next ten years: ‘Provided
that exemption from all taxes on income for those zone enterprises or
firms which commence commercial production after the aforesaid date
shall be for the next five years.” Moreover, compared to the SEZs at
regional and global levels mentioned in Table 12.3, no information
regarding the tax rate on profits has been identified in these Acts.
Additionally, there is only a one-time exemption from all customs
duties on plant and machinery imported into an SEZ, except the items
listed in chapter 87 of the Pakistan Customs Tariff. Figure 12.4 offers

the institutional framework for SEZs.

Board of Approvals (BOA)

BOI
BOA’s Secretaries

Approvals
mittee

a
v

Provincial SEZ
Authorities
(PBIT)

SEZ Committee
(check & balance role) A 4

Fig. 12.4 Institutional framework for special economic zones. Source: BOI
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Salient Features of Special Economic Zones
According to the BOI, there are these performance requirements:

e Construction within six months;

* Production within 24 months after approval (extendable);

* No transfer of land title till the unit has been in production for six
months; and

e The SEZ shall use 70% of the area for operations of the zone
enterprises

There will be caprive power:

* In order to ensure a continued and undisturbed electricity supply,
SEZs have been allowed to have a captive power facility to fulfil their
power demands

Regarding the existing industrial zones or estates:

* Any existing zone may apply to the SEZ authority in which they are
located to become an SEZ and thereafter will be entitled for incentives
under this Act; and

* Country-specific SEZs are encouraged; sector-specific SEZs are
allowed—the Quaid-e-Azam Apparel Park is one example where tex-
tiles and related industries are specifically allowed

There are several modes of establishment of SEZs:

* DPublic sector

* Public—private partnership basis
* Private sector

* Build, operate, transfer
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The minimum area is 50 acres and there is no maximum limit.
According this research, the framework of the Pakistani SEZs is similar to
the Chinese ‘123’ Framework.

Incentive Package under the Pakistan SEZ Act 2012
For the developer:

* One-time exemption from all taxes on all imported capital goods for
the development, operation and maintenance of the SEZ; and

* Exemption from all taxes on income accruable in relation to the devel-
opment and operations of the SEZ for a period of five years, starting
from the date of signing of the Development Agreement

For zone enterprises:

* One-time exemption from all taxes on all imported capital goods for
the development, operation and maintenance of the SEZ; and

* Exemption from income tax for a period of ten years till 30 June 2020
and five years thereafter.

Additional or special incentives:

* Board of Approval may grant additional benefits to a developer, zone
enterprise, region or sector with respect to a particular SEZ, or to all
or certain zone enterprises in a particular SEZ, region or sector, if

justified.

In a nutshell, with reference to Table 12.2, the technology used in
Pakistan’s existing single-unit based EPZs and traditional industrial
estates was not up to the mark and with this kind of technology the coun-
try cannot compete with the rest of world for the rapid promotion of
industrialization. The inefficiency of EPZs in design, development and
management provided room for the idea of SEZs. Therefore, the decision
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was taken to develop free ports as in Gwadar and free trade zones such as
the seven approved SEZs and nine PSEZs across the country.

The nine PSEZs under the CPEC are proposed but have not been
notified yet. All these SEZs fit well into common practices exercised
across the world. Yet Pakistan’s existing EPZs and seven approved SEZs
are facing serious challenges in terms of development and management.
It has been suggested by experts that Pakistan will need to move towards
the long-term planning of new UEZs and eco-industrial parks owing to
the contentious issues of over-crowded metropolitan urban centres and
pollution in these cities.

Challenges Faced by Pakistan
for Implementation of the Overall Special
Economic Zone Mechanism

It is important to mention here that research respondents categorized the
challenges faced by Pakistan into those that are general for developing the
overall SEZ mechanism and specific for establishing the PSEZs. Some of
the challenges faced by China in the implementation of the CPEC and
the SEZs within Pakistan have been highlighted as well in this section.

General Challenges

* Incompetence of government departments and bureaucratic mode of gover-
nance: There are many issues related to governance which put hurdles
in the way of implementing any policy in its true spirit. For instance,
there is too much involvement of bureaucracy in the matters of the BOI
and provincial SEZ authorities. ‘[P]oor performance and non-profes-
sional attitude is one of the biggest problems of not implementing the
SEZ Act, stated Khalid Mehmood (personal communication, 7
January 2019). Moreover, there is a lack of central coordination between
the BOI and the SEZ authorities. Government departments may not
be competent enough for industrial zone management and operation,
especially when dealing with foreign investors. This seriously
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undermines their implementation capacity. There is an urgent need for
developing the requisite capacity in public-sector institutions.

* Location of SEZs and competitiveness of the area: The allocation of a
proper site, non-availability of a connectivity network and installation
of industry compatible with the natural endowments of that area are
considered key success factors for the SEZs (Q. Shahzad, personal
communication, 6 January 2019). There should be no compromise or
politics involved in the location of the SEZs.

* Competitiveness of available human resources: There are two related
thoughts. First, Pakistan’s available human resources might not be
compatible with requirements in terms of Chinese language profi-
ciency and professional expertise for operating Chinese technological
machines. Secondly, Pakistan should plan to develop the SEZs which
are attuned to the available expertise in abundance, such as agro-based
SEZs, fashion-based textile SEZs and so on.

*  Non-availability of a proper human resource development plan: The plan
for human resource development is not well designed for the govern-
ment of Pakistan to benefit properly from the employment opportuni-
ties of the SEZs. National vocational training centres at federal and
provincial levels are insufficient to meet the current challenges of gen-
erating a skilled labour force and there is a need to expand train-
ing planning.

 Lack of coordination among government and non-government agencies:
Lack of coordination among various government departments and
agencies hinders potential investment in the SEZs. For instance,
chambers of trade, commerce and business show a non-cooperative
attitude and are reluctant to work with the government agencies con-
cerned. Therefore, the federal government is facing a challenge in
developing the capacity of small provinces.

* Ease of doing business: Pakistan is one of the most difficult places for
doing business and it is ranked 136 in terms of ease of doing business
(Doing Business 2019). Pakistan needs to make sure that industries
establish an export-oriented vision in the SEZs. For this, ‘the indus-
tries should work in laissez faire environment and benefit from the best
trade facilitation system that cut their trade-related costs and time’
(Mahmood, 5-7 January 2018: 15). Furthermore, local connectivity
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and provision of utilities are other key challenges. The SEZs will be suc-
cesstul when cost-effective and uninterrupted utilities are provided along
with proximity to road, rail, sea and air links. It is important to physically
connect all SEZs with national and international supply chains. Apart
from that, an adequate number and size of allied and supplier firms should
be available and located in the SEZs or in nearby industrial clusters to
draw on the benefits of external economies.

Lack of innovativeness and modern technology: Another hurdle to ease of
business is that there is no innovativeness available in the established
industrial structure. According to the Centre of Excellence-CPEC,
local industrialists are willing neither to install modern technology nor
to invest because of the expensive and the reduction in their profit-
ability factors (personal communication, 7 January 2019). The cre-
ation of an environment for fast and effective dissemination of
technology and knowhow is imperative for rapid industrialization
(Mahmood, 5-7 January 2018: 15).

Lack of financial resources: Difficulty in accessing financial resources is
the single most important impediment to the growth of industries.
According to Mahmood, “This problem especially increases in magni-
tude with reduction in size of the firm’ (5-7 January 2018: 14). So
financial institutions will have to prioritize provision of financial
resources to such industries working with the SEZs.

Specific Challenges for the Implementation of Priority
Special Economic Zones

There is too much involvement of bureaucracy. Pakistan needs to come
out of a bureaucratic mode of governance. The governance challenge
includes overcoming political influence, rent-seeking and tariff-seeking
activities, and coordination failures among different stakeholders.
There is a lack of infrastructure for the PSEZs in small provinces.

No model of the SEZ is ready yet.

Businesspeople and industrialists are unaware of the CPEC and
the SEZs because of the lack of coordination between the provincial
SEZ authorities and the BOI with chambers of trade, commerce
and business.
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e 'There is a lack of planning and the PMMs.
¢ 'There is an improper scanning mechanism for suitable sectors.
¢ 'The service sector is not included in the SEZ Acts of 2012 and 2016.

Challenges Faced by China for Implementation
of CPEC and Special Economic Zones

Due to the challenges discussed for the implementation of the SEZs,
Chinese concerns were categorically explained by Chinese Ambassador
Yao Jing, who stated when addressing the Lahore Chamber:

The main reasons behind fewer Chinese investors in Pakistan are poor
trade policies, high taxes, no tax incentives and lack of business-friendly
environment.

Your policies lack consistency, keeping investors from China and elsewhere
at bay.

In SEZs and joint venture schemes, 70-80 percent priority would be
given to Pakistan shares and exports of Pakistan would increase by
70-80 percent.

Improvement of competitiveness will help your country make trade bal-
anced. The new government has an export-oriented vision and looks deter-
mined to resolve various issues. (Inconsistent policies keep Chinese
investors at bay: envoy, 10 January 2019)

During the Chinese Panel discussion at the international conference at
LUMS on 17-18 January 2019, various challenges were expressed by dif-

ferent academic and non-academic personnel:

¢ From the Pakistani side, the lack of policy consistency and sustainabil-
ity of project development are the biggest hurdles to progress of the
SEZs under the CPEC, according to Dr Frank Yung-Hsiang Ying.

¢ Customs duties and taxes increase annually. Taxes and duties are highest
in Lahore, according to Sunny Yang, General Manager, TCL Pakistan.

* 'The working cultures of Pakistan and China are different. Pakistan
lacks professionalism, according to Li Yingyang, Commercial Manager,
CNEEC Pakistan Engineering Co.
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¢ 'The Chinese security issue is another big challenge, except in Lahore
and Islamabad, stated Li Yimin, Chairman of Pakistan Phutti
International.

Some suggestions were also put forward:

e Pakistan should work seriously on how to keep policy sustainable and
consistent. The policy should not change with a change of internal or
external environment, according to He Wei, Branch Manager, China
Machinery Engineering Corporation.

¢ 'There is no clear policy for the SEZs. Pakistan must get a published
copy of recent progress and management reports about any SEZ from
China, and then start studying how to manage the SEZs within the
country, if Pakistan truly intends to learn economic growth from the
Chinese experience, stated Li Yimin.

* Better homework is needed from both China as well as Pakistan
regarding the CPEC and the PSEZs, according to Li Wen, Managing
Director, Lahore Office, Huawei Technologies Pakistan.

* The taxation system should be relaxed to attract Chinese investors to

the PSEZs, according to Li Yimin.

Way Forward and Policy Recommendations

‘Development of the SEZs is a wicked (tough and complex) problem. We
need to plan our future by following the World Bank future planning
suggestions and by learning from Chinese experience for rapid industri-
alization’ (M. Batlay, personal communication, 22 December 2018). The
following policy recommendations were presented by Pakistani research
respondents:

e [Institutional capacity building and coordinated approach for better gover-
nance: There is a need to build the institutional capacity of the BOI
and break the trap of a bureaucratic mode of governance regarding
the SEZs. The BOI has to face serious governance challenges such as
political influence, rent-seeking and tariff-seeking activities, and
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coordination failures among different stakeholders. Better manage-
ment and governance are much needed. They should follow the
Chinese principle of result-oriented rewards. Governance can be bet-
ter only by placing professionals in the departments concerned. There
must be merit-based recruitment. ‘Coordinative approach should be
institutionalized’, according to Mustafa Hyher, Chief Executive of
China-Pakistan Institute Islamabad (personal communication, 10
January 2019).

*  Well-trained management in public-sector institutions: Pakistan should
make ‘public sector organizations efficient and productive by creating
a mindset to assist and facilitate foreign private companies and involve
private sector experts for this purpose’ (Mahmood, 5-7 January 2018:
18). Moreover, there must be effective coordination between minis-
tries and concerned public organizations. For this, all ministries should
work together to ensure speedy implementation of the SEZ projects to
seize the upcoming opportunities. All provincial and federal govern-
ments should work together as ‘one team’ for the success of the SEZs.

e Allocation of SEZ sites: Once a site for an SEZ is chosen in consultation
with all stakeholders, Pakistan’s government should stick to it and
strongly avoid being influenced by any interest groups.

* Involving stakeholders: There is a need to address the concerns of all
industrialists and other stakeholders. The business community and
chambers of commerce have to play an effective role in this regard.

* Operations of SEZs: ‘In consultation with potential industrial leaders
from China and Pakistan develop an agreed-upon set of rules of engage-
ment with respect to how the SEZs should operate to ensure greater
success (Mahmood, 57 January 2018: 17). The SEZ Act 2012, which
was enacted before the launch of the CPEC project, was revised so that
the aspirations of Chinese investors are also taken into account.
Pakistan should adopt the following operations in which it is lagging
behind China:

— Creation of an environment for fast and effective dissemination of
technology and knowhow.
— One-window operation and one-stop shopping.
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Focus on supplying gas and electricity to the approved SEZs and
PSEZs according to their requirements. For instance, M-3 Industrial
Unit Faisalabad is working efficiently and effectively, but it is facing
an insufficient gas and electricity supply.

Inclusion of the service sector.

Development of vertical industrial parks within horizontal SEZs.
Develop a PMM and give more incentives to the developers as per
the PMM. In this regard, absolutely discourage rent-seeking activi-
ties, and do not allow investors to exploit policies or circumvent the
very objective of establishing the SEZs.

Establish incubators in the SEZs in close coordination with Chinese
companies, so that Pakistani start-ups can closely watch and learn
from their way of working, which will quickly enhance
entrepreneurship.

Modernize the trade facilitation system and infrastructure.

Create a special cadre of customs officials and staff who can facili-
tate the SEZs’ trade on an efficient basis, especially minimizing the
time involved in various procedures. By cutting delays, bureaucratic
hurdles and corruption, trade costs and trade time will be cut too,
especially for export-oriented industries. In this context, close coor-
dination with concerned Chinese institutions should be
developed.

Ensure market access through an efficient transportation system.
This will guarantee just-in-time availability of raw materials as well

as delivery of the goods produced.

Education and training: The government needs to explore more ways
to disseminate information. For this, it urgently needs to invest in
research and development. It should encourage work in academic
institutions on developing entrepreneurs rather than job seekers. Some
further steps should be taken (Mahmood, 5-7 January 2018):

— Establish modern vocational and technology institutions.

— Utilize the expertise of Chinese vocational and technology institu-
tions, which are modern and elaborate, by inviting master trainers
from those institutions to Pakistan.
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— Host them for a longer period by appointing retired experts.

— Introduce vocational training partnerships with Chinese
institutions.

— Prepare a plan and share it with the Chinese government.

— Train local allied firms on how to efficiently conduct ancillary busi-
ness with the SEZ firms.

— Appoint qualified Chinese trainers to conduct short-term training
courses and workshops.

* Marketing of SEZs: According to Dr Liaquat, ‘Pakistan must prepare a
model SEZ and then marketize it as enclaves of good practices and
self-discipline which should be assisted by good infrastructure, one-
stop shopping and service provider companies’ (personal communica-
tion, 8 January 2019). The government should preferably engage a
private firm to develop and manage the SEZs, while being itself an
active player in the provision of transport, electricity, water, telecom-
munications, waste disposal and other infrastructure to link the SEZs
with global and local supply chains.

* Information sharing and dissemination: The diaspora can spearhead
SEZ activities and can be champions and drivers of the SEZs. The
government can encourage them by giving full confidence that their
investments and transfer of skills and knowledge will be absolutely
secure and highly valued by the nation. Full media coverage based on
credible information should be given to project a positive image of
the SEZs. The SEZ planners should then organize road shows to mobi-
lize potential investors from China and Pakistan to promote the SEZs.
For instance, ‘Road-shows were conducted by the government of
Imran Khan during his November 2018 visit to Beijing’ (Hason
D. Butt, personal communication, 7 January 2019).

* Harmonizing Pakistani SEZ policies with Chinese SEZ  policies:
Harmonization of the SEZ policies should be done effectively and pri-
marily to cut down the cost of doing business and to facilitate it. This
can be done through information dissemination and training. China
has successfully positioned its SEZs to establish backward linkages
with allied and supplier industries. Pakistan should act fast to learn
from the Chinese experience. In this regard, synergy should be created
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between Pakistani and Chinese SEZs for their mutual advantage and
connectivity. Pakistan needs to create a positive attitude in local firms
about working with Chinese companies. There is an urgent need to
match local brands with Chinese brands so that Pakistan may add
itself to the global supply chain, stated Dr Liaquat at the Centre of
Excellence-CPEC  (personal communication, 8 January 2019).
Pakistan can be part of the global supply chain and global value chain
by increasing the competitiveness of its supplier firms with improved
reliability and efliciency. For this to happen, Pakistan needs to intro-
duce business-supporting policies. In addition, it should negotiate
with the Chinese government to secure duty-free status for exports
originating from the SEZs. Pakistan should promptly conclude a spe-
cial trade agreement for the SEZs in addition to the existing
bilateral FTA.

* Consistency in policies: In Pakistani political culture, policies change
with a change of governments. This factor puts a big question mark
over the country’s seriousness about tackling governance issues.
Therefore, government commitment and consistency in policies are
crucial for the success of the SEZs. Another factor is that accord com-
pletion and secure property rights protection are mandatory to ensure
sustainability and attract Chinese firms.

* Monitoring: A coordinated approach should be drawn up and the pace
of work should be monitored. The Xi Jinping government has estab-
lished the best example of this. There is a need to learn from the
Chinese experience if Pakistan truly wants to make itself a developed
country and raise the level of per capita income of its people as the
Chinese have done.

*  Urbanization: In the long run, Pakistan will need to transform the SEZs
into new urban centres. With an increase in the size of SEZs in the
future, they will benefit more and more from external economies. From
the beginning, the government should keep the option open to expand
the successful SEZs. There should be no limit on the SEZ expansion.

In a nutshell, if Pakistan does not deal with the challenges it faces in
implementing the SEZs under the CPEC and the BRI, the country may

not be able to secure fruitful results from these initiatives.
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Cooperation among Business Schools
across the Belt and Road: A CPEC
Perspective

Jawad Syed and Memoona Tariq

Introduction

The Belt and Road Initiative (BRI) is a Chinese development strategy
that focuses on connectivity and economic, cultural and political coop-
eration between China and the world through the historical land-based
and new maritime Silk Road. The Pakistani section of BRI is known as
the China Pakistan Economic Corridor (CPEC).

Given the enormous scale of business and employment opportunities
likely to be created by CPEC and other BRI projects, there is a dire need
to pay attention to capacity development and human resource develop-
ment in China, Pakistan and other countries to develop and train
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technically and culturally competent managers and leaders.
Simultaneously, there is a need to design and conduct academic and exec-
utive education programmes to develop leaders and business managers
for BRI/CPEC projects, educating them about the unique cultural fea-
tures and regulatory frameworks of each country as well as key issues
facing entrepreneurs, business managers and policymakers. Business
schools in both countries can play a key role in fostering this collaborative
development.

Overview of CPEC

CPEC comprises energy and infrastructure projects which are under con-
struction throughout Pakistan connecting Western China to the Indian
Ocean. Seen as the main plank of BRI, the value of CPEC projects is
estimated to be US $55 billion by 2030. This represents about 19% of
Pakistan’s gross domestic product (GDP) of $280 billion in 2016. CPEC
investments alone may boost the investment ratio in Pakistan from 15%
of GDP to 16.5% over the next decade (Igbal 2017). In November 2016,
CPEC became partly operational when Chinese cargo of 250 containers
was transported from Xinjiang to Gwadar port and from there to the
Middle East and Africa (Dawn 2016). There are several multi-billion-
dollar energy projects along CPEC, which is focused on energy projects,
road/railway infrastructure and special economic zones (SEZs). Table 13.1
offers an overview of CPEC investments reported by government sources

up to December 2017.

Table 13.1 CPEC investments: 2017 update

Allocated amount

Sector US$ billion Percentage of total
Energy 36.00 67

Railways 10.79 20

Roads 6.10 11.3

Gwadar port 0.80 1.5

Fibre-optics 0.04 0.2

Source: www.cpec.gov.pk
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Energy

About $36 billion worth of energy infrastructure will be constructed as
part of CPEC to address severe energy shortages in Pakistan. These short-
ages regularly amount to over 7000 MW in the peak season (Kiani 2017)
and are estimated to slash 2-2.5% off Pakistan’s annual GDP. Based on
the higher estimate of the energy shortfall, the Pakistani economy lost
PKR 1439 billion (7% of GDP) in 2015 (Pakistan Observer 2017). As
part of CPEC’s fast-tracked ‘early harvest’ projects (Deloitte n.d.), over
10,400 MW of energy-generating capacity was expected to be produced
by the end of 2018. In total, CPEC-related energy projects will eventu-
ally produce 17,000 MW of power and nearly double Pakistan’s installed
capacity. Moreover, a network of pipelines will transport liquefied natural
gas and oil, including a $2.5 billion pipeline between Gwadar and
Nawabshah, which will further extend westward to import gas from Iran.
While fossil fuels will be the main source of electricity production through
these projects, hydroelectric, windpower and solar projects are also being

built and installed as part of CPEC.

Roads

In terms of road infrastructure under the auspices of CPEC, newly built
and revamped roads will connect the seaports of Gwadar and Karachi in
southern Pakistan with cities in central and northern Pakistan, and fur-
ther north with western China.

There are four main routes or alignments which connect China’s
Xinjiang province with Pakistan’s Indian Ocean seaport of Gwadar. Those
are the Northern, Western, Central and Eastern Alignments.

The Northern Alignment (850 km), which mostly comprises the
Karakoram Highway (KKH), starts from China and enters Pakistan from
Khunjerab in Gilgit Baltistan, moving onwards through Abbottabad,
Hasanabdal and Burhan and connecting to the Islamabad—Peshawar
motorway, from where there are three main routes to reach Gwadar: the
Western, Central and Eastern Alignments.

The Western Alignment (2674 km) starts from Attock in Punjab, runs
through Dera Ismail Khan in Khyber Pakhtunkhwa province, then enters
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Balochistan to reach Gwadar, passing through Zhob, Qila Saif Ullah,
Quetta, Sorab and Panjgur.

The Central Alignment (2756 km) passes through Dera Ismail Khan
and reaches Gwadar via passing through Bhakkar, Muzaffargarh, Layyah,
Rajanpur, Sukkur and Khuzdar.

The Eastern Alignment (2781 km) consists of M-2 (the Lahore—
Islamabad motorway), M-3 (the Lahore—Faisalabad motorway) and M-5
(the Lahore—Karachi motorway), passing through the cities of Lahore,
Multan, Sukkur, Hyderabad and Karachi. The Makran Coastal Highway
connects Karachi and Gwadar port in Pakistan (KCCI 2017).

A 1100 km motorway will be built between Karachi and Lahore as part
of CPEC. Moreover, the KKH (N-35) between Rawalpindi and China’s
Xinjiang province will be reconstructed and expanded. The railway net-
work in Pakistan will be upgraded, including the Karachi—Peshawar sec-
tion, and extended to China’s Xinjiang Railway in Kashgar. The estimated
$11 billion needed to modernize the road networks will be financed by
low-interest loans (Deloitte n.d.). About $17 billion has been dedicated
to the transport infrastructure in CPEC’s long-term plan, including
$10.8 billion for railways and $6.1 billion for roads (Sherdill 2017).

In addition to road and railway connectivity, there is also a focus on
information connectivity. Work is being done to reinforce and expand
the communication infrastructure along the Belt and Road. In May
2016, construction began on the 820 km Pakistan—China Fiber Optic
Project, costing $44 million to improve telecommunication in the Gilgit
Baltistan region, while providing Pakistan with a fifth route for telecom-
munication traffic (Economic Times 2016).

Special Economic Zones

The Pakistani government has been establishing SEZs to support business-
friendly policies and attract investment across a range of industry sectors
(SEZ2017). An SEZ is an area dedicated to promoting industrial growth
through lenient economic and tax policies. Nine SEZs are being devel-
oped, one located in each of the four provinces and various special areas,
such as Gilgit, Azad Jammu and Kashmir, Port Qasim, the Federally
Administered Tribal Areas and the federal capital.
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Moreover, in addition to development of the Gwadar seaport and con-
necting it to China through the road infrastructure, an SEZ is being built
in Gwadar to encourage industrial development and growth. Gwadar
port will have a channel depth of up to 20 m, with 80 berths. It will also
have an offshore oil loading and unloading facility (Sherdill 2017).

Next, the chapter discusses the human resources needed for CPEC.

Human Resource Needs

With a population exceeding 207 million (2017 census), 55% of the
population below the age of 30, an unemployment rate of at least 6% and
a much greater rate (estimate) of under-employment, there is an immense
need for human resource development and employment opportunities in
Pakistan (Sherdill 2017). According to an estimate by the International
Labour Organization, CPEC may create around 400,000 jobs (APP
2017). In Pakistan, in addition to employment, CPEC’s projects are
anticipated to add between 1.5 and 2.5 percentage points to the country’s
annual economic growth (Igbal 2017; Shah 2016). Yousafzai (2017) sug-
gests that by June 2017, CPEC had created 30,000 jobs for Pakistani
workers and engineers (including 16,000 working in the energy sector).
A turther 8000 jobs were being carried out by Chinese nationals. Work
on transport infrastructure had created around 13,000 jobs by June 2017
(PCN 2017a). There is thus an opportunity for tremendous and collab-
orative efforts to develop human resources, in both Pakistan and China,
to develop leaders, entrepreneurs, managers and workers for CPEC proj-
ects. In particular, it is essential to develop the young population, to train
them on new technical systems, management techniques and cross-
cultural skills (Butt 2017).

Much of the employment under the CPEC portfolio is in the energy
sector, where 16,000 Pakistanis are hired as engineers and labourers. Port
Qasim Coal Power project created jobs for 5000 Pakistanis. Sahiwal Coal
Power Plant Project and Zonergy Solar Power Project created 3000 jobs
each. Around 300-500 engineers are working on these energy projects.
Moreover, two more projects in the energy sector, Sukki Kinari and
Karot, would generate around 6000 jobs for Pakistani engineers and
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workers. Many Pakistani engineers could grab this opportunity where
hydropower projects are under execution.

Besides the energy portfolio, CPEC’s transport infrastructure sector
has created around 13,000 jobs for locals. About 9800 Pakistanis are
working on the Peshawar—Karachi motorway (Multan Sukkur section), a
major infrastructure project under CPEC. Moreover, KKH Phase II
Havelian provided jobs to 2071 locals, Orange Line Metro Lahore cre-
ated employment for 956 people and the Fiber Optic Project created 580
jobs. Development of the free zone project at Gwadar created 404 direct
jobs with an additional 2000 indirect employees.

Construction work on the ML-1 project of the Pakistan Railway,
Karachi Circular Railway, Gwadar Airport, Eastbay Expressway at Gwadar
and other road projects are soon to be started and may create around
10,000-15,000 direct jobs in 2018-2019. About 75% of these jobs are
being carried out by Pakistani engineersand other professionals (Jabri2018).

According to a Pakistani government official, over 30,000 people had
been employed by the end of 2017 in different projects under
CPEC. Chinese Deputy Head of Mission Zhao Lijian, who is designated
as the focal person on CPEC power projects, estimates that around
60,000 Pakistanis are working on different Chinese projects in Pakistan,
including those under CPEC (ET 2018).

The governments of China and Pakistan are making efforts to address
this challenge through various agreements and interventions. In 2014,
the two countries signed an Economic and Technical Cooperation
Agreement, as well as pledging to build the China-Pakistan Joint Cotton
Bio-Tech Laboratory and the China—Pakistan Joint Marine Research
Centre (Haider 2015). A total of 47 agreements were formalized in April
2015 (Appendix). Moreover, in January 2017, Pakistan’s National
Accountability Bureau signed a memorandum of understanding (MoU)
with China to enhance cooperation and oversee transparency in CPEC
projects in Pakistan (Irfan 2018). Similarly, an MoU for construction of
the East Bay Expressway in Gwadar under the CPEC project was signed
in 2017 (Irfan 2017).

In February 2016, the two countries agreed to establish the Pak-China
Science, Technology, Commerce and Logistic Park near Islamabad, at an
estimated cost of $1.5 billion. The park will comprise 500 hectares, which
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will be provided by Pakistan to Chinas Xinjiang Production and
Construction Corps, with investments from China over the course of
ten years.

To promote the availability of skilled workers in the country, the National
Vocational and Technical Training Commission (NAVTTC) is providing
training in 38 CPEC-specific trades in 197 institutes across Pakistan (PCN
2017b). The Pakistani government intends to establish a training institute
named Pak-China Technical and Vocational Institute at Gwadar, costing
PKR 943 million, to train residents to operate machinery at the port.

However, given the low literacy rate (58%) in Pakistan, which is par-
ticularly low in rural areas (49%) and very low in tertiary education
(10%) (WEF 2017), there is a need to pay special attention to the techni-
cal and soft skills needed for CPEC. There is a lack of cross-cultural
understanding of the business environment, laws, culture and language
in these countries’ business leaders and managers. To address this gap,
business schools along the Belt and Road will need to play a pivotal role
in designing and delivering academic programmes and management
training. This issue is dealt with in detail in the next section.

Cooperation among Business Schools

The concentration of infrastructural activities around Shanghai and
Beijing led to the establishment of top academic institutions in these
areas. Similarly, it may be worthwhile to develop an international man-
agement education platform and mechanism for cooperation along the
Belt and Road. Here, we provide a few examples of efforts at cooperation
among business schools.

In May 2015, a University Alliance of the Silk Road was founded at
Xi’an Jiaotong University, China with the aim of fostering openness and
promoting international cooperation and exchanges in higher education,
training, research (in the areas of business, law, engineering, informa-
tional technology, medicine, etc.), policy and cross-cultural understand-
ing (XJU 2016). By virtue of its focus on cooperation among universities
along the Silk Road in business and other disciplines, the alliance has a

special relevance to BRI, including CPEC.
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In August 2017, eight top business schools in China and nine in
Pakistan launched the CPEC Consortium supported by the Higher
Education Commission (HEC) of Pakistan. This partnership aims to
increase academic collaboration to support the economic and manage-
ment systems of China and Pakistan (HEC 2017). The consortium seeks
to bring business school leaders onto a single platform for collaborative
research and educational and management development programmes to
support CPEC. The universities and institutes that are part of the con-
sortium are:

* China: Fudan University, Hong Kong Polytechnic University, Nanjing
University, Peking University, Shanghai Jiao Tong University, Tsinghua
University, University of Science and Technology of China, and
Zhejiang University.

* Pakistan: Balochistan University of Information Technology,
Engineering and Management Sciences, COMSATS Institute of
Information Technology, Institute of Information Technology,
Institute of Business Administration (IBA), Institute of Management
Sciences, Lahore University of Management Sciences (LUMS),
National University of Sciences and Technology (NUST), Pakistan
Institute of Development Economics (PIDE) and University of
the Punjab.

According to the consortium’s declaration, these business schools will
work together to aid their respective governments and chambers of com-
merce in the development and operation of CPEC and its key compo-
nents. These schools will work on joint research and training projects to
promote business-to-business relations between Pakistan and China.
Such linkages will help to build international academic and professional
relationships and lead to an exchange of knowledge.

Infrastructure of Cooperation

In order to understand China’s business practices as well as its cultural
norms, ethics and laws, there is a need to review academic and executive
programmes, upgrade university libraries and develop the ability to
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translate Chinese publications to make them accessible to Pakistani stu-
dents, research scholars, government officials and businesspersons (Javaid
and Javaid 2016). Similar measures may be considered within business
schools in China to promote an understanding of the Pakistani business
environment and wider society. A functional understanding of Chinese
and Urdu languages, in addition to English, may help academic pro-
grammes and executive training at business schools in both countries.
Moreover, regular meetings, research and case seminars and conferences
may be organized to gain a better understanding of Chinese and Pakistani
economies, laws, cultures, issues of relocation and joint ventures, and the
alignment of such interventions with university programmes (Javaid and
Javaid 2016). Faculty and student exchanges, as well as platforms for
cross-cultural interactions of businesspersons from both countries, may
be extremely useful.

Business schools and universities along CPEC may establish integrated
research centres or area study centres to address knowledge gaps in areas
of academic focus and promote cross-cultural understanding and inter-
faith harmony. Accordingly, there may be a need to re-orient faculty
recruitment and development programmes with a focus on international
faculty exchange and sabbaticals.

According to You Yi, Cultural Counsellor of China in Pakistan,
‘Educational exchange programs between China and Pakistan have a vital
role in bilateral relations’ (The Nation 2017: 1). By mutual cooperation
and support, academics and students may contribute to the educational
systems and economies of both countries.

About 2500 new Pakistani students were enrolled in Chinese universi-
ties in 2017, taking the total number of Pakistani students in China to
22,000, who are pursuing their studies in engineering, economic, man-
agement, agriculture, medicine, information technology, communica-
tion and languages. About 3000 of them are PhD students (Geo 7V2017).

In 2017, 145 Pakistani students were awarded scholarships to study in
China (7he Nation 2017). The purpose was to provide them with training
and support on new technological systems and knowledge areas. Some of
these students are expected to research and analyse the impact of China’s
investments related to CPEC projects in fields as diverse as energy, road
infrastructure and industrial cooperation (7he Express Tribune 2017).
Pakistani students have shown increasing interest in learning the Chinese
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language, while some of them wish to pursue further studies in China
(Bacha 2017).

Examples from China and Pakistan
China Pakistan Management Initiative

Business schools in Pakistan are working on improving the Chinese busi-
ness- and culture-related skills of their faculty members. In some of these
schools such as the Suleman Dawood School of Business (SDSB), based at
LUMS (AACSB Accredited), there is an explicit commitment to developing
human resources and management for the Belt and Road, including CPEC.

In 2016, SDSB set up a specialized centre, the China Pakistan
Management Initiative (CPMI), with an emphasis on high-quality peer-
reviewed research articles, concept notes, technical and policy papers,
case studies and executive training to support CPEC. CPMI is working
with organizations in China and Pakistan, including academic institu-
tions, businesses, government departments and non-governmental orga-
nizations, to support CPEC and other aspects of BRI. This will ultimately
link well-trained young people to the new economic era of regional trade,
cooperation and connectivity. CPMI’s aims are listed in the follow-
ing textbox.

According to the 2017 QS World University Rankings (by subject),
SDSB is the top business school in Pakistan. It is among the top eight
schools in South Asia and in the top 251-300 band across the world. The
school offers a full suite of academic programmes, including a BSc degree
(four years) with two majors (Accounting and Finance, and Management
Science). It also offers a case-method-based full-time MBA (two years)
and a weekend executive MBA. Moreover, the school offers PhDs in
Finance, Operations Management and Human Resource Management.

SDSB prides itself on active engagement with industry, with a focus on
topics of current interest and the management implications. A collection
of more than 800 cases has been written by SDSB’s faculty members, a
selection of which is also available at the Harvard Business Publishing web
site. The school also has a thriving executive development centre which is
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designing specialized programmes with a focus on CPEC. Moreover,
SDSB offers international scholarships for MBA students to encourage
Chinese and other international students to study at LUMS.

In 2017-2018, CPMI at SDSB conducted several research and policy
seminars on topics related to various dimensions of CPEC and also pub-
lished a number of case studies and policy notes. In March 2018, CPMI
it an international symposium on CPEC at the Annual Management
Research and Case Conference that was held in Bhurban, near Islamabad.

Similar initiatives are found at other universities, such as NUST
Business School and IBA Karachi, which regularly hold conferences and
symposia on topics related to CPEC.

Aims of the China Pakistan Management
Initiative

1. To capitalize on the potential for management development, research,
teaching and consultancy in the wake of the China Pakistan Economic
Corridor (CPECQ)

2. To create a knowledge corridor to serve the needs of and steer the direc-
tion of the economic corridor

3. To promote joint research, case studies, concept papers, technical papers
and policy briefs on business and management in China and Pakistan

4. To apply for research funding and jointly recruit research scholars and
PhD students

5. To develop joint academic and training programmes with Chinese
partners:

(a) To design and deliver management development programmes for
managers and policy makers in China and Pakistan

(b) To develop and impart academic courses and training programmes
on Chinese language, culture, Confucian and Buddhist values, laws,
business norms and management techniques in Pakistan

(c) To impart similar training on Pakistani culture, Islamic values, Urdu
language, laws, business norms and management techniques to
Chinese professionals in Pakistan and China

6. To document and critically review policies and activities of CPEC and
examine their implications for Pakistan and China

7. To study, assess, forecast and support the logistics, supply chain, energy,
security, infrastructure and human resources needed for CPEC (LUMS
2017)
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Pakistan Study Center of Science & Technology
and Economy

Beijing Technology and Business University (BTBU), a comprehensive
public university in Beijing, has established the Pakistan Study Center of
Science & Technology and Economy (PSCSTE). In November 2016,
BTBU organized an International Seminar on China-Pakistan Economic
Corridor (CPEC) and Scientific & Technological Cooperation at its
Fucheng campus (BTBU 2016). PSCSTE aims to facilitate joint consul-
tations and services relating to science, technology and the economy, help
with the transfer of technology between the two countries and promote
non-governmental exchanges. It seeks to accelerate the development of
an innovative and open economy for both countries. There are examples
of similar initiatives by Lanzhou University, Fudan University and other
universities in China.

Centre of Excellence-CPEC

The Centre of Excellence-CPEC (CoE) is a policy-based research centre
in Islamabad that seeks to provide input to Pakistan’s federal and provin-
cial governments and implementers of CPEC projects. CoE’s mandate is
to conduct research on key thematic areas of CPEC, promote a positive
narrative on CPEC, guide the implementers of CPEC on policy matters
and train the business community on CPEC-related business opportuni-
ties. Key thematic areas include urban development in Pakistan under
CPEG; the socioeconomic impact of CPEC; trade and industry coopera-
tion; regional connectivity; financing and financial sector integration
under CPEC; and job growth and human resource development
(CoE 2017).

Possible Areas of Cooperation

To maximize the benefits of youth employment related to CPEC, busi-
ness schools in China and Pakistan may prepare students and business-
persons to gain technical skills as well as build managerial and soft skills.
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These students and business trainees will also be expected to understand
the social impact of the economy and the socioeconomic dynamics of
China and Pakistan (Butt 2017).

Key themes for cooperation may focus on the seven key pillars of
CPEC’s long-term plan, including connectivity (transport and informa-
tion networks), energy, trade and industrial parks (SEZs), agricultural
development and poverty alleviation, tourism, people’s livelihood and
non-governmental exchanges, and financial cooperation. Business schools
will need to think about cooperation in the shape of applied research and
development, thematic research, policy think tanks, governance, cross-
cultural training and socioeconomic growth.

Ying (2017) suggests that in order to develop inter-school partner-
ships, three factors may be considered: (1) commercial viability—that is,
a go/no-go decision with due market analysis, and selection of champi-
ons from various fields; (2) maturity of the infrastructure ecosystem—
that is, identification of strong partnerships across the Belt and Road
countries, and locating adequate centres of excellence which are logisti-
cally viable; and (3) portfolio fit—that is, providing vision to expand
more than just a project, and a focus on complementary roles instead of
substitution. It is important to focus on not only existing champions but
also forging partnerships that could result in centres of excellence with
the support of adequate infrastructure and portfolio.

However, in addition to the technical skills and studies suggested by
Ying, it is equally important to pay attention to the softer side of manag-
ing and leading BRI projects. More specifically, we may consider coop-
eration in the following areas.

Operations Management and Supply Chain
Management

Pakistani business schools may be interested in learning from Chinese
schools specializing in maritime and logistics studies. Very few schools in
Pakistan work in these areas, while China has many schools specializing
in various aspects of maritime and overland logistics. Pakistan’s economy,
geography, political (in)stability and security concerns pose unique chal-
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lenges in devising optimal solutions to the country’s logistics and
transportation issues. These could be fruitful areas of research and case
studies for academics in both China and Pakistan. For example, potential
partners may include Tongji University in China, SDSB at LUMS,
NUST in Pakistan and National University of Singapore. In particular,
the Master’s programme for Supply Chain and Logistics at Tongji and
executive training programmes on the same topic at SDSB may be of
particular value to students and business executives.

Human Resource Management

Chinese schools can collaborate with their Pakistani counterparts for
gaining insights into the cultural and behavioural aspects of the Pakistani
workforce. Such insights can be useful for Chinese companies and enter-
prises willing to invest in Pakistan. Similarly, Pakistani schools can learn
about Chinese business culture, norms and ethics to inform Pakistani
businesses and current and future employees of Chinese companies. Such
learning can also help Pakistani companies to implement policies related
to human resources, which may be relatively more effective and efhicient
compared to lessons learned from Western-centric studies. For example,
schools in Pakistan may seek to benefit from Shanghai University’s SILC
business school’s international and cross-cultural expertise. Similarly, the
Social Enterprise Development Centre at SDSB-LUMS (Pakistan) may
offer expertise in the cultural, religious and gender issues of the workforce
in Pakistan. In the niche area of tourism and event management, Shanghai
Jiao Tong University may be a great resource.

According to ACCA (2017), based on data from the Securities and
Exchange Commission of Pakistan, there is a noteworthy growth in the
registration of Chinese companies in Pakistan. The number of companies
with Chinese directors showed a steady increase from 373 companies on
30 June 2013 to 775 (out of a total of 80,428 companies) registered in
the country on 30 June 2016 (see Fig. 13.1). This indicates the need for
better cross-cultural understanding to develop and manage human capi-
tal in both countries.
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Fig. 13.1 Pakistani companies with Chinese directors

Based on a survey of survey of finance and business professionals in
Pakistan, ACCA (2017) notes that around 86% of the 500 respondents
agreed that they should attend short courses on Chinese language, cul-
ture and business practices. The study further reports, based on responses
by Chinese executives, that while responding to the question “What do
you think are the key skills needed by Pakistani executives to be prepared
for the future requirements related to CPEC?’, the executives from the
Chinese companies listed the following: international vision, good under-
standing of Chinese culture, knowledge of Mandarin, familiarity with
Chinese ways of conducting business, communication skills, familiarity
with company and tax laws and rebates and concessions allowed under
CPEC in Pakistan, and full awareness of relevant business policies of the
Pakistan government.

At the same time, some broad cross-cultural differences may be consid-
ered. For instance, based on Hofstede’s (2001) index, the Chinese are
generally more individualistic and Pakistanis are more collective; simi-
larly, the Chinese are generally more likely to be risk takers than Pakistanis.
The indulgence level of the Chinese is very high compared to Pakistanis.



344 J. Syed and M. Tariq
Finance

China’s centrally planned economy has resulted in the evolution of a
unique financial system in the country. Coordination among academics
in the area of finance in the two countries could support negotiators on
both sides of the border in designing financing options suitable for pro-
posed projects. Such cooperation would also help investors and potential
investors to analyse the financial strength and expected future perfor-
mance of companies in the two countries, especially in business-to-
business transactions. The growth of Islamic financial products in Pakistan
could be an interesting segment of the financial system for Chinese aca-
demics to study and perhaps help the Chinese government gain from
such opportunities. For example, in commercial marketing and finance,
the Chinese University of Hong Kong, the Centre for Excellence in
Islamic Finance based at IBA Karachi and the Centre of Islamic Finance
at SDSB may be worthy of consideration.

Scholars may pay attention to financing structures for CPEC which
differ on the basis of sectors and projects. Most of the power projects have
a debt to equity ratio of 80:20, which signifies that the inflows into
Pakistan represent debt financing rather than equity investments. The
mark-up on debt and return on equity may not only result in a higher
electricity rate for the next several years, but profit and principal repay-
ments in dollars—expected to increase after 2021—may put ongoing
pressure on the Pakistani currency and foreign exchange reserves

(KCCI 2017).

Public Policy

‘Socialism with Chinese characteristics’ has been a linchpin for informing
the Chinese government’s long- and short-term policies. Cooperation
between business schools in Pakistan and China can not only help
Pakistani academics develop policy-relevant scholarship, but also assist in
aligning the policies of the two governments for smoother implementa-
tion of CPEC-related projects. In this regard, public policy and gover-
nance centres based at the PIDE and LUMS may be worth considering.
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At the policy level in Pakistan, government departments and business
schools may focus on possible interventions to facilitate ‘doing business’
in the country. Pakistan is ranked quite low (144th) in terms of ‘ease of
doing business’ (World Bank 2017). For example, it takes 215 days to
obtain an electricity connection and involves five procedures in Karachi,
compared with the South Asian average of 136 days and 5.7 procedures
(ACCA 2017).

Marketing

The Chinese government has pursued a policy of projecting a ‘benevo-
lent’ image of the country, especially in poorer regions of Africa and East
Asia. China is, in a way, pursuing a policy of exporting ‘socialist culture’
to the rest of the world. At the same time, Chinese firms are introducing
their own standards and norms of work practices. This provides an oppor-
tunity for interested scholars in Pakistan to analyse Chinese economic
and ideological policies and would also aid Chinese academics in analys-
ing the implementation of marketing and branding policies by the
Chinese government in Pakistan in comparison to its experiences in other
countries. Business schools at Shanghai Jiao Tong University and IBA
Karachi may be a great resource in this regard.

Other Disciplines

Given the unique nature of the Chinese economic structure and Pakistani
dynamics, developing organizational strategies consistent with the eco-
nomic, cultural and behavioural aspects for firms operating in both coun-
tries could be an interesting area to explore. Cooperation among business
schools could exploit the divergence in the economic and cultural para-
digms of both counties and develop the capacity to extend help and
training to businesses in the development and implementation of long-
term strategies. Peking University, Quaid-i-Azam University and LUMS
may be worth considering in this endeavour.

Other areas of cooperation may include the following: diversity man-
agement to develop social, cultural and political harmony, international



346 J. Syed and M. Tariq

business, laws (international trade, commercial, taxation, labour), cross-
cultural management, manufacturing and engineering management,
information and communication technology (including data science),
food and agriculture and so on.

Industry Sectors

The industry sectors for such cooperation may include energy, textiles,
construction (cement, building materials, etc.), engineering (including
automotive, iron and steel, etc.), mining, leather, agriculture, food and
fertilizers, telecommunication and fibre-optics, tourism, security man-
agement and so on.

Industries in Pakistan will need to pay special attention to improving
their efficiency and leadership and management practices in order to
remain competitive in the global market given the increased connectivity
through CPEC. The textile industry in Pakistan has faced serious chal-
lenges in the past due to electricity shortages and also low productivity. In
the wake of CPEC, the industry may face new challenges from large and
competitive firms in China. For example, Xinjiang province in Pakistan’s
immediate neighbourhood is China’s top cotton-growing area, produc-
ing about 60% of the country’s cotton. The province is currently under-
going rapid industrialization and is expected to be a major textile-exporting
hub. In 2017, the Chinese government dedicated a $27 billion invest-
ment to Xinjiang’s transport infrastructure for better regional connectiv-
ity, while a $2.8 billion fund has been reserved to set up garment factories.
By 2020, Xinjiang is expected to produce about 500 million garments
annually (KCCI 2017). The implications of this production and export
from Xinjiang for Pakistan’s textile industry need to be carefully exam-
ined. It will be inevitable for Pakistan not only to have to improve the
competitiveness and breadth of its textile production, but also to diversify
its exports in other sectors.

As noted by KCCI (2017), CPEC is attracting the attention of many
foreign firms. Shanghai Electric is seeking to buy a 66% share in K-Electric
for a record $1.67 billion. Moreover, global companies are investing or
exploring investment in diverse sectors, from automotive (Renault, Kia,
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Hyundai) and cement (Anhui Conch of China, Asian Precious Minerals
of UK) to dairy (Friesland Campina buying Engro Foods) and electronics
(Turkey’s Arcelic’s $258 million buyout of Dawlance).

Proposed Activities and Deliverables
of Business School Cooperation

The proposed cooperation among business schools on CPEC and other
parts of the Belt and Road may have several intended or preferable activi-
ties or outcomes:

1. Academic courses and programmes to cover knowledge gaps in
CPEC/BRI-related areas. Business schools may consider designing
and offering independent or joint courses and programmes at under-
graduate and postgraduate levels. Such courses may include the
international business environment along the Belt and Road, doing
business in Pakistan/China, the legal and regulatory environment,
cross-cultural management in Pakistan/China (culture, religion, lan-
guage, society, etc.), intercultural business communication, human
resource management, the financial environment, regulations and
norms, language (Urdu/Mandarin/English), supply chain manage-
ment, energy production and distribution, international e-commerce,
entrepreneurship in Pakistan/China, financial innovation, family-
owned enterprises in Pakistan/China, and the policy and manage-
ment response to extremism and militancy.

2. Faculty exchange can be recommended for two weeks to one term
(12-14 weeks). Extensive courses (full or half) can be taught in sub-
jects such as doing business in Pakistan or China, the business envi-
ronment (culture and laws) in Pakistan or China and so on. The
faculty can combine teaching with research activities. The host insti-
tution will provide return flights, accommodation and a teaching
allowance.

3. Student exchanges and foreign internships could be from one to six
weeks on a credit or non-credit basis. Students could attend formal
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courses and guest lectures. Industry visits and internships could also
be included. University, non-governmental organization and govern-
ment scholarships for students from countries along the Belt and
Road could be offered. When students undertake their internships in
an international environment, their adaptability to different cultures
will be greatly enhanced. Therefore, they will be equipped with the
ability to get along well with peers and people from different cultural
backgrounds.

Research publications. Research can be encouraged through joint
research papers in high-quality journals (e.g. Australian Business
Deans’ Council rank A’ and above), joint research books or special
issues. Topics of interest could include studies of successful models for
industrial growth, areas of convergence in business and industries,
Chinese and other successful models of industrial and science parks,
and manufacturing clusters to draw lessons for the development of
industrial, science or knowledge parks in the Belt and Road countries,
identification and development of trade and commerce for mutual
collaboration, and identification of Chinese industries that can be
relocated or linked with industrial parks in participating countries.

. Joint academic conferences (focused on research papers, cases, policy

papers, etc.).

Joint case studies in peer-reviewed journals such as the Asian Journal
of Management Cases and Case Research Journal.

Joint policy papers, feasibility studies, industry-specific technical
papers and concept notes (to serve as think tanks for governments
and private corporations).

Joint applications for research grants, involving identification of and
approaching funding agencies for joint projects.

Short-duration executive training for businesspersons and govern-
ment officials.

Celebration of cultural festivals and events related to countries and
ethnicities along the Belt and Road.

Translation of important research papers, case studies, news reports
and documentaries into Mandarin and English.

Development of faculty members in specified areas with a focus on
inter-disciplinary research to promote a global vision, intercultural
awareness and professional competence.
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13. Provision of adequate resources as well as incentives to faculty mem-
bers to enable and motivate them to participate in CPEC-related
activities.

These efforts for cooperation will encourage people-to-people bonds,
acquisition and enhancement of talent and mutual development. For
such endeavours to work, government and educational leaders in China,
Pakistan and other Belt and Road countries will need to provide adequate
infrastructure and resources, as well as incentives for academics to enable
and encourage their full participation in BRI/CPEC.

Based on this discussion, Fig. 13.2 offers a holistic perspective on aca-
demic cooperation to support BRI/CPEC. It indicates that the schools
along the Belt and Road may synergize their expertise in diverse academic
disciplines with a focus on the development and dissemination of applied

Academic
disciplines

Evaluation
and
feedback

Industry
sectors

Evidence
based
policies

Fig. 13.2 A holistic perspective on academic cooperation for BRI/CPEC
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research and case studies for relevant industry sectors. To provide and
develop the much-needed human resources for BRI/CPEC, such coop-
eration may focus on the development of both technical and soft skills in
the current and future leaders and managers of BRI/CPEC projects.
Moreover, policy formulation at the macro-national and industry level
will need to be informed by evidence-based research and case studies and
there will be an ongoing system of evaluation and feedback.

Conclusion

Both China and Pakistan have a rich resource of academics, researchers
and practitioners in a wide range of disciplines, including accounting,
law, human resource management, international business, economics,
finance, construction, engineering and project management. However,
these professionals may need cross-cultural training, with a specific focus
on CPEC, to enable and enhance their productive contribution.

There is a need to develop centres of excellence and international ini-
tiatives for mutual exchange and development of students, teachers and
practitioners, in order to develop high-quality business talent with an
open, international mindset. For example, academics and policymakers
may focus on devising new global financing arrangements that involve
major commercial banks and public—private partnerships.

CPEC provides an opportunity to step up research to examine and
design optimal trade and investment policies to bolster development in
countries along the Belt and Road. In Pakistan, for example, there is a
dire need to research the opportunities and challenges that the business
community and government need to be aware of to take advantage of
CPEC. For greater transparency, ownership and accountability, CPEC
projects may be subjected to a proper ‘due diligence’ process of
identification, appraisal and design. Independent monitoring may be put
in place to serve as a credible information warehouse for CPEC. Similarly,
a task force of professionals or experts may be formed to review and scru-
tinize the selection and design of all projects based on consistent criteria
(BIPP 2017).
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Scholars may also wish to address other important questions. How will
businesses in China, Pakistan and other countries along the Belt and
Road identify new opportunities based on existing cooperation? How
will they push forward the investments made by Chinese corporations in
Pakistan and other countries for industrial development and comple-
mentarity? How will the financial industry boost bilateral commercial
cooperation?

Business schools in important cities along CPEC in Pakistan (such as
Gilgit, Skardu, Lahore, Dera Ghazi Khan, Quetta and Karachi) and in
China (such as Urumgqi, Kashgar, Lanzhou, Xi’an, Beijing and Shanghai)
may seek and provide answers to such questions and guide national strat-
egy actively, helping to improve the mobilization of international proj-
ects, funding and human resources through jointly fostering
inter-disciplinary and cross-cultural management talent. With the col-
laboration of business schools, scholars, students and entrepreneurs from
diverse backgrounds will experience the customs and knowledge streams
of different nations and develop the technical and leadership expertise
needed for the successful execution of CPEC/BRI. Scholars at universi-
ties along the Belt and Road may identify best practices as case studies
and seek to develop industry- and sector-specific synergies and expertise.
For example, logistics is the common element for BRI as well as being
common to China and Pakistan. Logistics is the champion. Shanghai
Tongji university is considered number one in logistics in China and
number five in the world. Similar champions may be identified and best
practices shared in business schools along the Belt and Road.

Appendix: List of Agreements Signed Between
Pakistan and China in April 2015

1. Economic and technical cooperation agreement between China
and Pakistan.

2. Exchange of notes of feasibility study of the Demonstration Project
of the Digital Terrestrial Multimedia Broadcast (DTMB).
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Exchange of notes on provision of anti-narcotics equipment.
Exchange of notes on provision of law enforcement equipment.
Exchange of notes on feasibility study of Gwadar Hospital.

MoU on provision of Chinese governmental concessional loan for
second phase upgrading of Karakorum Highway (Havelian to
Thakot) between Ministry of Commerce of China and Ministry of
Finance and Economic Affairs of Pakistan.

MoU on provision of Chinese governmental concessional loan for
Karachi-Lahore Motorway (Multan to Sukkur) between Ministry of
Commerce of China and Ministry of Finance and Economic Affairs
of Pakistan.

. MoU on provision of Chinese governmental concessional loan for

Gwadar port East Bay Expressway Project between Ministry of
Commerce of China and Ministry of Finance and Economic Affairs
of Pakistan.

MoU on provision of Chinese governmental concessional loan for
Gwadar International Airport between Ministry of Commerce of
China and Ministry of Finance and Economic Affairs of Pakistan.
Protocol on banking services to agreement on trade in services.
MoU on provision of material for tackling climate change between
National Development and Reform Commission of China and
Ministry of Finance of Pakistan.

Framework agreement on Cooperation on Major Communications
Infrastructure Project.

MoU on cooperation between National Development and Reform
Commission (NDRC) of China and Ministry of Planning
Development and Reform of Pakistan.

MoU on pro-bono projects in the Port of Gwadar region between
Ministry for Planning, Development and Reform of Pakistan and
the International Department of the Central Committee of the
Communist Party of China.

MoU on establishment of China-Pakistan Joint Cotton Bio-Tech
Laboratory between the Ministry of Science and Technology of
China and the Ministry of Science and Technology of Pakistan.
Framework agreement between the National Railway Administration,

China and the Ministry of Railways, Pakistan on joint feasibility



17.

18.

19.

20.

21.

22.

23.

24.
25.
206.

27.

28.

29.

13 Cooperation among Business Schools across the Belt... 353

study for upgrading of ML1 and establishment of Havelian dry port
of Pakistan Railways.

Protocol on the establishment of China-Pakistan Joint Marine
Research Center between State Oceanic Administration of China
and the Ministry of Science and Technology of Pakistan.

MoU on cooperation between the State Administration of Press,
Publication, Radio, Films and Television of China and Ministry of
Information, Broadcasting and National Heritage of Pakistan.
Triple party agreement between China Central Television and
Pakistan Television (PTV) and Pakistan Television Foundation on the
re-broadcasting of CCTV-NEWS/CCTV-9 documentary in Pakistan.
Protocol on establishment of sister cities relationship between
Chengdu City, Sichuan province of People’s Republic of China and
Lahore City.

Protocol on establishment of sister cities relationship between Zhuhai
City, Guangdong province of People’s Republic of China and Gwadar
City, Balochistan of Pakistan.

Protocol on establishment of sister cities relationship between
Karamay City, Xianjian Uyghur autonomous region of China and
Gwadar city, Balochistan of Pakistan.

Framework agreement between National Energy Administration
(NEA) and MoPNRon Gwadar-Nawabshah liquefied natural gas
terminal and pipeline project.

Commercial contract on Lahore Orange Line metro train project.
Agreement on financing for Lahore Orange Line metro train project.
MoU on financing for Karakoram Highway (KKH) upgrading Phase
2 (Havelian to Takot), KLM, Gwadar East Bay Expressway, Gwadar
international airport projects.

Financing agreement relating to 870 MW Hydro-Electric Suki
Kinari hydropower project between EXIM Bank of China, Industrial
and Commercial Bank of China and SK Hydro.

Financing cooperation agreement between EXIM Bank of China
and Port Qasim Electric Power Company on Port Qasim 2 x
660 MW coal-fired power plants.

Framework facility agreement for 720 MW Karot hydropower proj-
ect between China Development Bank Corporation, EXIM Bank of
China and Karot Power Company.
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Term sheet of the facility for Zonergy 9 x 100 MW solar project in
Punjab between China Development Bank Corporation, EXIM
Bank of China and Zonergy Company.

Drawdown agreement on Jhimpir windpower project between UEP
Wind Power as Borrower and China Development Bank Corporation
as lender.

Terms and conditions in favour of Sindh Engro Coal Mining
Company for Thar Block II 3.8 Mt/a mining project, Sindh prov-
ince, Pakistan, arranged by China Development Bank Corporation.
Terms and conditions in favour of Engro Powergen Thar, Sindh
province, Pakistan, for Thar Block IT 2 x 330 MW coal-fired power
project arranged by China Development Bank Corporation.
Framework agreement of financing cooperation in implementing the
China Pakistan Economic Corridor between China Development
Corporation and Habib Bank Limited (HBL).

MoU with respect to cooperation between Water and Power
Development Authority (WAPDA) and Three Gorges Corporation
(CTGQ).

MoU among Private Power and Infrastructure Board (PPIB), CTG,
and Silk Road Fund on development of private hydropower projects.
Facility operating agreement for Dawood windpower project between
Industrial and Commercial Bank of China (ICBC) and PCC of
China and Hydrochina Dawood Power (PVT) Limited (HDPPL).
Framework agreement for promoting Chinese investments and
industrial park developments in Pakistan between ICBC and HBL
on financial services corporation.

Financing term sheet agreement for Thar Block-I between ICBC and
Sino Sindh Resources Pvt Ltd (SSRL).

Energy strategic cooperation framework agreement between Punjab
province of Pakistan and China Huaneng Group.

Framework agreement on China Pakistan Economic Corridor energy
project cooperation between Ministry of Water & Power and China
Export & Credit Insurance Corporation (Sinosure).

Cooperation agreement between Sino-Sindh Resources and Shanghai
Electric Group for Thar Coalfield Block-I coal power integrated
project in Pakistan.
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43. Cooperation agreement for Matiyari-Lahore and Matyari (Port
Qasim)—Faisalabad transmission and transformation project between
National Transmission Distribution Company and National
Grid of China.

44. TA on Port Qasim coal-fired power plant between Power China and
Government of Pakistan (GoP).

45. Facility agreement for Sahiwal coal-fired power plant project between
Industrial and Commercial Bank of China, Huaneng Shandong
Electricity and Shandong Ruyi Group.

46. Cooperation agreement on Hubco coal-fired power plant.

47. Facilitation agreement on Salt Range coal-fired power project
between China Machinery Engineering Corporation (CMEC) and
Punjab Government.

Source: The Express Tribune 2015; Haider 2015, based on press release
by Pakistan’s Press Information Department

Note: CMEC, China Machinery Engineering Corporation; CTG,
Three Gorges Corporation; DTMB, Digital Terrestrial Multimedia
Broadcast; GoP, Government of Pakistan; HBL, Habib Bank Limited;
HDPPL, Hydrochina Dawood Power (PVT) Limited; ICBC, Industrial
and Commercial Bank of China; KKH, Karakoram Highway; NDRC,
National Development and Reform Commission; NEA, National Energy
Administration; PPIB, Private Power and Infrastructure Board; PTV,
Pakistan Television; SSRL, Sino Sindh Resources Pvt Ltd; WAPDA,
Water and Power Development Authority
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