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1. Introduction

CPEC is a combination of infrastructural and energy related projects, whereby China directly or indirectly has
committed a massive investment of $46 billion. Hali et al. (2015) quoted that investments on CPEC and related
projects will bring more inflows to Pakistan over next 15 years, comparing the total inflows of the country since
1970.CPEC is being considered a ‘Game Changer’ for the Pakistan, which at the moment is facing many
difficulties to uphold to its economic prospects. The first and foremost problem of Pakistan is its electricity outrage,
which is addressed by CPEC by incorporating power generation projects with capacity of 15000+ MW, 74% of the
existing power generation capacity of the country. Out of total $46 billion, an approximate amount of $34 billion
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will be spent on the revival of energy sector of Pakistan (BMA, 2015). Further, infrastructural developments,
establishment of the special economic zones and development of the Gwader Port are added benefits of the CPEC.
Gwader Port has its own geo-political and economic significance, not only for Pakistan, but also for China and
other neighboring countries. The development of the Gwader Port started prior to the announcement of CPEC in
2002. An initial allocation of $700 million is made for the development of Gwader Port under CPEC agreement
(BMA, 2015). According to Khan (2013), Gwader port has potential to generate billions in revenue and could
support employment of more than 2 million jobs in the country. Hag and Farooq (2016) also provided positive
projections of CPEC on social welfare of the country, specifically for those districts, which are located on CPEC
routes. Social welfare dimensions probed in the study are related to education, health and housing along with living
standards and poverty. Thus, a massive and positive impact of the CPEC is being propagated on the economy of
Pakistan, and CPEC is being considered a ‘Game Changer’, which would ensure a long term sustainable growth of
the economy of the country.

Apart from the positive implications of CPEC for the economy of Pakistan, there have been certain internal
challenges, which might hinder the true potential of CPEC. These challenges are related to the internal issues like
security concerns, interprovincial agreement & harmony, political uncertainty and administrative concerns (Abid &
Ashfag, 2015; Hussain, 2016) and also external issues like competition for dominance and economic benefits with
India and Iran, proxy wars in the region and climate issues (Vandewalle, 2015;Hussain, 2016; Huang, Fischer& Xu,
2016). Although CPEC has just started and its initial harvest projects are due in early 2018, there have been a lot of
debate as to whether the project will deliver to its expectations in terms of economic and social development, or it
will unfold another controversy like Kala Bagh Dam (Mengal, 2016). This review in this regard provides a
comprehensive overview of CPEC and its economic implications for Pakistan. This review is organization as
follows: first of all, a general conception of economic corridors and special economic zones is provided, after that a
detailed description of CPEC is made, subsequently economic implications of CPEC are discussed and after that
challenges to successful implementation of CPEC are highlighted. Lastly, concluding remarks are made and
implications for future research are provided.

2. Economic corridors and ASEAN Countries

Ishida (2009) in this regard provided the case of China and ASEAN countries, whereby the economic development
of the region has been ensured by establishment of special economic zones and open coastal cities. These areas also
have attracted massive foreign direct investments as these areas have easy access to port or harbor, and cheap
supply of labor. Further, their interconnectivity through roads and other infrastructural facilities is quite good and
tax incentives are provided to the industrialists in the area. Ishida (2009) Exemplified economic corridors in Greater
Mekong Sub Region, whereby Laos, Thailand, Myanmar, China, Vietnam, Bangkok and Cambodia are
interconnected through three economic corridors and highlighted importance of building industrial hubs for reaping
benefits from economic corridors. Hussain (2016), on the other hand related economic corridors of Africa to
‘engines of growth’, whereby such corridors have facilitated trade and provided employment opportunities to the
people.A need for the governing legislative framework is also stressed in this regard like Intermodal Surface
Transport Efficiency Act of 1990 and NAFTA of 1994, which aimed at supporting the economic corridor and trade
between Canada and USA.

3. CPEC and related Investments

Infrastructural component of the project will be based on the development of three routes from Khunjerab to
Gwader, establishment of railway, airport and seaport at Gwader. These infrastructural and power related projects
are distributed evenly among all geographical regions of Pakistan, and there are a lot of prospering opportunities for
neglected areas of Khyber Pakhtunkhwa and Baluchistan. Further, establishment of mineral processing zones,
industrial processing zones and industrial parks is also part of CPEC and a total of $46 billions would come to the
country (Hussain, 2015). The project also has expansion potential as other countries in the region could also have
access to the trade routes and to the port of Gwader. Butt and Butt (2015), in this regard quoted Chinese President
Jinping who iterated that, “The planning and layout of the Economic Corridor should cover other parts of Pakistan
as well so that the fruits of its development will reach both all the people in Pakistan and the people of other
countries in our region”. Thus, CPEC could not only provide economic and regional integrational benefits to
Pakistan, but also other countries in the region could have access to it and reap mutual benefits of trade, peace and
harmony.
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4. CPEC - Details of projects

As related previously, that CPEC is a combination of the myriad projects on infrastructure and energy sector and
these projects will be supported by an investment of $46 billion, whereby $ 35 billion will be spent on energy sector
and remaining $11 billion will be spent on infrastructural developments (Rafi, Khan & Aslam, 2016).0ut of this
$46 million, China will spend around $28 billion in shape of foreign direct investment, while remaining $18 billion
will be Pakistan’s share, which will also be advanced by China on concessional rates (BMA, 2015).The early
harvest projects have timeline of five years, while other long term projects will take ten to fifteen years in
completion (Hussain, 2016). Table 3.2.1 below provides initial breakup of the approximate costs and nature of the
investments in energy, infrastructure and Gwader based projects as provided by board of investment (boi) of
Pakistan.

Table 4.1 Project Breakup

Sr. No. Sector No. of Projects Estimated Cost (Million $)
01 Energy 21 33,793

02 Transport Infrastructure 4 9,784

03 Gwadar 8 792.62

Source: http://boi.gov.pk/InfoCenter/CPEC.aspx

A relatively more elaborated breakup of the investments was provided by BMA (2015) research in their report,
which is provided in table 3.2.2. The breakup elaborated that energy is main focus of CPEC, while infrastructure,
rail and Gwader port are relatively small parts of the overall investments. Appendix A to D provides a detailed
overview of the projects associated with Energy, transportation infrastructure, Gwadar port and also details on the
industrial coordination projects like establishment of the special economic zones.

Table 4.2 Investment Breakup — CPEC Projects

Project Type &OSL)I nvestment Domestic Share (%) grc]))m LG S (G
Energy 33.8

Coal 7,560 MW 8.8 20% 1.8
Wind 200 MW 0.5 20% 0.1
Hydel 1590 MW 4.2 50% 2.1
Solar 1000 MW 1.7 0% -
Second Phase 6445 MW 9.5 20% 1.9
Mining Expenditure 9.0 50% 4.5
Road 5.9 80% 4.7
Rail 3.7 50% 1.8
Mass Transit in Lahore 1.5 50% 0.8
Gwader Port 0.7 50% 0.3
China Pak Fiber Optics 0.0 0% -

Source: BMA (2015)

First and foremost significant part of the CPEC projects is related to power generation. Pakistan is short of its
energy demand and there exist a shortfall of $ 4,500 MW. CPEC energy investments would enable Pakistan to
overcome this shortfall as it is is expected that production capacity of Pakistan will increase by more than 10,000
MW by 2018 and by the completion of the project in 2030, this investment would have contributed a total of 16,400
MW into national grid (Rafi, Khan & Aslam, 2016). These projects include establishment of coal power plants,
wind farms, hydropower stations and solar power parks as the focus of these projects is to produce power at cheap
rates, thus higher priority is being given to the coal generated power in the project (BMA, 2015).

5. Issues & Challenges
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Prospects of CPEC are not without perils and challenges. These issues and challenges could be categorized into
internal and external challenges (Abid & Asfaq, 2015; Hussain, 2016). Abid and Ashfaq (2015) quoted the Chinese
view on these issues which indicated towards administrative issues, security concerns and political instability could
prove to major challenges for successful implementation of CPEC. Provincial rifts and concerns of different
political parties are another issue in this regard. While external factor included geopolitical rifts in the area,
development of Chabahar port in Iran,

51 Internal Issues & Challenges

Internally, Pakistan is plagued by corruption and administrative inefficiencies. China has raised serious issues over
such administrative glitches, whereby Federal Board of Revenue (FBR) is said to purposely delaying the tax
exemption process of imported equipment, used for CPEC (Abid & Ashfag, 2015). Wolf (2016) also indicated
towards poor administrative capacities, corruption and lack of transparency of Pakistan, which could significantly
delay mega projects and also cause project implementation cost to rise. Gul (2015) indicated towards poor law and
order situation and infrastructural problems in Khyber Pakhtunkhwa and Baluchistan, which can hider development
of CPEC. Internal security situation is also an issue, whereby terrorism has caused serious damage to the local
society, and the massive infrastructure of CPEC could easily be harmed, and there would be additional costs to
ensure security of the CPEC project, which could cause a slowdown in expected economic growth of the country
(Hussain, 2016).

Further, political parties of different provinces have raised concerns over the implementation plan of CPEC and it is
alleged that more benefits are secured by Punjab province, while Khyber Pakhtunkhwa and Baluchistan provinces
will not be able to reap enough benefits from the project. Abid and Asfag (2015) pointed out that all major political
parties of these two provinces are voicing their concerns, while separatists in Baluchistan are altogether against
CPEC. There had been incidents of violence, kidnappings and Killings against Chinese working in Baluchistan from
Baloch extremists to derail CPEC developments. Even the governments in power of these two provinces have
raised concerns (Hussain, 2015). Wolf (2016) in this regard iterated that Pakistan has tendency of ruining good
development projects due to political tussles and lack of vision. A relevant example quoted in this regard is of
Kalabag Dam (Mengal, 2016; Wolf, 2016).

Wolf (2016) also indicated towards some geographical and climate issues, whereby it is difficult to build good
infrastructure at mountain areas and some of the gateways like Khunjrab pass remain closed half of the year due to
heavy snowfall. Lastly, there are some environmental concerns to address, as research indicate that such economic
corridors have a negative impact on the environment of the region due to increased carbon emission and land
deteriorations (Ishida, 2009; Huang, Fischer & Xu, 2016; Shaikh, Ji & Fan, 2016), which should be dealt in an
appropriate manner by all the stakeholders.

5.2 External Issues and Challenges

Externally, there have been geo-political and regional conflicts of Pakistan with India, Iran and UAE, which might
join hands to hamper development of the CPEC. CPEC is being considered an effort of China to increase its
influence in Indian ocean, which is being considered a threat by India and also USA (Wolf, 2016). Further, CPEC
has tremendous implications for Gilgit-Baltistan and Azad Kashmir, which at present are disputed territories and
India also have claims to these territories. CPEC could formally incorporate these territories into Pakistan, which
would not be acceptable for India (Wolf, 2016). Apart from this, CPEC is expected to spur economic competition
of Pakistan with Iran and India in the region (Hussain, 2016). Thus, India and Iran have joined hands to develop
Chabahar port in Iran to counter that (Mullen, 2012). Sabena (2014) also indicated that Russia has monopoly in
central Asia states, which are land locked, CPEC provides these states an opportunity to get free from the monopoly
of Russia, which would be against Russian interests. An ongoing proxy war in Afghanistan could also pose a
serious threat for CPEC and hinder its benefits for the region (Wolf, 2016; Hussain, 2016). Port of Gwader has
potential to become regional trade hub, which pose a serious threat for UAE, whereby a fully operational Gwader
port will cause Dubai to lose almost 70% of its business (Butt & Butt, 2015).

Despite a threat to USA and Russian, both of the world powers have not opposed CPEC, although there have been

certain attempts of USA to refrain Pakistan handing over operational control of Gwader to China (Butt & Bultt,
2015).
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The external issues of CPEC are myriad of geo-political and economic concerns of various regional and non-
regional stakeholders, which could effectively be dealt by a strong foreign policy, at which Pakistan is at a serious
discredit as of now (Smejo, 2016; Herald, 2016).

6. Conclusion

CPEC as perceived from this review is a multilateral opportunity for Pakistan, which has economic and social
implications. On economic side, it will bring FDI into Pakistan immediately, afterwards regional trade will be
promoted through it and economy of Pakistan revive in the order. Further, people of Pakistan will find employment,
economic zones will be built, and physical infrastructure will be improved, which will uplift overall economy of the
country in a sustainable manner. Thus, economic prospects of CPEC are quite promising for the future of Pakistan.
Further, there are certain internal and external issues, which could cause serious damage by hindering the prospects
and implications of CPEC. These include internal issues like administrative inefficiencies, political rifts, poor
infrastructural and transportation capabilities, security concerns and law & order situation and external geopolitical
and regional conflicts of interests and power with India, Iran, UAE, USA and Russia. A systematic approach should
be adopted to gradually build the capacity to solve internal issues and a strong foreign policy should be devised and
pursed to minimize external ones. Further, policy makers should seriously focus on the development of capacity to
cultivate a skilled workforce, much needed to sustain the projects of CPEC and their subsequent economic impact
in the long run.
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