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The China–Pakistan Economic Corridor (CPEC) has emerged as one 

of the most consequential bilateral development partnerships of the 

twenty-first century. As the flagship component of the Belt and Road 

Initiative, it has attracted sustained international attention not only 

because of the scale of its ambitions but also for the broader structural 

questions it raises about development cooperation, sovereign agency, and 

the conditions under which external investment can translate into 

sustained national prosperity. 

The first phase of CPEC delivered tangible progress, particularly in 

energy generation, transport connectivity, and the operationalization of 

Gwadar Port. These achievements contributed to easing Pakistan’s energy 

constraints and strengthening its physical infrastructure. Yet the 

anticipated spillover effects—especially in terms of employment creation, 

value addition, and productivity growth—remained limited. The transition 

to CPEC Phase II, therefore, reflects an important strategic shift: from an 

infrastructure-centric model toward a more comprehensive framework 

that seeks to catalyze industrial development, human capital formation, 

and sustainable economic growth. 

While a substantial body of scholarship has examined CPEC’s 

origins, structure, and economic implications, comparatively little 

analytical attention has been devoted to the newly introduced Five 

Foreword 
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Corridors (5C) framework under Phase II. This report seeks to address that 

gap. It offers one of the earliest systematic examinations of the thematic 

corridors—Innovation, Livelihood, Green Development, Growth, and 

Openness—and clarifies the conceptual foundations that underpin this 

framework. In doing so, it aims to provide a reference point for 

policymakers, researchers, and practitioners engaged in shaping the next 

phase of Pakistan’s development trajectory. 

Drawing on in-depth interviews with subject experts and policy 

discussions convened at the Institute of Regional Studies, the report 

advances a rigorous and evidence-based analysis of the opportunities and 

constraints embedded within the 5C framework. A central conclusion 

emerging from these consultations is the primacy of institutional reform 

as the enabling condition for the effective realization of all five corridors. 

Without coherent policy frameworks, credible enforcement mechanisms, 

and inclusive governance arrangements, even well-resourced economic 

initiatives risk reproducing the limitations observed during the first phase. 

The transition from infrastructure provision to structural 

transformation is neither automatic nor inevitable. It depends 

fundamentally on political will, institutional capacity, and the quality of 

ideas guiding public policy. By clarifying the logic of the Five Corridors 

framework and highlighting the reforms necessary for its success, this 

report offers a timely and substantive contribution to the evolving 

discourse on CPEC and Pakistan’s broader development strategy. 

 

Ambassador Jauhar Saleem 

President Institute of Regional Studies (IRS), 

Islamabad  
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 The second phase of Pakistan Economic Corridor (CPEC), 

CPEC 2.0, represents a critical reorientation of Pakistan’s development 

strategy, shifting from an infrastructure-driven framework to one centered 

on productivity, competitiveness, and sustainability. Building on the 

achievements of Phase I, which addressed energy shortages and 

connectivity gaps, this report highlights how the second phase must 

leverage the foundation of physical infrastructure to generate long-term 

economic transformation. The framework of five interlinked corridors 

(Innovation, Livelihood, Green, Growth, and Open) offers a roadmap for 

embedding industrial upgrading, environmental sustainability, and 

inclusive development into Pakistan’s economic geography. 

The Innovation Corridor emphasizes the creation of knowledge-

based ecosystems that integrate research institutions, industries, and 

digital infrastructure to close the gap between technological potential and 

export outcomes. The Livelihood Corridor underscores employment 

generation, rural revitalization, and human capital development, drawing 

lessons from China’s poverty alleviation model. The Green Corridor 

focuses on aligning development with ecological sustainability, embedding 

renewable energy, sustainable urbanization, and circular economy 

practices into CPEC cooperation. The Growth Corridor prioritizes 

industrial clustering, trade diversification, and domestic value addition 

through revitalized Special Economic Zones (SEZs) and stronger private-

Executive Summary 
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sector engagement. Finally, the Open Corridor situates CPEC within a 

broader framework of regional connectivity, highlighting opportunities for 

Pakistan to expand trade linkages and strengthen its role in global value 

chains. 

This report highlights that realizing the promise of CPEC 2.0 

necessitates addressing structural and institutional barriers that have 

historically limited Pakistan’s capacity to capitalize on external 

investments. Weak governance, fragmented regulatory frameworks, 

delayed SEZs, and a lack of business-to-business linkages have 

constrained industrial upgrading, productivity, and technology transfer. 

Without reforms, Pakistan risks allowing the second phase to replicate the 

limitations of the first. 

The analysis demonstrates that a forward-looking policy focused on 

industrial policy coherence, institutional reform, and market-oriented 

growth is essential. Priorities include repositioning SEZs as integrated 

ecosystems, strengthening domestic supply chains, expanding renewable 

energy and sustainable transport, institutionalizing B2B collaboration, 

and embedding climate resilience across agriculture and urban planning. 

By shifting the narrative from dependence to capacity-building and from 

short-term gains to long-term competitiveness, Pakistan can ensure that 

CPEC evolves from a physical connectivity project into a transformative 

engine for inclusive and sustainable development. 
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Introduction 

The Belt and Road Initiative (BRI), launched in 2013 under the 

leadership of President Xi Jinping, emerged not merely as an 

infrastructural framework but as a philosophical shift from the prevailing 

global ethos of competition. Rooted in the ancient spirit of the Silk Road, 

the BRI envisions a world order where connectivity replaces confrontation, 

and shared development transcends zero-sum politics.1 President Xi’s 

articulation of this vision reflects a distinctly Chinese worldview, one that 

draws from Confucian ideals of harmony and mutual benefit, offering a 

model of globalization marked by inclusivity rather than hierarchy. China’s 

commitment to global development is not merely rhetorical; it has lifted 

over 800 million people out of poverty. Through the BRI, China has 

engaged with over 150 countries, encompassing nearly 40% of global GDP, 

with investments already exceeding $1 trillion, and projections of further 

expansion.2 

However, as the BRI expanded across continents, it became the 

subject of scrutiny and skepticism. Critics increasingly portrayed it as a 

vehicle for China’s geopolitical ambitions, raising concerns about debt 

dependency, opacity, and strategic overreach. In response, China 

reoriented its approach, emphasizing a decentralized and participatory 

model. The guiding concept of “small and beautiful”, introduced by 

President Xi, captured this shift. It signaled a move away from mega-

projects toward localized, human-scale initiatives tailored to the 

developmental needs of partner countries. This evolution gave rise to 

corridors under BRI, compact, thematic channels of cooperation reflecting 

priorities such as livelihood generation, technological innovation, 

environmental sustainability, and institutional modernization. 
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The China-Pakistan Economic Corridor (CPEC), as one of the earliest 

and most mature flagship projects of the BRI, has attracted more than $30 

billion in investments. Phase one of CPEC yielded tangible achievements: 

Special Economic Zones, the construction of more than 880 kilometers of 

roadways, and the addition of over 5,300 MW to Pakistan’s power grid, 

significantly mitigating the country’s chronic energy shortfalls. While these 

milestones have strengthened Pakistan's physical infrastructure, they 

have not translated into real economic transformation. These gains remain 

largely short-term, with limited impact on sustained employment, 

productivity, or exports. 

Reorienting CPEC Through Thematic Corridors 

While the first phase of CPEC succeeded in delivering critical 

infrastructure and alleviating power shortages, it also laid bare deeper 

structural challenges impeding Pakistan’s economic transformation that 

cannot be addressed through connectivity alone. The absence of broad-

based employment, value-added production, and inclusive growth 

revealed the limits of a model overly reliant on physical capital without 

complementary investments in human, institutional, and environmental 

development. 

Phase Two of CPEC addresses these gaps through five thematic 

corridors: 

 Innovation Corridor – advancing technology transfer, research 

collaboration, and knowledge-based industries 

 Livelihood Enhancing Corridor – promoting poverty alleviation, 

rural revitalization, and skill development 

 Green Corridor – driving climate resilience, clean energy, and 

sustainable agriculture 
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 Growth Corridor – boosting industrialization, trade, and 

productivity through value chains and SEZ revitalization 

 Opening Up Corridor – improving institutional and regulatory 

frameworks to attract investment, tourism, and exchanges 

Collectively, these corridors reflect an internal policy reorientation, 

led by institutions such as the Planning Commission, Board of Investment, 

and the Special Investment Facilitation Council (SIFC), and an external 

philosophical shift within the BRI itself, toward modular, localized, 

cooperative models. In the face of past criticisms, the emergence of these 

five corridors signals not a retreat, but a maturation of CPEC: embedding 

connectivity within a broader ecosystem of innovation, inclusion, and 

sustainability. 
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1. Innovation Corridor 

An Innovation Corridor is designed to encourage knowledge-driven 

economic activity through technological innovation, entrepreneurialism, 

and research-based cooperation. Unlike conventional industrial areas, 

these are vibrant ecosystems where the triple helix of academia, business, 

and government comes together with emerging players, such as startups 

and venture capitalists, to encourage innovation. 

Innovation corridors are vital for nations transitioning from 

resource-based to knowledge-based economies. For Pakistan, where gross 

domestic R&D has remained a fraction of GDP, the policy task is to shorten 

the distance between research, firm learning, and exportable outcomes; 

otherwise, connectivity gains of CPEC risk plateauing in low-value 

activities. 

1.1. Collaborations and Capacity-Building Pathways 

1.1.1. Emerging Digital Technologies: AI, IoT, Cloud, and Data 

Pakistan’s AI and data ambitions, shaped by the National AI Policy 

approved on July 30, 2025,3 mandate responsible deployment across 

sectors, shifting from scattered pilots to systematic adoption. The goal is 

to apply digital tools with visible results: better irrigation, fewer factory 

breakdowns, quicker port turnarounds, and faster decision-making. 

Pieces of this picture already exist. There is a small but capable 

talent pool in universities and startups; telecom operators and private data 

centers can host secure platforms; and several ministries have piloted 

tools that use satellite images, traffic feeds, or payment data. What is 

missing is a joined-up path from pilot to routine use. The corridor should 

choose priority problems, assemble necessary datasets in one place, and 

contract teams to deliver measurable improvements. 
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Collaboration should be practical and problem-led. With China, the 

corridor can source affordable sensors, cameras, and industrial 

controllers. With partners such as Korea, Singapore, and the EU, the 

corridor can learn how to design citizen-facing digital services and build 

trustworthy data governance and cybersecurity. Pakistani universities and 

the National Incubation Centers can anchor talent through applied 

courses, SEZ placements, and buyer-linked small grants to test tools and 

report outcomes. 

1.1.2. Industrial Modernization & Advanced Manufacturing 

Pakistan’s manufacturing base can raise output and quality by 

focusing on practical upgrades, better maintenance, basic automation, 

and reliable testing. The Innovation Corridor should use priority SEZs, 

Rashakai, Faisalabad, Dhabeji, and Bostan, as anchor nodes, so 

improvements happen where firms already cluster. 

A practical way to accelerate learning is to pair selected Pakistani 

clusters with Guangdong’s and other Chinese provinces’ manufacturing 

ecosystems. Guangdong remains China’s most diversified production 

base,4 with deep supplier networks in electronics, electrical equipment, 

textiles, and machinery. It combines scale with capability upgrades, from 

industrial robots to integrated circuits. Structured exchanges like joint 

audits, short co-production runs, and vendor development programs will 

allow Pakistani firms to absorb proven shop-floor methods rather than 

reinventing them. 

1.1.3. Green & Sustainable Technologies 

Pakistan’s energy transition has gained momentum from affordable 

Chinese solar panels and rising demand for renewables. The Innovation 

Corridor can complement the Green Corridor by promoting cleaner 
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industry, electrified transport, and modern storage solutions such as local 

EV assembly and industrial battery systems. The entry of BYD strengthens 

this pivot; its Karachi joint venture plans to assemble EVs domestically by 

mid-2026, creating room for bus fleets and light commercial vehicles to 

electrify with local after-sales support.5 

On the industrial side, the corridor should turn demand for cheap 

renewables into lasting efficiency and reliability. Battery storage is moving 

from talk to deployment, with an estimated 1.25 GWh of battery packs 

imported in 2024, and projects such as Lucky Cement’s roughly 20.7 MW 

system, supplied by Chinese-headquartered battery giant Contemporary 

Amperex Technology (CATL), showing how factories can stabilize supply. 

Pairing such investments with the national energy-efficiency plan will lock 

in lower energy intensity through audits, standards, and metrology.6 

1.1.4. Innovation in Agriculture 

Agriculture is vital to Pakistan’s economy, but it faces low yields, 

outdated practices, and climate risks. Past successes in high-yield chili 

and hybrid seeds for cotton and rice highlight the potential for bilateral 

Agri-tech collaboration.7 Building on that, the Innovation Corridor can use 

precision agriculture to make decisions faster and cheaper: SUPARCO and 

Bei Dou satellite data to monitor crop health and soil moisture, simple 

field sensors and drones to flag problems early, and basic AI tools to guide 

when to irrigate, spray, or harvest. 

1.1.5. Digital Economy, FinTech, and Smart Urban Systems 

Pakistan and China have a window to co-create the digital backbone 

that will make the Innovation Corridor of CPEC inclusive and productive. 

The shift from paper-based procedures to digital systems decides whether 

small firms can access finance, whether cities can manage growth, and 
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whether public services reach citizens reliably. In the financial sector, the 

priority is to widen access while lowering costs for households and SMEs 

by building on the national ID for e-KYC, enabling instant payments, and 

normalizing QR-based transactions. Chinese firms bring experience with 

digital payments, while Pakistan ensures compliance, consumer 

protection, and links to its tax and social-protection systems. 

1.2. Challenges 

The Innovation Corridor is meant to turn CPEC’s physical buildout 

into real capabilities, but several gaps slow that shift. Years of 

underinvestment in universities and R&D have weakened labs and 

teaching quality, pushing talent out and thinning the pipeline of 

technicians and applied researchers. Digital and regional divides persist, 

so firms and public agencies in lagging provinces cannot access the same 

tools or training as those in major cities. At the firm level, SMEs and 

startups still sit at the edge of policy, with limited avenues to sell into 

public programs or supply larger manufacturers. 

Governance and trust issues compound these constraints. 

Responsibilities are spread across many ministries, regulators, and SEZ 

bodies, making coordination slow and inconsistent. Procurement favours 

hardware and buildings over software, skills, and process improvements, 

while slow standards and testing make certification costly. Partnerships 

often lean on external expertise without structured knowledge transfer, 

leaving local teams dependent rather than stronger. 

1.3. Recommendations 

1. Rebuild the talent pipeline by stabilizing 

universities/Technical and Vocational Education and Training (TVET), 
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restoring labs, and enabling joint degree recognition with foreign 

universities. 

2. Close regional skill and connectivity gaps by expanding STEM 

scholarships and vocational hubs in underserved districts, wiring 

campuses and innovation zones with reliable broadband and baseline 

cybersecurity, and offering multilingual digital resources to widen 

access. 

3. Build smart clusters and incubators inside SEZs, offering co-

working, mentorship, and targeted regulatory incentives, while linking 

startups to anchor firms’ supplier needs. Integrate service sectors like 

fintech, e-health, digital logistics, creative, and climate tech into 

corridor programs. 

4. Formalize knowledge transfer through joint labs, structured 

exchanges, and faculty development with clear train-the-trainer 

outputs. Replicate proven local incubation models across public 

universities with industry ties. Pair SEZ clusters with Guangdong, 

Zhejiang, and other Chinese provinces’ suppliers for vendor 

development and shop-floor methods that raise first-pass yield. 

5. Strengthen IP protection and digital trust by adopting 

international IP norms, piloting fast-track IP tribunals under 

HEC/SIFC, and implementing data-protection and cybersecurity 

frameworks to enable responsible cross-border collaboration.  
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2. Livelihood-Enhancing Corridor 

The Livelihood-Enhancing Corridor under CPEC 2.0 ensures that 

economic cooperation translates into tangible improvements in people’s 

daily lives, especially for marginalized and rural communities. It shifts the 

focus from large-scale infrastructure toward human-centered development 

by creating jobs, improving incomes, and expanding access to essential 

services. The underlying premise is that physical connectivity must be 

matched by social and economic connectivity. 

For this, the priority is underscored by Pakistan’s demographic 

realities: 61% of the population resides in rural areas with limited access 

to services and opportunities.8 Female labour force participation is just 

24.5%, and youth unemployment, particularly among women aged 15–24, 

exceeds 10%.9 Addressing these gaps is essential to making CPEC a driver 

of equitable development. 

China’s experience with poverty alleviation demonstrates that 

infrastructure, when paired with human capital development and localized 

industrialization, can lift entire regions out of poverty within a generation. 

While Pakistan’s governance, institutional capacity, and cultural 

dynamics differ, the principles of localization, integration, and inclusivity 

remain applicable. Thus, the Corridor must function as an integrated 

policy platform linking agriculture, small-scale industry, services, and 

social infrastructure. 

2.1. Pathways for Economic Empowerment 

2.1.2. Agricultural Modernization and Rural Revitalization 

Agriculture accounts for nearly 40% of Pakistan’s employment yet 

contributes only around 19% to GDP, reflecting low productivity and weak 

value chains.10 The corridor can drive transformation by introducing 
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precision irrigation, drought-resistant seeds, and cooperative farming 

models that pool resources and increase bargaining power. Recent 

developments under CPEC 2.0, such as China’s supply of 278 advanced 

agricultural machinery units valued at over PKR 1.1 billion to key districts, 

are enabling small and medium farmers to access mechanized tools 

previously out of reach.11 China’s rural revitalization program integrates 

infrastructure upgrades with “industrial villages”, clusters where 

production, storage, and marketing occur locally, reducing transaction 

costs and retaining value within rural communities.12 For Pakistan, cold 

storage and processing facilities located near CPEC routes could cut the 

30–40% post-harvest losses in perishables, directly raising farmer 

incomes.13 

2.1.3. Micro, Small, and Medium Enterprise (MSME) 

Development 

MSMEs form over 90% of enterprises in Pakistan but struggle to 

access finance, technology, and markets. Linking MSME clusters to 

Special Economic Zones (SEZs) through feeder programs can integrate 

local artisans, service providers, and light manufacturers into national and 

export supply chains. China’s rural inclusive finance model combines 

micro-loans with digital credit scoring based on transaction histories and 

policy-backed guarantees that reduce lender risk, enabling small 

enterprises to access working capital without traditional collateral.14 

Adapted to Pakistan, this approach could unlock capital for rural 

entrepreneurs at scale. 

2.1.4. Skills and Workforce Development 

With 1.4 million young people entering the labour force annually, the 

mismatch between skills supply and market demand is acute. 
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Establishing CPEC-aligned vocational centers in high-unemployment 

districts can prepare youth for jobs created along the corridor. China’s 

“poverty alleviation through skills” program systematically mapped local 

industry needs and subsidized targeted training.15 Pakistan could 

replicate this by linking training curricula to SEZ employers and offering 

stipends to encourage female participation, supported by safe transport 

and childcare facilities. 

2.1.5. Community Infrastructure and Essential Services 

Economic empowerment requires more than jobs. Mobile health 

clinics, e-learning centers, and renewable-powered water systems can 

remove barriers that keep households trapped in subsistence. China’s 

“last-mile service” policy shows how services can be embedded in 

governance structures.16 Pakistan could adopt a similar approach by 

integrating local councils into service delivery. The success of these 

pathways hinges on integrating local economies into the national growth 

narrative. This requires investment and coordination so every kilometer of 

CPEC infrastructure becomes a conduit for livelihoods. 

2.2. Structural and Institutional Bottlenecks 

2.2.2. Fragmented Production and Market Isolation 

Most rural producers operate on small landholdings, resulting in low 

economies of scale and weak bargaining power. The absence of organized 

producer groups or cooperative marketing systems forces farmers to sell 

individually to intermediaries, who capture a disproportionate share of 

value. This fragmentation isolates rural producers from larger markets, 

even when new infrastructure shortens physical distances. 
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2.2.3. Disconnected and Overlapping Governance Structures 

Livelihood-related responsibilities are divided among multiple federal 

ministries, provincial departments, and local bodies, without a single 

coordinating mechanism. This institutional fragmentation creates policy 

delays, overlaps, and inconsistent program delivery. Interventions aimed 

at the same communities often lack sequencing or integration, reducing 

overall impact and creating public distrust in development initiatives. 

2.2.4. Limited Access to Affordable Finance 

Small farmers and rural entrepreneurs face significant barriers in 

accessing credit due to collateral-heavy lending requirements and limited 

rural banking outreach. Even when concessional loan schemes exist, 

lengthy approval processes, complex paperwork, and low awareness 

prevent many from applying.17 This financing gap constrains the ability of 

rural producers to invest in productivity-enhancing tools or expand into 

higher-value activities. 

2.3. Recommendations for Livelihood Transformation 

Unlocking the potential of the Livelihood Corridor requires shifting 

from fragmented interventions to a unified framework that embeds rural 

communities into the economic architecture of CPEC. Policies need to 

integrate small producers, women, and youth into value chains, supported 

by coordinated governance across federal, provincial, and local tiers. 

Expanding market integration through aggregation hubs, logistics 

networks, and digital trading platforms will connect smallholders to wider 

demand. 

Parallel investments in human capital and enabling infrastructure 

are essential. Targeted vocational training simplified rural credit, and 

gender-responsive measures such as safe transport, childcare, and 
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women-focused enterprise zones will diversify incomes and ensure 

inclusion. By embedding these measures in a localized, market-linked 

strategy, the Corridor can move beyond infrastructure delivery to become 

a driver of sustained, inclusive mobility.  
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3. Green Corridor 

The Green Corridor within CPEC 2.0 reflects a strategic shift towards 

environmentally sustainable development, aligning Pakistan’s climate 

vulnerabilities with China’s evolving “Green BRI.”18 Pakistan ranks among 

the top ten most climate-vulnerable countries despite contributing less 

than 1% of global emissions. Recurring floods, droughts, and heatwaves 

threaten agriculture, energy security, and urban resilience, making 

climate adaptation a central pillar of national planning. Phase one, though 

critical in alleviating energy shortages, relied heavily on coal and fossil 

fuels with limited environmental safeguards. This legacy reinforced the 

urgency of a green turn in the next phase of CPEC. 

China’s domestic green development model provides a guiding 

reference for CPEC. Under the principle that “lucid waters and lush 

mountains are invaluable assets,” China has embedded ecological 

priorities into its economic strategy. Nearly one-third of its electricity now 

comes from clean sources, while it holds the world’s largest solar and wind 

capacity and has led global EV production for nine consecutive years. Air 

and water quality have also seen significant improvement, with 87% of 

days meeting “good” air standards and over 90% of surface water rated 

safe in 2024. For China, green development is treated not as a geopolitical 

tool but as the most equitable public good, extending its domestic concept 

of “Beautiful China” into the global vision of a “Clean and Beautiful World.” 

Globally, China has positioned itself as a leader in advancing green 

development across the Global South. Through United Nations 

frameworks, it has mobilized $24 billion for climate action since 2016, and 

under South–South Cooperation, it has supported over 80 developing 

countries in biodiversity and climate projects. The Belt and Road Initiative 
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itself now incorporates the International Green Development Coalition and 

the Green Silk Road Envoy Program, which has already trained over 3,000 

professionals with a target of 10,000. Through the Global Development 

Initiative, China has dedicated $1.2 billion to climate change projects, 

while its green financing push issued RMB 800 billion in bonds in 2023 

alone. These global efforts demonstrate the scale of resources and 

expertise that Pakistan can leverage through the Green Corridor. 

3.1. Pathways for Green Transformation 

3.1.2. Renewable Energy and the Energy Transition 

The Green Corridor’s foundation lies in reorienting Pakistan’s energy 

system away from fossil fuel dependency and toward a diversified 

renewable portfolio. Phase One of CPEC, though successful in alleviating 

shortages, has entrenched reliance on imported coal and LNG-based 

power plants whose utilization rates now often fall below 15%, generating 

unsustainable capacity payments and inflating electricity costs.19 This 

rigid, centralized model has undermined industrial competitiveness, 

leaving key sectors such as textiles burdened with expensive and 

unreliable power. In contrast, the present energy transition, driven by 

China’s manufacturing surplus in solar PV, has made Pakistan one of the 

largest importers of distributed solar equipment, with roughly 300 MW of 

off-grid capacity being added monthly. The Corridor needs to reconcile 

underused centralized plants with fast-expanding decentralized 

renewables by embedding grid flexibility, storage solutions, and local green 

technology manufacturing. 

3.1.3. Sustainable Urbanization & Transport 

The Green Corridor can help Pakistan confront rapid urbanization 

and transport emissions, where vehicles account for nearly all sectoral CO₂ 
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and urban air pollution. Future cooperation should prioritize electric 

buses, two- and three-wheelers, and transit-oriented development. 

Energy-efficient buildings and green public spaces can also help cities 

adapt to heatwaves and rising energy demand, making urban planning 

central to climate resilience. 

3.1.4. Circular Economy & Waste Management 

The Green Corridor could also evolve into a platform for embedding 

circular economy practices within Pakistan’s industrial and urban 

systems. With solid waste generation in major cities exceeding 50,000 tons 

per day and recycling rates remaining below 20%, much of the material 

value is currently lost, while landfills and waterways face mounting 

ecological stress.20 Industrial clusters along CPEC routes could be 

designed as eco-industrial parks where by-products are repurposed, waste 

streams minimized, and resource efficiency incentivized. At the urban 

level, cooperation could extend to modernizing waste collection, recycling, 

and hazardous waste treatment, while integrating policies on plastic 

reduction and e-waste management. 

3.2. Institutional and Structural Constraints to a Green Transition 

Entrenched structural and institutional weaknesses constrain 

Pakistan’s ability to operationalize a green transition. The energy sector 

remains locked into fossil fuel dependency, with contractual obligations to 

coal, oil, and LNG plants creating long-term financial liabilities and 

inflating capacity payments.21 This lock-in diverts fiscal space away from 

renewables and slows the uptake of distributed solutions such as solar 

and wind. Climate governance is equally fragmented: responsibility is 

divided among federal ministries, provincial departments, and regulatory 

agencies with overlapping mandates and limited coordination, resulting in 
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inconsistent policy implementation.22 Enforcement of environmental 

regulation is also chronically weak: building codes, emissions standards, 

and waste management laws are routinely bypassed, eroding both public 

trust and investor confidence. These gaps collectively undermine 

Pakistan’s credibility in embedding sustainability into CPEC 2.0 and leave 

ecological priorities vulnerable to being overshadowed by short-term 

economic imperatives 

3.3. Strategic Directions for a Green Development 

i. Prioritize renewable energy by restructuring fiscal incentives 

and gradually phasing down coal and LNG contracts, while 

localizing solar, wind, and storage manufacturing within 

CPEC-linked industrial zones. 

ii. Reorient urban development around sustainability by 

enforcing green building standards, integrating electric mass 

transit, and linking city planning to air quality and heat 

adaptation goals. 

iii. Institutionalize circular economy practices by developing eco-

industrial parks along CPEC routes where waste recovery, 

recycling, and resource efficiency are embedded into 

production systems. 

iv. Expand climate finance through green bonds, blended finance 

platforms, and concessional facilities to de-risk investment and 

attract large-scale domestic and international capital.  
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4. Growth Corridor 

The Growth Corridor under CPEC 2.0 could serve as the central axis 

for Pakistan’s industrial and trade transformation, shifting the focus from 

infrastructure delivery toward productivity and competitiveness. The SEZs 

remain underutilized, export growth has stagnated, and Pakistan’s share 

in global trade has not improved significantly. These shortcomings 

highlight the limits of infrastructure-led growth when not accompanied by 

coherent industrial policy, value-chain integration, and institutional 

reforms that allow domestic enterprises to compete in regional and global 

markets. 

In this context, the Growth Corridor provides a platform to embed 

industrial revitalization, trade diversification, and productivity upgrading 

into CPEC’s second phase. Drawing lessons from China’s trajectory, where 

infrastructure catalyzed clustering and exports, the corridor can reframe 

Pakistan from a transit hub into an active producer in cross-border supply 

networks23. Its purpose is to translate connectivity into sustained growth, 

higher value-added exports, and structural economic transformation. 

4.1. Channels of Industrial and Trade Transformation under Growth 

Corridor 

4.1.2. SEZs as Engines of Industrial Expansion 

A central pillar of the Growth Corridor could be the revitalization of 

Special Economic Zones, which were designed under CPEC to catalyze 

industrial expansion but have so far delivered below their potential. Out 

of the nine planned priority SEZs, only a handful are partially functional, 

with limited foreign investment and minimal technology transfer. 

Pakistan’s industrial zones currently account for less than 1% of total 

exports,24 a stark contrast to East Asian economies, where SEZs drive 
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between 20–40% of trade flows25. The Growth Corridor could reposition 

SEZs as integrated ecosystems with reliable energy, logistics, and digital 

infrastructure, linking clusters to regional and global value chains. 

4.1.3. Strengthening Domestic Supply Chains and Value 

Addition 

The Growth Corridor can reduce Pakistan’s reliance on raw exports 

by embedding value addition in domestic supply chains. Despite vast 

cotton and mineral output, Pakistan earns little raw cotton, and yarn 

dominates textile exports, while refined copper and minerals are negligible. 

Weak linkages between agriculture, mining, and manufacturing force 

reliance on imports for inputs, raising costs. Supplier networks around 

SEZs, local processing of resources, and technology transfer in 

partnerships can help retain greater value domestically. 

4.1.4. Efficient Logistics & Connectivity 

Efficient logistics infrastructures are essential for lowering 

production costs and enhancing Pakistan’s competitiveness. Recent 

studies indicate that CPEC-linked transport improvements have 

significantly reduced logistics expenses: the transit cost of a 40-foot 

container from Kashgar to Middle Eastern ports has dropped by 

approximately $1,350, while travel times have fallen by 21–24 days.26 

Within the Growth Corridor framework, Pakistan’s industrial clusters 

could leverage rail-road networks, dedicated freight corridors (e.g., the 

Karachi Freight Corridor), and upgraded port connectivity to lower 

production costs, expand market reach, and integrate more effectively into 

regional and global value chains. 
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4.1.5. Promoting B2B Collaboration and Private Sector 

Participation 

For the Growth Corridor to deliver transformation, private sector 

participation must move to the center of CPEC cooperation. To date, state-

driven projects have dominated, leaving little space for firms and 

entrepreneurs. This has constrained innovation and slowed technology 

diffusion. B2B collaboration could link Pakistani firms with Chinese and 

regional partners in joint ventures, supply-chain partnerships, and 

technology co-development, including SMEs that form 90% of businesses 

but remain excluded from global markets. 

4.2. Directions for Revitalizing Industrial Growth 

i. Reposition SEZs as integrated ecosystems by ensuring reliable 

energy, digital infrastructure, and regulatory clarity, while 

embedding supplier development programs to link them with 

local industries 

ii. Strengthen domestic value chains through targeted incentives 

for Agri-processing, mineral refining, and intermediate goods 

manufacturing, allowing Pakistan to retain greater value 

within its economy 

iii. Reduce logistics bottlenecks by expanding dedicated freight 

corridors, modernizing ports and rail networks, and linking 

industrial clusters directly to export gateways. 

iv. Institutionalize B2B collaboration through joint ventures, 

industrial matchmaking platforms, and SME-focused 

cooperation mechanisms that embed Pakistani firms into 

regional and global supply chains 

v. Establish predictable and transparent policy frameworks to 

attract private capital, with a focus on consistency in taxation, 
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tariffs, and investment rules that reduce uncertainty for long-

term industrial commitments  
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5. Open Corridor 

The Open Corridor represents the institutional and regulatory dimension of 

Pakistan’s engagement with the Belt and Road Initiative. It emphasizes the 

“software of development”: policies, governance frameworks, and people-to-

people exchanges that enable connectivity to translate into sustainable economic 

outcomes. It seeks to address the structural constraints that have historically 

deterred investment, weakened competitiveness, and limited Pakistan’s 

integration into regional and global markets. At its core, the Opening-up Corridor 

aims to create an environment where investment flows smoothly, legal 

frameworks are predictable, and cross-border cooperation is not restricted to 

goods and capital but extends to culture, tourism, and knowledge exchange. For 

Pakistan, this means streamlining regulatory processes, modernizing 

governance systems, and promoting openness in ways that attract not only 

Chinese but also global investors. 

5.1. Regulatory and Investment Reforms 

A central pillar of the Open Corridor is the streamlining of Pakistan’s 

investment and regulatory environment. Despite abundant opportunities in 

energy, agriculture, logistics, and technology, foreign direct investment (FDI) 

inflows into Pakistan have remained volatile, averaging less than 1% of GDP over 

the past decade, among the lowest in South Asia. Investors continue to cite 

unpredictable tax regimes, overlapping federal and provincial mandates, and 

cumbersome bureaucratic procedures as deterrents. These structural 

bottlenecks have limited Pakistan’s ability to leverage CPEC infrastructure for 

broader economic growth. 

 

CPEC 2.0 provides a platform to reverse this trend. Institutions such as 

the Special Investment Facilitation Council (SIFC) and the Board of Investment 

(BOI) are now tasked with offering a one-window framework for investors, 

reducing duplication and accelerating approvals. The Opening-up Corridor can 
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operationalize this by embedding digital investor services, ensuring regulatory 

clarity, and linking incentives directly to export performance and technology 

transfer rather than ad hoc subsidies. The goal is to create a transparent and 

predictable ecosystem where both Chinese and global investors can plan long-

term, with confidence that policies will not shift with political cycles. 

5.2. Tourism and Cultural Exchange 

Tourism and cultural diplomacy form another pillar of the Opening-up 

Corridor, positioning Pakistan not only as an investment destination but also as 

a cultural and historical hub along the Belt and Road. Pakistan’s tourism 

potential remains underdeveloped despite its diverse heritage: from the 

Gandhara and Mughal sites to Himalayan landscapes and coastal regions. The 

Opening-up Corridor can address these gaps by embedding tourism facilitation 

within CPEC-linked infrastructure. Secure travel routes, simplified visa policies, 

and joint tourism promotion campaigns could help position Pakistan as a 

preferred destination for Chinese and regional visitors. China’s investment in 

cultural diplomacy through Confucius Institutes, Belt and Road cultural forums, 

and media collaborations offers lessons Pakistan can adapt to promote its own 

narrative abroad while strengthening bilateral trust. 

5.3. Digital & Institutional Openness 

Institutional modernization is central to ensuring that CPEC’s economic 

gains are matched by efficiency and public trust. While regulatory reform defines 

the rules of the game, digital openness determines how effectively those rules are 

applied. Pakistan’s governance system still relies heavily on manual, paper-

based processes, creating delays and opportunities for discretion that erode 

investor and citizen confidence. 

The Opening-up Corridor can close this gap by embedding digital tools 

directly into governance. Secure e-portals for contracts, land records, and 

customs can reduce corruption and provide real-time transparency. Online 

dispute-resolution platforms and fast-track arbitration, modeled on 
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international best practices, would strengthen legal predictability. By shifting 

focus from bureaucratic control to digital facilitation, Pakistan can transform 

institutions into enablers of growth. This is where the Opening-up Corridor 

complements other corridors: not by duplicating their priorities, but by ensuring 

that governance itself evolves to match the scale of economic cooperation.  
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6. Final Recommendations 

The five corridors of CPEC 2.0 represent a significant reorientation from 

infrastructure delivery toward human-centered, sustainable, and innovation-

driven development. To fully realize their potential, several overarching 

recommendations can be made: 

a. Institutional Coherence and Coordination 

Establish a unified governance framework that bridges federal, provincial, 

and local tiers. A dedicated CPEC 2.0 Authority with cross-sectoral mandates 

could ensure policy alignment, reduce overlaps, and accelerate project delivery. 

b. Inclusive and Equitable Development 

Embed gender-responsive policies, rural integration, and youth-focused 

programs into each corridor to ensure broad-based participation. Equitable 

distribution of benefits across provinces and marginalized communities needs to 

be prioritized to sustain public support. 

c. Private Sector and SME Integration 

Move beyond state-led projects by actively embedding SMEs, startups, and 

private firms into value chains. Industrial matchmaking, access to finance, and 

technology partnerships should become central pillars across SEZs and corridor 

initiatives. 

d. Green and Digital Mainstreaming 

Institutionalize green standards and digital governance across all 

corridors, making climate resilience, renewable energy, and digital systems 

mandatory features rather than add-ons. This would future-proof investments 

against economic and ecological shocks. 

e. International Partnerships Beyond China 

While China remains the anchor, Pakistan should broaden partnerships 

with other countries and multilateral institutions for technology transfer, 
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blended finance, and global market access, embedding CPEC into wider regional 

and global networks. 

 

 



27 | P a g e  

 

Notes 

1 “The Belt and Road Initiative: A Key Pillar of the Global Community of Shared Future-

-The Third Belt and Road Forum for International Cooperation,” October 2023, 

http://www.beltandroadforum.org/english/n101/2023/1010/c124-895.html. 

2 Christoph NEDOPIL WANG, China Belt and Road Initiative (BRI) Investment Report 

2025 H1 – Green Finance & Development Center, July 17, 2025, https://greenfdc.org/china-belt-

and-road-initiative-bri-investment-report-2025-h1/. 

3 China Briefing, “China’s Industry Clusters - A Comprehensive Overview,” China 

Briefing News, July 4, 2024, https://www.china-briefing.com/news/chinas-industry-clusters-

comprehensive-overview/. 

4 Briefing, “China’s Industry Clusters - A Comprehensive Overview.” 

5 Ariba Shahid, “China’s BYD to Assemble EVs in Pakistan from 2026,” Boards, Policy 

& Regulation, Reuters, July 25, 2025, https://www.reuters.com/sustainability/boards-policy-

regulation/chinas-byd-assemble-evs-pakistan-2026-2025-07-24/. 

6 Ali Ahmed, “Pakistan’s Lithium Battery Imports Soar, Projected to Hit 8.75 GWh by 

2030: Report,” Markets, Brecorder, 13:37:20+05:00, 

https://www.brecorder.com/news/40366443. 

7 China to Support Pakistan in Developing High-Quality Hybrid Seeds for Boosting Crop 

Production, Business, December 3, 2023, https://www.app.com.pk/business/china-to-support-

pakistan-in-developing-high-quality-hybrid-seeds-for-boosting-crop-production/. 

8 “World Bank Open Data,” World Bank Open Data, https://data.worldbank.org. 

9 Sakiko Tanaka, Policy Brief on Female Labor Force Participation in Pakistan, no. 70 

(Asian Development Bank, 2016), Pakistan, https://www.adb.org/publications/policy-brief-

female-labor-force-participation-pakistan. 

10 “Pakistan at a Glance | FAO in Pakistan | Food and Agriculture Organization of the 

United Nations,” https://www.fao.org/pakistan/our-office/pakistan-at-a-glance/en/. 

11 “Pak-China Agri Coop Enters New Era under CPEC: Shi,” The Nation, July 4, 2025, 

https://www.nation.com.pk/04-Jul-2025/pak-china-agri-coop-enters-new-era-under-cpec-shi. 

12 Yu Yan et al., “Rural Type Classification Based on Resource Characteristics and Its 

Relationship with Local Villagers’ Concerns: A Case Study of the Beautiful Villages Initiative in 

Zhejiang, China,” Journal of Asian Architecture and Building Engineering 0, no. 0 (n.d.): 1–21, 

https://doi.org/10.1080/13467581.2025.2510612. 

                                                



28 | P a g e  

 

                                                                                                                                                       
13 Tahir Amin, “Post-Harvest Losses in Country up to 40pc, Says ADB,” Brecorder, 

08:20:43+05:00, https://www.brecorder.com/news/40336744. 

14 Zhaohui Qin et al., “Digital Inclusive Finance and the Development of Rural Logistics 

in China,” Heliyon 9, no. 6 (2023): e17329, https://doi.org/10.1016/j.heliyon.2023.e17329. 

15 Hui Shan Seah, “An Exemplary Journey in Eradicating Poverty,” ASEAN+3 

Macroeconomic Research Office - AMRO ASIA, September 24, 2024, https://amro-asia.org/an-

exemplary-journey-in-eradicating-poverty/. 

16 Yiwei Chen and Hai Wang, “Why Are Fairness Concerns so Important? Lessons from a 

Last-Mile Transportation System,” Transportation Research Part A: Policy and Practice 192 

(February 2025): 104361, https://doi.org/10.1016/j.tra.2024.104361. 

17 Ayat Ullah et al., “Factors Determining Farmers’ Access to and Sources of Credit: 

Evidence from the Rain-Fed Zone of Pakistan,” Agriculture 10, no. 12 (2020): 586, 

https://doi.org/10.3390/agriculture10120586. 

18 Christoph Nedopil Wang, China Belt and Road Initiative (BRI) Investment Report 2024 

– Green Finance & Development Center, February 27, 2025, https://greenfdc.org/china-belt-and-

road-initiative-bri-investment-report-2024/. 

19 Dr Mujtaba Ellahi, CPEC Sustainable Development: Opportunities and Challenges, 

2025. 

20 WaterAid, “Solid Waste, a Hazard or an Economic Opportunity for Pakistan,” WaterAid 

Pakistan, https://www.wateraid.org/pk/blog/solid-waste-a-hazard-or-an-economic-opportunity-

for-pakistan. 

21 Qaisar Shahzad and Kentaka Aruga, “Energy Policy Evolution in Pakistan: Balancing 

Security, Efficiency, and Sustainability,” Energies 18, no. 14 (2025): 3821, 

https://doi.org/10.3390/en18143821. 

22 Muhammad Awais Umar et al., “Pakistan’s Institutional Capacity for Climate Action: 

an analysis,” SDPI, 2023, https://sdpi.org/assets/lib/uploads/Climate%20action.pdf. 

23 Shahid Mahmood et al., “Belt and Road Initiative as a Catalyst of Infrastructure 

Development: Assessment of Resident’s Perception and Attitude towards China-Pakistan 

Economic Corridor,” PLOS ONE 17, no. 7 (2022): e0271243, 

https://doi.org/10.1371/journal.pone.0271243. 

24 Dr. Naeem Uz Zafar, Report on External Trade (Pakistan Bureau of Statistics, 2023), 

65, 

https://www.pbs.gov.pk/sites/default/files/external_trade/Annual_Analytical_Report_on_Externa

l_Trade_Statistics_of_Pakistan_FY2023.pdf. 



29 | P a g e  

 

                                                                                                                                                       
25 “South-East Asian Special Economic Zones Are Becoming Geopolitical,” ISPI, July 16, 

2020, https://www.ispionline.it/en/publication/south-east-asian-special-economic-zones-are-

becoming-geopolitical-26958. 

26 Khalid Mehmood Alam et al., “Impact of the China-Pakistan Economic Corridor on the 

China-Europe and China-Middle East Trading Route Selection,” PLOS ONE 18, no. 7 (2023): 

e0288328, https://doi.org/10.1371/journal.pone.0288328. 


	Table of Contents
	Executive Summary
	Introduction
	Reorienting CPEC Through Thematic Corridors

	1. Innovation Corridor
	1.1. Collaborations and Capacity-Building Pathways
	1.1.1. Emerging Digital Technologies: AI, IoT, Cloud, and Data
	1.1.2. Industrial Modernization & Advanced Manufacturing
	1.1.3. Green & Sustainable Technologies
	1.1.4. Innovation in Agriculture
	1.1.5. Digital Economy, FinTech, and Smart Urban Systems

	1.2. Challenges
	1.3. Recommendations

	2. Livelihood-Enhancing Corridor
	2.1. Pathways for Economic Empowerment
	2.1.2. Agricultural Modernization and Rural Revitalization
	2.1.3. Micro, Small, and Medium Enterprise (MSME) Development
	2.1.4. Skills and Workforce Development
	2.1.5. Community Infrastructure and Essential Services

	2.2. Structural and Institutional Bottlenecks
	2.2.2. Fragmented Production and Market Isolation
	2.2.3. Disconnected and Overlapping Governance Structures
	2.2.4. Limited Access to Affordable Finance

	2.3. Recommendations for Livelihood Transformation

	3. Green Corridor
	3.1. Pathways for Green Transformation
	3.1.2. Renewable Energy and the Energy Transition
	3.1.3. Sustainable Urbanization & Transport
	3.1.4. Circular Economy & Waste Management

	3.2. Institutional and Structural Constraints to a Green Transition
	3.3. Strategic Directions for a Green Development

	4. Growth Corridor
	4.1. Channels of Industrial and Trade Transformation under Growth Corridor
	4.1.2. SEZs as Engines of Industrial Expansion
	4.1.3. Strengthening Domestic Supply Chains and Value Addition
	4.1.4. Efficient Logistics & Connectivity
	4.1.5. Promoting B2B Collaboration and Private Sector Participation

	4.2. Directions for Revitalizing Industrial Growth

	5. Open Corridor
	5.1. Regulatory and Investment Reforms
	5.2. Tourism and Cultural Exchange
	5.3. Digital & Institutional Openness

	6. Final Recommendations
	a. Institutional Coherence and Coordination
	b. Inclusive and Equitable Development
	c. Private Sector and SME Integration
	d. Green and Digital Mainstreaming
	e. International Partnerships Beyond China

	Notes

