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Foreword

The China-Pakistan Economic Corridor (CPEC), launched in 2013,
stands as the flagship component of the Belt and Road Initiative (BRI) and
represents one of the most significant development partnerships in
Pakistan’s history. Mobilizing over USD 30 billion in investment, the first
phase of CPEC made important strides in addressing longstanding
structural deficits in Pakistan’s economy. Its focus on transport
infrastructure, regional connectivity, and energy generation—adding
substantial capacity to the national grid—and the operationalization of
strategic assets such as Gwadar Port, contributed meaningfully to easing
critical infrastructure bottlenecks. These achievements have played a
consequential role in strengthening Pakistan’s physical connectivity while

providing short-term macroeconomic relief.

As CPEC transitions from Phase I, largely characterized by
government-to-government collaboration, to Phase II, which places greater
emphasis on business-to-business engagement, Pakistan stands at a
critical juncture. The next phase presents an opportunity to move beyond
infrastructure provision toward deeper economic transformation. Realizing
this potential, however, requires a candid examination of the structural

constraints that continue to impede Pakistan’s economic recalibration.

Recognizing the strategic significance of CPEC 2.0, particularly its
focus on industrial relocation, technology transfer, green development,
and export-oriented sectors, the Institute of Regional Studies convened a

series of consultations and policy dialogues with leading experts and



policymakers. This report draws upon those discussions, synthesizing the
insights and policy recommendations that emerged from these

deliberations.

The analysis presented in this report highlights several persistent
systemic challenges that undermine Pakistan’s ability to convert the
connectivity gains achieved during Phase I into durable, export-led growth.
Stagnant export performance, limited industrial competitiveness, low
productivity growth, and institutional inefficiencies continue to constrain
the country’s economic trajectory. As a result, the anticipated spillovers in
manufacturing expansion, value addition, and private-sector dynamism
have remained limited. The report also underscores critical shortcomings
in the planning and operationalization of Special Economic Zones (SEZs),
regulatory inconsistencies that affect investor confidence, and the
persistent mismatch between workforce skills and the evolving needs of

modern industry.

Beyond diagnosis, the report offers a strategic direction. It calls for
bold policy reforms, credible and predictable investment frameworks, and
a renewed national commitment to innovation and industrial development.
Only through such measures can CPEC evolve from a connective
infrastructure corridor into a genuine engine of sustainable economic
transformation—one anchored in productivity, innovation, and market

discipline.

Ambassador Jauhar Saleem
President, IRS



Table of Contents

EXecutive SUIMIMATY ........coiiiiiiiiiii e vii
INErOAUCEION ... ..ot e e e e e e r e e e e e e e e nnnnees 1
The Missing Economic LINKages.......ccoceviiiiiiiiiiiiiiiciccieseseeece e 1
CPEC 2.0: A StrategicC Shift......cccoiiiiiiiiiie e 2
Purpose and Scope of the RePOrt .......ooeiiiiiiiiiiieceeceeeee e 3
1. Problems in Pakistan's Economic Landscape: Identifying Shortcomings and Lack of
@8 14 T L (PP 4
1.1. Structural EcCOnomicC ISSUES ......ccccceciiiiiiiiiiiiiiniicccece e 4
1.2. Flaws in Economic Zones and Industrial PoliCy .........cccocveiviiiiniiiiiiincnns 5
1.3. Governance and Mindset Challenges...........ccooveiiiiiiiniiiiiniieeiieceiec e 6
1.4. Institutional and Financial Gaps ......ccccceciiiiiiiiiiie i 7
1.5, Regulatory BarTIersS .....ccocciiiiiiiiiiiieniiee ettt 7
1.6. Communication and Marketing DefiCiencies.........cccoceeeriieiniiieennieeenieeens 8
1.7. Weak Private Sector Linkages with China.........ccccceevviiiniiiiiniiiiniicciees 8
1.8. Lack of Provincial Connectivity with China ......ccccccooviiiniiiiiniiiiniieens 8
1.9. Efficiency Deficit and Trust ISSUES ......coiviiiiiiiiiniiecee e 9
1.10. Security, Political Instability, and External Pressure.........ccc.cccceeueenn. 9
1.11.  Media MISTOCUS ..cocviiiiiiiiiiiieeec e 11
1.12. Industrial and Energy Challenges .........ccccoviiiiiiiiiinieinicniecsicceeeeen 11
1.13. Very Low Participation of WOmMen .......ccccccevvueiiiiiiiniiieeiieeeiee e 12
(0703'a L1 16 153 1o} s FE U PSPPI 12
2. Potential Areas for Capacity Development.....................ccooiiiiiiie 13
2.1. Industrial Capacity: Enabling Local Manufacturing and Industrial
RELOCATION ...ttt ettt et e e st e e s ba e e s baeeenateeenans 13
2.2. Labour Productivity: Enhancing Efficiency and Competitiveness.......... 14

2.3. Strategic Partnerships: Building Institutional and Private-Sector
LANKAGES ..ttt ettt e 14



2.4. Skilled Human Capital: Aligning Workforce Competencies with
SECLOTAl INEEAS ...ttt ettt et 15

2.5. Legal Frameworks for Protecting Foreign Businesses: Establishing
Credibility and TIUSt ... e 15

2.6. Mechanisms for Dispute Resolution: Facilitating Fair and Efficient
Conflict Management........ccooviiiiiiiiiieiiesieeee e s s 16

2.7. Knowledge and Technology Transfer: Localizing Innovation and

Advancing Industrial Capability ........cccccerviiiiiiiiiiiie e 17
2.8. Gender-Inclusive Human Capital Development.......c.ccccccvevvveeeiieecnveeennne. 17
(@70} T¢1 15 =3 [0} s FRRRR TSP P SRR OPORRPR 17
3. RecOMMENAALIONS .......oooiiiiiiiiiiiiiii it e e e e e st e e e e e e e s e e e e e e e 19
3.1. Five short-lived opportunities that need serious attention...................... 19
3.2 Human Capital Development & Skills Alignment........ccccceevvieeniieennieennne. 20
3.3 Market-Driven Growth and Joint Ventures..........ccccoocveiniiiiniicinniecinieeeee, 21
3.4 Policy Overhaul & Institutional Reforms.........ccccooieiiiiiiiiiiiiniiiee 22
3.5 Industrialization & SEZ Optimization........cccccveevriiieeiiniiiiee e 23
3.6 Technology, Innovation & Venture Capital.......cccccccoviiiiiniiiiniiiinniicinieene, 23
3.7 Regional Integration & Trade EXpansion ........cccceeeviieiniiieeniieennieeenieeene 24
3.8 Investor Confidence, Security & Narrative .......cccccceeviieiiiieiniiieniiecenieeee 24
3.9 Learning from Successful Models ........ccccoviiiiiiiiiniiiiiiieeec e 24
3.10 Women's Participation in B2B Collaboration ..........ccccccevieniiinicinicnnneenne. 25
CONCIUSION .......ooiiiiiiiii e e e s r e e e e s 26

Vi



Executive Summary

The China-Pakistan Economic Corridor (CPEC), launched in 2013
as a flagship of China’s Belt and Road Initiative (BRI), has brought around
$30 billion in investments, primarily targeting energy, infrastructure, and
transport connectivity. While Phase 1 of CPEC successfully addressed
critical infrastructure deficits, adding thousands of megawatts to the
national grid, operationalizing Gwadar Port, and generating employment,
it fell short of triggering a broad-based economic transformation.
Pakistan’s structural economic weaknesses, including stagnant exports,
low industrial competitiveness, and a failure to generate sustained
productivity gains, have persisted. The initial gains remained largely short-
term, with limited value addition, and did not lead to the export-led or

private-sector-driven growth needed for long-term development.

The report identifies deep-seated challenges in Pakistan’s economic
and governance landscape that have hindered the country’s ability to
leverage CPEC fully. These include ineffective planning and execution of
Special Economic Zones (SEZs), weak regulatory consistency, institutional
inefficiencies, and a political economy oriented toward short-term gains.
Moreover, a “dependency mindset” has fostered overreliance on external
actors, particularly the government-to-government framework, rather
than nurturing indigenous capacity or fostering meaningful private-sector
linkages—especially between Pakistani and Chinese enterprises. Other
critical barriers include limited financial infrastructure, absence of long-
term financing, inefficient dispute-resolution mechanisms, and

Vii



insufficient alignment of workforce skills with industrial needs. Political
instability, high security costs, and a media landscape overly fixated on
politics rather than economic progress have further contributed to an

uncertain investment climate.

In this context, CPEC Phase 2.0 marks a strategic shift from a state-
led to a business-to-business (B2B) model. It emphasizes industrial
relocation, joint ventures, technology transfer, and green development,
with a renewed focus on export-oriented manufacturing, agriculture,
mining, and information technology. However, to unlock the full potential
of this new phase, Pakistan needs to undertake a comprehensive
reformation of its economic governance model. The report highlights the
urgent need to build industrial and institutional capacities, improve
labour productivity through training and digitization, and align legal and
regulatory frameworks to attract credible private-sector investment.
Creating efficient dispute resolution mechanisms and platforms for
knowledge and technology exchange is also vital to localizing innovation

and sustaining industrial development.

The report concludes that achieving the goals of CPEC 2.0 will require bold
policy reforms, improved institutional coordination, and a reorientation of
development strategy toward market-driven growth. This includes
promoting joint ventures, offering credible investment incentives,
rationalizing SEZ planning, and enhancing regional connectivity. Pakistan
also needs to shift the national narrative from political turbulence to
economic opportunity, encouraging a culture of innovation, partnership,
and industrial dynamism. Only through such a coordinated and forward-
looking approach can CPEC evolve from a physical connectivity project

into a true engine of inclusive and sustainable economic transformation.
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Introduction

The China—-Pakistan Economic Corridor (CPEC) represents one of the
most ambitious bilateral economic initiatives in Pakistan's history,
launched in 2013 as part of China's Belt and Road Initiative (BRI). Over
the past decade, CPEC brought around $30 billion in investments covering
energy generation, infrastructure development, and connectivity projects.
The first phase of CPEC delivered notable achievements, including the
addition of approximately 8,000 MW of power generation capacity,
construction of over 1,000 km of highways and road networks,
operationalization of Gwadar Port, airport, and the creation of nearly
155,000 direct and indirect jobs across various sectors.

While these milestones have strengthened Pakistan's physical
infrastructure, they have not translated into a broad-based economic
transformation. The Gross Domestic Product (GDP) growth remains
sluggish, and key structural challenges, such as stagnant exports, limited
industrial competitiveness, and a lack of value addition, persist. The
benefits of the first phase of CPEC have been mainly limited to physical
infrastructure improvements in connectivity and energy availability, rather
than creating a sustainable pathway for employment generation,
productivity growth, or export expansion. Without addressing these
structural gaps, CPEC risks becoming a symbolic infrastructure project

rather than a catalyst for economic transformation.

The Missing Economic Linkages

Despite the progress made, Pakistan's economy has yet to leverage
CPEC for job creation, export-led growth, and productivity gains. Real
estate and stock market booms have primarily benefited elites, while

manufacturing and agriculture have failed to modernize. Export



diversification and industrial upgradation remain limited, and no
significant value addition has been achieved in key sectors such as
textiles, agriculture, and mining. As economists caution, without
achieving at least 7% sustained GDP growth, Pakistan would struggle to
absorb its rapidly growing youth population, heightening the risk of

economic and social instability.

CPEC 2.0: A Strategic Shift
Recognizing these limitations, CPEC Phase 2.0, planned through
2030 with investments worth $35 billion, is designed to balance the
government-to-government (G2G) model with a business-to-business
(B2B) framework. In this report, B2B cooperation refers to private-sector-
led trade, investment linkages, and joint ventures between enterprises, in
contrast to the G2G model that characterized the first phase of CPEC. This
phase emphasizes:
o« The development of Special Economic Zones (SEZs) to drive
industrialization and exports
o Private-sector investment and joint ventures, both domestic and
foreign, to stimulate entrepreneurship and enterprise-driven
growth
o Technology transfer, digital innovation, and green development,
particularly in Al, renewable energy, and industrial automation
o Expansion of high-potential sectors such as agriculture, mining,
information technology, and manufacturing, with a focus on
value-added products and services
For CPEC 2.0 to succeed, Pakistan needs to move from a debt-driven,
state-led approach to a productivity-focused, private-sector-led growth
model, supported by policy coherence, institutional reforms, and skilled

human capital.



Purpose and Scope of the Report

This report aims to:

1.

Assess structural challenges and institutional weaknesses that

have limited the economic impact of CPEC

. Identify high-potential sectors for capacity development and B2B

collaboration, positioning Pakistan as an enterprise economy

. Recommend policy reforms, technology transfer mechanisms, and

skill-building initiatives to enhance Pakistan's competitiveness

. Propose a roadmap for leveraging CPEC Phase 2.0 as a driver of

sustainable, inclusive, and export-oriented economic growth



1. Problems in Pakistan's Economic Landscape:
Identifying
Shortcomings and Lack of Capacities

Pakistan's economic trajectory, especially in the context of the CPEC,
demonstrates a fundamental misalignment between investment priorities
and financial outcomes. Instead of becoming a framework for integrating
markets and leveraging comparative advantages, CPEC, without becoming
a means for productivity, will reduce to a mere geopolitical symbol or a
network of roads and ports. Economic corridors, by design, are intended
to stimulate trade, industrial growth, and job creation through private-
sector participation and regional integration. However, in Pakistan's case,
connectivity projects alone have not produced measurable economic
outcomes such as GDP growth, employment generation, or export
competitiveness. Connectivity is not a game-changer unless it interacts
with private capital and creates economic outcomes. Despite $30 billion in
CPEC financing, GDP growth remains stagnant at 3.5%, far below the 7%

required to absorb the youth entering the workforce.

1.1. Structural Economic Issues

Pakistan's economy suffers from profound structural weaknesses,
characterized by unsustainable debt, inadequate investments, and policy
paralysis. Over 52% of the national budget is allocated to debt servicing,
more than double of 25% recommended threshold. Despite heavy reliance
on foreign loans and CPEC financing, these funds have yet to be translated
into sustainable growth or productivity gains. The investment-to-GDP
ratio remains low at 13.8 percent of GDP in FY2025, as reported in the
Pakistan Economic Survey 2024-25 by the Finance Division of the

Government of Pakistan. Similarly, Pakistan's annual foreign direct



investment (FDI) inflows were only about $2.05 billion in 2023 (0.7 percent
of GDP), according to World Bank data compiled by The Global Economy,
both indicators trailing well behind regional peers.

Pakistan covets foreign investment but has lagged behind in boosting
domestic investments, which have the potential to become a driving force
to attract foreign investors. The domestic investment boost is possible by
winning the trust of local investors through strengthening institutions,
consistent policies, and regulations. The capital outflow from Pakistan
highlights various problems faced by investors, including the lack of a
coherent industrial strategy or long-term financing mechanisms.
Institutions responsible for contract enforcement and dispute resolution
are either weak or ineffective. It is also assessed that SEZs under CPEC
would have been more productive if they were planned and distributed
strategically, located near industrial hubs. According to expert
assessment, SEZs should be treated as real estate ventures. For instance,
China's success lies in treating provinces as corporations with accountable
CEOs.

In essence, Pakistan's structural issues have rendered it unable to
transform external investments into domestic productivity. Addressing
debt issues and capital flight, and adopting a coherent economic policy

would revive the economy.

1.2. Flaws in Economic Zones and Industrial Policy

The SEZs under CPEC, intended as engines for industrial expansion
and export-led growth, have yet to become fully functional. One of the key
weaknesses identified by experts is the allocation of current SEZs based
on political grounds in provinces, without considering their proximity to
urban markets, logistics networks, or supply chains. The success of SEZs
depends 17% on infrastructure, with the remainder driven by proximity to
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industries, markets, autonomous structure, incentives, financing, and
strong industrial policies, all of which are yet to be integrated in the
majority of under-process SEZs in Pakistan, experts believe. This suggests
a focus on land allocation for SEZ over genuine industrial cluster
development to boost productivity and profit, encouraging further
investments and competitiveness.

China advised Pakistan to begin with a few dynamic SEZs instead of
launching 39 zones at once. Most of the experts approached for this report
agree that, notwithstanding a compact SEZ policy framework, Pakistan
should have started with one SEZ as a successful model; its weak
execution has rendered it ineffective.

Ultimately, Pakistan's SEZ strategy exposes a deeper policy gap.
Without clear incentives, competitive positioning, and private-sector

engagement, SEZs risk devolving into unproductive real estate ventures.

1.3. Governance and Mindset Challenges

Beyond structural issues, Pakistan's economic stagnation is
compounded by administrative challenges and a dependency mindset that
discourages self-reliance, pointed out by experts consulted for this report.
Reliance on friendly countries for bailouts and short fixes rather than
developing indigenous capacity hampers long-term solutions. Additionally,
the delays in capitalizing on geoeconomic potential, enhancing industrial
competitiveness, and enacting institutional reforms stunted economic
growth. Moreover, Pakistan remained overly dependent on government-to-
government (G2G) projects, while East Asian economies achieved growth
by empowering private-sector initiatives.

Furthermore, institutional inertia aggravates this issue, the experts
noted. Political leadership and administrative authorities can be agents of
change to bring result-oriented reforms. Instead of adopting reactive
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policies inconsistent with long-term objectives, the decisions and policies
must be scientific and data-driven, as practiced in China.

Developing domestic capacity must be a priority. Unless Pakistan
shifts from this dependency model toward developing its own industrial

and economic base, progress will remain elusive.

1.4. Institutional and Financial Gaps

Pakistan's economic stagnation is reinforced by institutional and
financial weaknesses that discourage private investment and long-term
growth, according to the experts. Local banks primarily provide short-term
loans, typically one year, creating uncertainty for investors. Investors fear
exit, policy, and security risks. This shows the absence of development
banks or long-term financing mechanisms essential for large-scale
industrial projects.

Furthermore, Pakistan's political economy is dominated by short-
term thinking and an absence of long-term planning, often confined to five-
year electoral cycles. This narrow horizon discourages both domestic and
foreign investors from committing to long-term ventures. Similarly, experts
indicated the lack of capacity in smaller provinces for execution of public-
private partnerships, which can be overcome by coordinated capacity

building through research and training.

1.5. Regulatory Barriers

Regulatory unpredictability is an additional impediment to economic
progress. The experts noted that Pakistan is innovative but constantly re-
regulating, under the rubric of 'ease of doing business,’ but still the
struggles persist. This highlights that inconsistent regulations hinder
investment.

The government's initiatives, such as the Special Investment



Facilitation Council (SIFC) and the Board of Investment (BOI), are positive
developments. However, these institutions need to remain consistent,
depoliticized, operationally efficient, and adequately equipped with

modern techniques to be effective.

1.6. Communication and Marketing Deficiencies

Pakistan lacks competitive marketing and communication strategies
to project its strengths and attract foreign investment. Pakistan lags
behind smaller economies like Laos, Mongolia, and Nepal in investor
confidence despite better infrastructure and strategic positioning. China
remains Pakistan’s top investor, but it is still far below the ideal investment
level, experts highlighted.

Additionally, language barriers and weak communication
frameworks create misunderstandings and limit deeper engagement with

Chinese investors

1.7. Weak Private Sector Linkages with China

There is a serious gap in B2B engagement between Pakistan and
China. None of Pakistan's top 20 business groups maintains strong ties
with Chinese companies, as observed by the experts. The temptation is
minimal to develop linkages with China through tourism, joint ventures,
or education. The experts further elaborated that Pakistan sends poorer
students to China who return without strong business or technological
connections. These students often lack both the capital and the networks

required to build sustainable ventures in Pakistan.

1.8. Lack of Provincial Connectivity with China

Pakistan's engagement with China remains overly centralized.
Pakistan's government is usually connected only with China's central
government, while Beijing's central authorities manage relationships with
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over 190 countries and cannot devote adequate attention to specific
issues. There is a serious need for direct engagement with Chinese
provincial governments and cities, which are the proper drivers of trade
and investment.

For instance, Zhejiang province is a central global trading hub and
home to Ningbo Port (one billion tons of cargo annually), as a glaring
example of underutilized potential. Similarly, there is no direct flight from
Pakistan to eastern China, including Zhejiang, Shanghai, or nearby cities.
Most Pakistani imports originate from Yiwu, and textile exports are sent

to Keqiao (Shaoxing District), yet no direct connectivity exists.

1.9. Efficiency Deficit and Trust Issues

Inefficiency and reliability issues severely undermine Chinese
investor confidence. While Pakistani hospitality is appreciated, slow
business practices often derail deals. For example, a Pakistani
businessman delayed delivering mineral samples for over two months,
resulting in a lost opportunity, as recounted by a Chinese investor.

In China, government services are fast and streamlined; the
government promises to issue licenses or permissions within one day or
on one visit. Pakistan needs to develop vetted lists of reliable local partners
and significantly improve service delivery to build trust. Administrative
hurdles, such as visa delays for one to two months for the Pakistani
business community, even those recommended by chambers, only deepen

investor scepticism.

1.10.Security, Political Instability, and External Pressure
Pakistan's investment environment remained burdened by
overlapping risks: political instability, terrorism, high security costs for

foreign investors, weak contract enforcement, financial uncertainty, and



vulnerability to global shocks. These factors collectively heighten investor
risk perceptions, deter long-term commitments, and erode confidence that

the significant infrastructure gains of CPEC have created thus far.

Core security frictions and investor costs

Security threats against Chinese nationals have increased
operational costs. To ensure their security, the Chinese visitors are
required to use bulletproof cars; however, these cars are costly. Affordable
rentals of lightly used bulletproof vehicles can help reduce costs without
compromising safety. Furthermore, security and financial concerns facing
Chinese businesses and Independent Power Plants (IPPs) remain
unresolved, directly dampening new investment prospects. These

challenges fuel broader fears of exit, policy, and security risks.
Political instability and terrorism as structural risks

As CPEC progressed, political instability and terrorism increased in
Pakistan. CPEC's second phase should incorporate robust security
strategies, rather than merely treating such risks as temporary
disruptions. Even promising initiatives like SIFC and BOI suffer from
continuity risks, reflecting policy fragility.

External geoeconomic exposure

Like many other states, Pakistan's economy is also vulnerable to
external shocks. The IMF warns that GDP could drop by 2% in countries
like Pakistan if found involved in major global conflicts, as when elephants
fight, the grass gets trampled. Trade wars further intensify uncertainty,
creating opportunities but also macroeconomic risks that Pakistan is
presently ill-equipped to leverage.

The nexus of security, political instability, and external pressures

lies at the heart of Pakistan's high cost of capital, low FDI, and muted
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CPEC returns. Unless security costs are streamlined, contract
enforcement strengthened, policy continuity ensured, and China
engagement expanded to provincial and B2B levels, these risks would

continue to undermine private sector ambitions under CPEC 2.0.

1.11.Media Misfocus

Pakistan's media landscape remains heavily dominated by political
content, leaving little space for coverage of technology, economy, and
business. Many Pakistanis watch TV from morning until midnight, but the
content is predominantly political. This disproportionate focus on politics
diverts public attention from economic opportunities and affects investor
sentiment. The media needs to promote narratives on business and
technology, which could foster confidence among domestic and foreign
investors and also counter misinformation through an effective media

strategy.

1.12.Industrial and Energy Challenges

Industrial growth, essential for sustained economic development,
has stagnated over the last five to six years, primarily due to high energy
costs and supply shortages. Gas shortages, load shedding, and high
electricity costs have eroded the competitiveness of key sectors,
particularly the textile industry.

Pakistan's dependence on imported oil and long-term coal/LNG
contracts has further exposed industries to global price volatility, creating
a vicious cycle of high costs, low output, and reduced fiscal space for social
or security spending. These structural problems stem from using imported
coal-based power plants, which were established to address a 5-6 GW
energy deficit under CPEC phase 1, as assessed by experts. While these

plants temporarily closed the energy gap, Pakistan failed to align industrial
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output with energy expansion. As a result, many imported coal plants now
operate at less than 15% utilization, the experts noted, resulting in
substantial capacity payments and financial strain on both consumers
and industries.

The rigid contractual structures in Pakistan's power sector limit
flexibility and adaptation to market shifts. Pakistan’s energy infrastructure
is massively underutilized, which, in turn, has significant financial
implications for the power sector, consumers, and industries. For the
second phase of CPEC, industrial growth needs to be prioritized to ensure

that energy investments are productive and cost-effective.

1.13. Very Low Participation of Women

Pakistan’s female labour force participation remains among the
lowest in South Asia, with less than a quarter of working-age women
engaged in formal economic activity. Barriers such as restrictive social
norms, mobility issues, lack of technical training, and unsafe workplaces
prevent women from contributing fully to the economy. This exclusion
shrinks Pakistan’s effective labour pool, undermines industrial

productivity, and limits the inclusivity of B2B collaboration.

Conclusion

Pakistan's economic challenges are deeply rooted in structural
inefficiencies, policy mismanagement, weak institutions, and governance
failures. The study highlights recurring themes: a dependency mindset,
misaligned SEZ policies, regulatory unpredictability, energy inefficiencies,
security concerns, and a lack of B2B linkages with China. Addressing
these issues requires a comprehensive shift in policy orientation, improved

institutional credibility, and stronger domestic capacity building.
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2. Potential Areas for Capacity Development

To harness the full potential of B2B cooperation with China and the
Central Asian Republics (CARs) in CPEC Phase 2.0, Pakistan must address
critical capacity gaps across multiple domains. Capacity development
areas such as industrial capacity and labour productivity, fostering
strategic partnerships, building skilled human capital, developing legal
frameworks to protect foreign businesses, and introducing mechanisms
for dispute resolution, knowledge transfer, technology, and best practice
dissemination are essential for enabling a robust, sustainable, and

mutually beneficial B2B ecosystem.

2.1. Industrial Capacity: Enabling Local Manufacturing and
Industrial Relocation

Pakistan's existing industrial base lacks the scale, technology, and
infrastructure to effectively support regional value chains or absorb
relocated industries from China. Industrial zones often face issues such
as insufficient utilities, outdated production lines, and weak linkages with
domestic suppliers.

Upgrading industrial capacity is foundational for enabling B2B
partnerships. Without robust, operational, and investor-friendly industrial
zones, Pakistan will be unable to attract high-value joint ventures or
manufacturing investments under CPEC Phase 2.0. SEZs must be
transformed into dynamic nodes of production, featuring reliable energy,
logistics, and supply networks to meet the expectations of foreign
enterprises.

Key policy emphasis should be on the promotion of "small and

medium enterprises," industrial modernization, technological integration,
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and value-chain development to increase domestic absorption capacity for

foreign collaboration.

2.2. Labour Productivity: Enhancing Efficiency and
Competitiveness

Labour productivity in Pakistan is significantly below regional
benchmarks. This is due to factors such as outdated skills, poor industrial
practices, limited automation, and low incentives for efficiency. The
informal economy further complicates efforts to professionalize the
workforce.

Higher labour productivity directly translates to lower production
costs and better output quality, both critical for attracting B2B
partnerships. Investors seek destinations where a skilled and efficient
workforce can enhance profitability.

Pakistan must adopt a multi-pronged strategy to improve
productivity through on-the-job training, modern human resource
practices, and the digitization of operations. Productivity-linked wage
systems, enterprise development programs, and industry-specific

benchmarks should be integrated into policy planning.

2.3. Strategic Partnerships: Building Institutional and Private-
Sector Linkages

Pakistan lacks formal structures for identifying, facilitating, and
sustaining cross-border business partnerships, particularly with firms in
China and the Central Asian Republics. The absence of institutionalized
matchmaking platforms and sectoral cooperation mechanisms impedes
collaboration.

Strategic partnerships serve as the backbone of sustainable B2B

cooperation. These partnerships foster shared risks, improve market
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access, and promote co-financing models. For Pakistan, institutional
support in the form of joint business councils, sector-specific forums, and
government-backed facilitation platforms is essential.

Public-private dialogues, formal bilateral business arrangements,
and proactive diplomatic-commercial engagement are necessary to build

trust and foster enduring partnerships with regional stakeholders.

2.4. Skilled Human Capital: Aligning Workforce Competencies
with Sectoral Needs

Pakistan's workforce is largely unprepared for the demands of high-
growth sectors such as renewable energy, information technology,
logistics, and advanced manufacturing. The disconnect between academic
curricula and market realities results in a persistent skills mismatch.

Skilled human capital is a prerequisite for the adoption of
technology, the implementation of advanced industrial practices, and local
innovation. Without a skilled and adaptive labour force, the benefits of
B2B cooperation cannot be fully realized.

There is a need to develop sector-specific training programs, promote
technical education reforms, and incentivize private-sector participation
in skills development. Partnerships between academic institutions and
industries can help create a dynamic talent pipeline suited for emerging

sectors under CPEC Phase 2.0.

2.5. Legal Frameworks for Protecting Foreign Businesses:
Establishing Credibility and Trust

While Pakistan has taken steps to improve its business environment,
foreign investors continue to cite legal uncertainty, inconsistent

enforcement, and bureaucratic hurdles as major concerns. Existing
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investment protection frameworks require simplification, harmonization,
and transparent enforcement.

Legal certainty is a cornerstone of international investment
decisions. Strong legal protections for contracts, intellectual property, and
profit repatriation are essential for securing long-term B2B commitments.

Reforms should focus on simplifying business registration,
strengthening commercial courts, clarifying land use regulations in SEZs,
and adopting internationally recognized standards for dispute
adjudication. A robust legal environment will significantly enhance

investor confidence and foster deeper B2B cooperation.

2.6. Mechanisms for Dispute Resolution: Facilitating Fair and
Efficient Conflict Management

The lack of accessible and impartial commercial dispute resolution
mechanisms in Pakistan discourages foreign firms from entering or
expanding joint ventures. Judicial delays, legal costs, and enforcement
issues undermine investor trust.

Transparent, efficient, and timely resolution of disputes is vital for
B2B collaboration. It reflects institutional maturity and provides a safety
net for foreign enterprises entering new markets.

Pakistan must prioritize the establishment of specialized commercial
courts, develop domestic arbitration capacity, and promote alternative
dispute resolution (ADR) systems. Training legal professionals in
international commercial law and offering bilingual dispute resolution

services will also support this goal.
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2.7. Knowledge and Technology Transfer: Localizing Innovation
and Advancing Industrial Capability

Pakistan has historically struggled to convert foreign investment into
long-term technology gains. Few platforms exist for structured technology
transfer or collaborative R&D, and limited emphasis has been placed on
incentivizing innovation.

B2B cooperation under CPEC Phase 2.0 must be leveraged to build
Pakistan’s knowledge economy. This includes transferring industrial
know-how, management practices, and digital technologies that can
catalyse local productivity and innovation.

Policies need to encourage joint research initiatives, facilitate the
sharing of intellectual property under licensing arrangements, and
establish technology demonstration centres within SEZs. Technology
absorption and diffusion are necessary for elevating Pakistan's role in the

regional value chain.

2.8. Gender-Inclusive Human Capital Development

Building a competitive and sustainable workforce requires
integrating women into the economy. This involves targeted training
programs, gender-sensitive workplace reforms, and supportive
infrastructure such as childcare facilities and safe transport. Harnessing
women’s potential, especially in IT, textiles, agriculture, and services, can
significantly strengthen B2B partnerships and enhance Pakistan’s

competitiveness in regional value chains.

Conclusion
The identified areas are interlinked and must be addressed through
a comprehensive and coordinated capacity development strategy. CPEC

Phase 2.0 presents a timely opportunity to align domestic capabilities with
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regional investment flows. Institutional reforms, human capital
investment, and private-sector engagement will serve as the foundational
pillars of a successful B2B ecosystem. Failing to build this capacity would
risk Pakistan being bypassed in the shifting regional economic order.
Addressing these areas proactively can unlock long-term dividends for

national competitiveness and inclusive development.
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3. Recommendations

3.1. Five short-lived opportunities that need serious attention

1.

ii.

1ii.

iv.

To promote Foreign Direct Investment (FDI), a small, fixed
percentage (e.g., 0.5-1%) of successfully materialized FDI may
be awarded as performance-based incentives to government
officials directly involved in facilitating the investment.

e This policy aims to create a results-driven bureaucracy
and encourage proactive engagement in attracting and
sustaining FDI inflows.

To deepen and diversify the gains from CPEC and Pakistan-

China cooperation, a structured framework should be

established to promote province-to-province and city-to-city

partnerships in areas such as trade, technology, urban
development, and education.

e This focused diplomacy and localized institutional
mechanisms enable business exchanges, economic
collaboration, and foster people-to-people relations.

To foster healthy competition and improve industrial output,

the government shall develop specialized industrial clusters

where businesses of similar and complementary types co-
locate, encouraging innovation, price efficiency, and supply
chain integration.

e These competitive zones will be supported through shared
infrastructure, targeted incentives, and streamlined
regulatory  services to  boost productivity and
export readiness.

To capitalize on China's industrial relocation strategy, Pakistan

shall proactively offer industrial zones and fast-track
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regulatory pathways for Chinese packaging, assembly, and

manufacturing industries seeking relocation under "Made in

Pakistan" labelling, to avoid tariffs.

e This policy aims to enhance export potential, generate
employment, and position Pakistan as a regional hub for
value-added production amid shifting global supply chains.

To attract Chinese e-commerce platforms (e.g., Alibaba, CJ

drop shipping, Temu), Pakistan shall offer targeted incentives,

such as free industrial land for warehouses and little tax
exemptions, to encourage the relocation of their regional
logistics and fulfilment operations.

e This initiative will help Pakistan integrate into global supply
chains, create local employment, and serve as a tariff-

neutral export base for markets.

3.2 Human Capital Development & Skills Alignment

ii.

1ii.

(As lack of skilled human capital is the most repeated problem
and primary impediment to B2B collaboration, this section
addresses sector-wise and strategic workforce development.)
Establish technical training programs in energy and
renewables (solar, wind, EV maintenance, energy efficiency).
Expand advanced digital skills in information technology and
e-commerce (Al, big data, cybersecurity, logistics management)
through joint ventures with Chinese firms and Pakistani
universities.

Introduce vocational programs in mining and mineral
processing (extraction, mineral testing, safety, value-added

processing).
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iv.

Vi.

Vii.

Viii.

iX.

xi.

Professionalize logistics and transport skills (customs
management, port operations, supply-chain digitization) with
a focus on Gwadar and CAR connectivity.

Strengthen agriculture and textiles by training in smart
farming, textile automation, and export compliance standards.
Promote cross-cutting skills, including Mandarin/English
proficiency, industrial safety, and entrepreneurship.

Establish a National Skills Observatory to monitor sectoral
labour demands, assess workforce gaps, and guide training
policy.

Launch apprenticeship and industry linkage programs within
SEZs and joint ventures to give workers hands-on experience.
Develop international certification frameworks (ISO standards,
IT certifications, mining safety, textile compliance) to make
Pakistani workers competitive in regional and global markets.
Expand digital learning platforms and e-training initiatives in
rural areas, particularly targeting youth and women, to
broaden access to skill development.

Create a Public-Private Skills Fund co-financed by
government, industry, and Chinese partners to sustain

continuous workforce training.

3.3 Market-Driven Growth and Joint Ventures

i.

ii.

Facilitate port operations and other projects with Central Asian
or regional oversight to diversify investment sources and
reduce risk.

Develop custom-clearance frameworks at the Port of Gwadar,
especially for CAR countries, and establish digital trade
mechanisms to streamline cross-border commerce.
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iii.

iv.

Vi.

De-risk investments by listing CPEC projects on stock
exchanges, giving investors exit flexibility and enhancing
project appeal.

Ensure smooth banking for profit repatriation, one-stop
solutions to avoid bureaucratic hurdles, strong IP protection,
and clear legal frameworks to meet foreign companies'
expectations.

Develop aggressive marketing campaigns with good stories
about Pakistan's strengths to encourage enterprise
investment.

Introduce vetted supplier and service-provider databases,
streamline visa processes for business travelers, and establish
strict service-delivery benchmarks to restore investor

confidence.

3.4 Policy Overhaul & Institutional Reforms

i.

ii.

1ii.

iv.

Appoint apolitical, five-year-mandate Industrial Revival
Champions for each major sector to drive long-term industrial
growth, policy continuity, and accountability.

Move beyond rhetoric, simplify regulations, ensure real (not
merely rhetorical) improvements in EoDB metrics, and
empower public-private partnerships.

Hold  officials accountable for outcomes, introduce
performance-linked career progression, and discard
unworkable policies.

Strengthen legal certainty by establishing robust arbitration

frameworks and alternative dispute-resolution mechanisms.
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Vi.

Create development banks or dedicated funds to support
infrastructure and industrial projects, reducing reliance on
short-term bank loans.

Encourage domestic capital mobilization and local investor
participation to reduce reliance on external financing, fostering

a self-sustaining industrial base.

3.5 Industrialization & SEZ Optimization

i.

ii.

iii.

Develop autonomous, unified legal and incentives
infrastructures across SEZs, and begin with one flagship SEZ
or Tech Park as a centre of excellence.

Base SEZ placement on economic logic and market access,
treat provinces like corporations with accountable CEOs,
rather than political distribution.

Link industrial expansion with available energy capacity to
ensure productive utilization of existing power plants and

reduce unsustainable capacity payments.

3.6 Technology, Innovation & Venture Capital

i.

ii.

1ii.

Establish hubs focused on Al, IoT, blockchain, and clean-tech,
with venture capital access for Pakistani talent.

Leverage China's manufacturing surplus to expand distributed
solar, EV manufacturing, and mineral processing clusters that
utilize under-utilized power infrastructure.

Encourage domestic and foreign VCs to invest in high-growth
sectors, with matching grants or co-investment vehicles co-

funded by government and private partners.
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3.7 Regional Integration & Trade Expansion

1.

ii.

Remove tariff and non-tariff barriers with ECO member states,
Afghanistan, and Central Asia; implement single-window
clearance at Karachi, Gwadar, and Tehran.

Establish multi-stakeholder governance for transit ports, with

neutral international operators to build trust and efficiency.

3.8 Investor Confidence, Security & Narrative

i.

ii.

iii.

Provide affordable security solutions, e.g., rented bulletproof
vehicles, and clear protocols to reassure Chinese and other
foreign businesses.

De-risk projects by offering guarantees, insurance schemes,
and clear exit routes, addressing Chinese investors' concerns
about policy and security risks.

Shift media focus from politics to technology, economy, and
business; highlight success stories and concrete results to

reshape perceptions.

3.9 Learning from Successful Models

i.

ii.

1ii.

Emulate Saudi Arabia, Turkiye, and Qatar in delivering
tangible outcomes rather than selling mere potential.

Study Vietnam and Indonesia's transition to market-driven
economies, focusing on institutional reforms and private-
sector trust.

Ensure consistent, high-level political support for development

initiatives, reinforcing long-term credibility.
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3.10 Women's Participation in B2B Collaboration

1.

ii.

iii.

iv.

Vi.

Expand women-focused vocational training in IT, renewable
energy, agriculture, and textiles to integrate women into high-
demand sectors.

Provide incentives for firms that adopt gender-inclusive
workplace policies, including equal pay, maternity support,
and flexible work arrangements.

Develop safe transport facilities and childcare centres to reduce
structural barriers for working women in industrial zones and
SEZs.

Encourage women-led entrepreneurship through access to
credit, incubation programs, and mentorship networks.
Support the growth of women-owned SMEs within SEZs and
joint ventures to strengthen inclusive B2B linkages with
Chinese and regional partners.

Introduce loan schemes and tailored training programs for
women currently working as housewives, enabling them to
establish small-scale factories or home-based enterprises that

can supply goods and services to larger B2B networks.
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Conclusion

The China-Pakistan Economic Corridor (CPEC), despite delivering
significant infrastructure gains in its initial phase, has yet to catalyse the
transformative economic growth Pakistan envisioned. The core of the
challenge lies not in a lack of investment but in the absence of institutional
capacity, coherent policy frameworks, and a robust private-sector
ecosystem. As the report highlights, Pakistan has struggled to convert $30
billion in infrastructure investments into long-term productivity, export
growth, or industrial deepening. Structural deficiencies, including flawed
SEZ planning, governance failures, low labour productivity, and regulatory
inconsistency, have diluted the impact of CPEC Phase 1.

CPEC Phase 2.0 offers a renewed opportunity to reposition Pakistan
within regional and global value chains through a pivot to a business-to-
business (B2B) model. However, this shift will only succeed if backed by
substantive reforms. These include strengthening industrial zones,
building skilled human capital, ensuring legal and financial protections
for investors, establishing dispute resolution mechanisms, and enhancing
Pakistan's technological absorption capacity. The emphasis must move
from geopolitics to economics, from infrastructure to productivity, and
from donor-driven development to enterprise-led growth.

Moreover, greater provincial engagement with China, trust-building
between public institutions and the private sector, and strategic media
communication are essential to reposition Pakistan as an attractive,
secure, and reliable investment destination. Policy continuity, institutional
credibility, and targeted incentives must replace political fragmentation
and reactive policymaking.

In sum, CPEC 2.0 must not repeat the pitfalls of the past. To avoid

becoming a missed opportunity, it should be driven by market logic,
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institutional maturity, and inclusive growth objectives. Pakistan's long-
term prosperity hinges on whether it can internalize this shift and act

decisively to align domestic capacities with regional economic integration.
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