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Distinguished participants,


I am greatly honoured to deliver the Keynote address at this international seminar organized by the Pakistan Institute for Peace Studies on the Economic, Political and Security Perspectives of the China Pakistan Economic Corridor.


I should start with the disclaimer that I am not an expert on this subject. Nor am I privy to the finer details of the agreements and the MOUs signed by the two sides. As such, I would request you to overlook and correct any errors of fact or judgement on my part. 

The CPEC is a part of the vision articulated by President Xi Jinping of China to create linkages and connectivity among the nations of the world through the implementation of the ‘One Belt One Road’ concept, which would include the revival of the age old Silk Route and also establish a maritime Silk Route in the Indian Ocean. 

Economic:

Let us look at the economic aspects of the CPEC project first. It has been widely reported that 51 MOUs and agreements worth a total of $ 46 billion were signed between the two sides during the visit of the President Xi Jinping to Pakistan in April this year. A cursory glance at this list of 51 agreements and MOUs reveals that more than twenty of these agreements are on programmes and projects which have no bearing on either the Economic Corridor or the Energy projects. . 


Among the 51 MOUs there are only four projects for which the Chinese government has offered concessional loans. These are: 

Gwadar Airport;
Gwadar East Bay Expressway of around 19kms;
Sukkhar-Multan Motorway; and 

KKH expansion project Phase-2.


I understand that the total commitment of the Chinese government for these projects may come to around $ 12 billion spread over the next few years.


The CPEC is expected to have three routes i.e. the Eastern, the Central and the Western, merging into one road at Havelian where the KKH begins. China is only committed to building the Sukkhar-Multan Motoway on the Eastern Route. The Chinese President in his remarks at the signing ceremony in April 2015, also clearly stated that the Central and the Western routes were medium and long term projects. China probably believes that the Cargo traffic in the next few years will not be sufficiently large to warrant the simultaneous completion of all three routes leading to the KKH. It would follow that if the government of Pakistan wishes to give priority to the Western and the Central routes, following the consensus reached at the All Parties Conference, it has to find the money to complete the routes from its own coffers.

It is worth noting that as far as China is concerned the carrying capacity of the CPEC for Chinese imports and exports will only be equal to the carrying capacity of KKH, since that will be the only road leading into China from Pakistan.


It is significant that the agreements so far relate only to the building of the road and the infrastructure at Gwadar. Unlike the grand original concept of the Corridor, with the road, railways  and pipelines running parallel to each other there is no mention in the agreements of either the laying of any pipeline or the building of a railway linkage to China. These may, perhaps, be considered at a later stage depending on their economic feasibility and the cost-benefit analysis by China. 

There is also some confusion about the total outlays from the Chinese side for the CPEC. Even some Chinese economic analysts are said to be somewhat bemused by the figure of $ 46 billion that have been tossed about by our side and are said to be wondering at how we have arrived at this figure. The confusion perhaps arises out of the fact that we have chosen to lump under the rubric of CPEC, the envisaged official loans for the Corridor with a large number of private sector Energy projects that are to be undertaken by Chinese Corporations, and perhaps some ongoing projects, which have no bearing on the Corridor. 
Trade Diversion:


Now let us look at the issue of usage of the corridor. CPEC, as I stated earlier will become a single artery at the KKH which will limit the amount of Cargo that can travel to China. I am not aware of any research organisation in Pakistan having done any calculations about the tonnage that can annually be transported over the widened KKH, which will finally determine the number and the capacity of routes needed from Gwadar to KKH. We need to work out the capacity of the KKH to carry cargo to and from China. How many trucks will be loaded at Gwadar and Karachi every day to undertake the long and difficult journey through high mountains to Western China? What will be the transit fees accruing to Pakistan? In my limited readings on the subject I have not come across such studies. Perhaps some of the experts will provide more information on these issues. 


It is my view that the CPEC is not being established to fulfil the needs of China. It is primarily meant to promote economic growth in Pakistan. I say this because the diversion of Chinese exports from and imports into western China through Gwadar/Karachi and the CPEC is going to be a slow process. China has been catering to the import and export requirements of Western China through the existing sea lanes. The CPEC will indeed reduce transport time and costs and provide an alternative route for transport of goods. But all said and done only a small percentage of Chinese worldwide trade or even the requirements of Western China can or will pass through Gwadar and CPEC. 
Duty Free Economic Zones and Industrial Parks:


The new infrastructure of roads which will run through many underdeveloped areas with little or no facilities available can become viable only if there are large and humming industries producing goods for exports which need the road to carry the goods to the ports. While there is talk about Industrial Parks and Free Economic Zones etc. there is no indication yet of where the investors are coming from. Perhaps we are hoping that as China moves up the technological ladder some of the basic Chinese industries can be shifted to Pakistan. This may or may not happen. I believe that we must persuade our own entrepreneurs, businessmen and the rich that instead of siphoning off their financial resources – ill gotten or otherwise – to foreign lands, they should invest in the industrial parks and economic zones etc. to be established along the CPEC.
Energy:


Let us now talk about the energy projects where the bulk of the money is to be spent and which may be the first priority of the government in order to win the next elections. 

The energy related projects are expected to cost more than 30 billion dollars and are being financed by Chinese Corporations. These include Solar and Wind energy parks, Coal fired power plants, nuclear power plants and two Hydel power projects at Suki Kinari and Karot.  While the Chinese government is offering soft and concessionary loans for the CPEC, the energy companies of China are investing in Pakistan for profits. They are not philanthropic agencies seeking their recompense in the hereafter.


The government of Pakistan has argued that the energy projects  being financed by Chinese Corporations are not loans being incurred by the Government and would not add to our debt burden. This is factually correct, as long as the government does not provide sovereign guarantees for these projects. But it is also a fact that private investors expect to make sizeable profits on their investment and repatriate the profits out of the country for many years after having recouped their initial investment in the first few years of their operations. Whether the Government pays interest on loans in foreign exchange or private investors repatriate profits in foreign exchange the result is the same - a drawdown of our somewhat meagre FE reserves. 

I mention this not because I am against foreign private investment since FDI is essential for growth but only because we are not known for safeguarding our national interests in our negotiations and agreements with foreign or even local investors. Whether it is the IPPs or the Rental Power projects or the more recent LNG terminal, the privatization of PTCL, KESC, Banks and other assets, or a host of other projects, the interests of the business corporations and investors have invariably taken precedence over the interests of the people of Pakistan. We can only hope that the same pattern is not being repeated with the Chinese investors and the rates of return on their investment will be attractive but reasonable. 

Furthermore, some analysts argue, validly, that the country has enough installed energy production capacity but that the line losses due to faulty transmission lines, theft of electricity, non-payment of bills by the government departments and the influential class, and the free provision of electricity to hundreds of thousands of workers in the energy sector and perhaps their relatives are the major culprits in the shortages being faced by the country. Producing more energy without addressing these crucial issues will only compound the losses to the exchequer because the government will be paying to the energy producers whether the energy is used or not. At a minimum, we must install new transmission lines with the capacity to distribute the additional energy production and to minimize line losses which alone run to more than 20% of the production. I have found only one MOU in the list of 51 which deals with the transmission issue.


In any event it is my view that our energy requirements will continue to surge in the future and the additional electricity production will certainly reduce shortages, give a fillip to our industry and production lines and hopefully enhance our exports. 
Problem areas: 

Now let us look at some of the problems confronting the CPEC.
Provincial disharmony:

The controversy over the route of the CPEC has the potential of creating inter-provincial disharmony and feeding the feeling, particularly in Balochistan, of discrimination by the federal government and Punjab. Although the Prime Minister had, at an All Parties Meeting, given the assurance that the western corridor would be given priority over the Eastern corridor which passes through Punjab, it has been claimed by the politicians belonging to KPK and Balochistan that no money had been allocated for the construction of the Western route. Meanwhile, as noted earlier, China has committed to build only the Sukkher-Multan motorway as part of its CPEC contribution. 


In a report issued by the government of Balochistan on 26th July, titled the CPEC: The Route Controversy,  it is alleged that ‘despite denials (by the federal Government) the route has been changed to pass through central Punjab.’ Unless the grievances of KPK and Balochistan are addressed quickly and visibly the sense of deprivation and resentment will be strengthened which would not bode well for the federation.  
Capacity:  

I understand that there are also capacity problems which might hinder the completion of the civil works required for the projects on time. Even the regular and assured supplies of basic requirements like Sand, Cement, Bajri  and electricity are not assured. When the Chinese raise these issues they are assured that everything will be arranged. When they ask who will make the arrangements there are no satisfactory answers.
Bureaucracy at work: 

The bureaucracy in Pakistan is better known for throwing spanners in the works and impeding work rather than facilitating foreign investors. There are already some stories doing the rounds about how some bureaucrats in order to curry favour with their political masters are presenting ‘innovative ideas’ to ‘reduce costs’. Committees are established to examine the proposals. The Committees proceed to undertake visits to China to discuss the ‘new ideas’ and enjoy Chinese hospitality. The innovations instead of reducing costs result in delaying the implementation of the projects and cost escalation.  

Militancy and Security threats:


There are some internal threats to the safety and security of the CPEC and those working on it from some terrorist organisations and insurgents. As such the CPEC will require security since, when it becomes functional, thousands of heavy vehicles and trucks are expected to ply over it on a daily basis. Which agency will provide security to the Corridors?  Will it be the army or the police? The COAS has announced the raising of a 10,000 strong force to provide security to the Chinese while they work on the projects undertaken by them. The Balochistan Chief Minister has announced that he will ask the centre to provide two billion rupees to raise a new special force of 1,100 for the Gwadar Safe City Project. Will the provinces be expected to provide security to the parts of the road that run through each province? Have any informed estimates been made of the number of security personnel required to patrol the entire length of the three pronged CPEC? I believe that there should be a central mechanism for the security of the Corridors.

The same applies to the security to the more than 30 billion dollars worth of energy projects in various parts of the country. I understand that some private security companies are also in the process of being hired to provide security to the Chinese workers, engineers and others involved in the projects. 
Political:

I have already spoken about possibility of disharmony among the provinces over the route of the CPEC.


I personally do not believe that the project causes too much concern in the outside world.  


 There is India, of course, which has made no secret of its opposition to the CPEC. It spuriously claims that the CPEC will traverse through the territory of Jammu and Kashmir which is under the illegal occupation of Pakistan. India has lodged a protest with China also in this regard. But in practical terms we can discount its opposition as a political restatement of the Indian position and its discomfort over the possibility of economic progress in Pakistan, which hopefully will not translate into any physical threat. 


There are those in Pakistan who believe that the United States would be upset and unhappy at this turn of events which is likely to bring China and Pakistan even closer. However, to my knowledge the United States has given no indication of any apprehensions or reservations over the project, which will improve Pakistan’s road network and help the Pakistani economy through meeting its energy shortages without any financial burden on the United States.

Our other neighbours namely Iran and Afghanistan should clearly have no problems with better roads and improved electricity production in Pakistan.  

In recent days, however, the Prime Minister, the COAS as well as the Chief Minister of Punjab have declared that they will not allow any impediments in the implementation of the CPEC. It is not clear whether they are warning the native trouble makers or some foreign powers. 
Conclusion:  


Pakistan needs to follow the Chinese example and develop an export oriented economy based on production of industrial and value added goods. The services sector will not be our saviour. Over the years our imports have shot up while our exports have become stagnant. According to the latest figures this year our exports have actually gone down. This is an unsustainable situation.


Increasing remittances from Pakistanis working abroad and the low prices of oil have provided partial relief from our huge trade deficits. But remittances can be a fickle source of foreign exchange and could go down for a number of reasons. Similarly, oil prices may rise again. We need to diversify, value-add and enlarge the base of export goods and that can be done only through the establishment of export oriented industries.


China has like a true friend provided Pakistan with the means to improve its road infrastructure as well as to overcome its energy shortages. Both are vital for economic progress and can have a multiplier effect on the economy by creating jobs as well as by increasing production and output.  

At a time when many Pakistani businessmen are taking their capital out of the country to invest elsewhere, China has given us a life line. We should admire the Chinese leaders who have stepped in to help a friend despite the economic and security risks.


There may be some who, are not happy about and are critical of Chinese investment in Pakistan. One hopes that their criticism is not at the behest of some outsiders to besmirch China and is meant in the spirit of constructive suggestions. They should, instead of being critical of Chinese investments, bring alternative investors to Pakistan who offer better terms and match the quantum of Chinese investments.


There can be no doubt that the Chinese leadership and particularly President Xi Jinping are committed to make the CPEC and the related energy projects a success. Encouraged by and following their government’s lead Chinese private sector Banks and Corporations are making large investments in Pakistan. This is a lifetime opportunity for us. 

A huge responsibility now rests on the shoulders of the government, opposition politicians, the bureaucracy, the entrepreneurs and the people of Pakistan to lay their differences and concerns aside and make this huge and daring enterprise a success. Only time will tell whether as a nation we have the ability to rise to the occasion.  


Allow me to conclude by recalling that the great Chinese leader Deng Xiaoping is reported to have said: ‘Foreign investors are like sparrows. You gather them by putting out food for them. Gaining their trust is a difficult and delicate process which takes time. To scatter them you just have to throw one pebble at them and they will all fly away and may never return because you have lost their trust.’  


I hope we will not be throwing too many pebbles.









Thank you.
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