SEZs and CPEC:

Driving Pakistan’s Industry,
Trade, and Regional Growth

The evolution of special economic zones (SEZs) arises
for nurturing and promoting regional industries,
expanding exports, and supporting economic growth.
Most countries use special economic zones as a tool for
attracting foreign direct investment (FDI), facilitating
technology transfer, and generating employment
opportunities. Recently, Pakistan has pursued the
development of SEZs under the umbrella of the
China-Pakistan Economic Corridor (CPEC), a high-profile
project of China’s Belt and Road Initiative (BRI). Under
this project, Pakistan and China are connected via
Gwadar Port to China’s Xinjiang region, along with a
broader network of infrastructure including highways,
railways, and pipelines to facilitate industrial zones and
integrate them into international value chains (Khan &
Anwar, 2022).

According to the World Bank report published in 2023,
the strategic potential of SEZs under the umbrella of
CPEC encompasses not only industrial development but
also regional integration, linking Pakistan with Central
Asia, South Asia, and the Middle East. Through this
integration, Pakistan gains strategic positioning in energy
cooperation, industrial development, and enhanced
sustainable economic growth, subject to effective policy
reforms, strong governance, and mitigation of
environmental and debt-related risks.

This article explores the multi-layered features of SEZs in
Pakistan’s regional development in the context of CPEC. It
scrutinizes how SEZs create employment, facilitate
technology transfer, ease regional trade, and support
small and medium-sized businesses. The scope of this
article also discusses the preliminary structure, main
pillars, policy reforms, challenges, and global examples of
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SEZs and CPEC

Selected areas or infrastructure that support and attract
local and foreign investment through government
incentives such as tax-free zones, minimum tax liability,
or ease in registering new business projects—are
known as Special Economic Zones. Live examples of
such SEZs include China, the United Arab Emirates, and
Vietnam, which have leveraged them for industrial
development and export-led growth (UNCTAD, 2023).
Likewise, Pakistan also aims to develop similar
infrastructure to align with CPEC. The primary objective
of such facilitation is to replicate growth-led exports
and industrialization in Pakistan.

As far as CPEC is concerned, it serves as an international
example of SEZ implementation. A contract signed
between China and Pakistan involves investments of over
USD 60 billion. This transformative project includes
energy creation and transfer, as well as infrastructure
development including highways and railroads for
industrial cooperation. This mega project involves nine
SEZs in the region, including Allama Igbal Industrial City
in Punjab, Dhabeji in Sindh, Gwadar Free Zone in
Balochistan, and Rashakai in Khyber Pakhtunkhwa
(Government of Pakistan, 2022). SEZs are designed and
located strategically to connect mineral wealth with
proximity to ports.
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Table 1: Prioritized SEZs under CPEC

SEZs Name Province Strategic Focus Status 2025

Rashakai KPK Textile, SME, Manufacturing Phase-1 Infrastructure completed upto
Approx 95%

Dhabeji Sindh Heavy Industry, Engineering Phase-1 development work completed
near Port Qasim

Allama Igbal Punjab Export Oriented Manufacturing, Plot progressing about to complete near

Industrial City Textile to operational readiness

Gwadar Free Zone Balochistan  Logistic, Trade, Port-Led Industry  Pilot zone is functional, Master Plan
expanded under control Smart Port City

Source: Compiled by Author based on published studies and institutional guidelines

By establishing these zones, Pakistan aims to position
itself as a competitive destination for investment,
benefiting from China’s industrial relocation and regional
trade expansion (Hussain & Mehmood, 2023).

SEZs and Regional Growth Potential

SEZs have enormous potential to spur local economic
expansion. Firstly, they serve as catalysts for job creation
by absorbing both skilled and unskilled labor. According
to estimates, over a million jobs might be created in
Pakistan over the next ten years through CPEC-related
SEZs (Asian Development Bank, 2022). Secondly, SEZs
provide local businesses with a platform to grow by
enabling them to enter international supply chains
through technological alliances, joint ventures, and
subcontracting.

Technology transfer is another important factor. It is
expected that improved manufacturing methods and
managerial techniques introduced by Chinese and
other international businesses entering Pakistan's
Special Economic Zones will increase productivity. SEZs
also promote industrial clustering, lower transaction
costs, and encourage innovation by facilitating the
spread of knowledge.

SEZs have the potential to greatly boost Pakistan's GDP
and reduce regional economic inequality by connecting
labor markets, SMEs, and advanced sectors.

Infrastructure, Connectivity,
and Trade Facilitation

The growth of supporting infrastructure is essential to the
success of SEZs under CPEC. Connectivity between SEZs
and major trade routes is improved through the
development of road and rail networks, such as the Main
Line 1 railway project and Karachi-Peshawar Motorway.

Similarly, Pakistan's position as a commercial gateway is
strengthened by the operationalization of Gwadar Port
and the logistics infrastructure located in the Gwadar
Free Zone (Pakistan Institute of Development Economics,
2022).

Another important consideration is energy infrastructure.
Chronic energy shortages have been alleviated by CPEC's
new power plants and transmission links, ensuring a
steady supply of electricity for industrial processes.
Additionally, enhanced logistics, such as integrated
customs systems and dry ports, lower transaction costs
and speed up international trade.

By integrating ports, highways, energy, and logistics,
CPEC establishes the conditions required for SEZs to
prosper. However, maintaining competitiveness in local
and international markets still requires continuous
maintenance and improvements.

Policy Reforms and Investment Climate

Although infrastructure is crucial to SEZ performance,
investment conditions are determined by governance
and policy. Pakistan has implemented SEZ-specific
incentives, such as tax vacations, duty-free machinery
imports, and modernized levy measures (Government of
Pakistan, 2022). However, challenges remain, such as poor
contract implementation, unreliable taxation practices,
and bureaucratic delays.

Governance improvements are essential for boosting
investor trust. For SEZ investors, a one-window operation
is crucial. Additionally, coordinating provincial proce-
dures with national agendas and using conflict resolution
tools is necessary (World Bank, 2023). Clear monitoring
platforms for approvals are also vital for avoiding red
tape.

Table 2: Expected Economic Contributions of CPEC-SEZs

Indicators Projection (by 2030) Sources
Employment Opportunities 1-1.2 million New Jobs NIP official data, Pakistan Today (2025)
FDI Inflows USD 7-10 billion Annually Economy.pk (2025)

SME Participation 30-40% SEZ-Linked Supply NIP Official Data; BOI (2025)
Export Growth 15-20% Annual Increase CPEC.gov.pk (2025)

Source: Compiled by Author based on published studies and institutional guidelines.
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Reforms in taxation are therefore important. Compared
to regional rivals like Bangladesh and Vietnam, moderate
tax rates and simple compliance processes can enhance
Pakistan's competitiveness. Pakistan may fully realize the
potential of SEZs under CPEC by strengthening
governance, streamlining taxation, and ensuring policy
conformity.

Challenges and Risks

Notwithstanding its potential, SEZ-CPEC faces several
challenges, including governance problems, weak
institutions, corruption, and inefficient administration,
which undermine investor trust (Khan & Anwar, 2022).
Debt sustainability also raises concerns about future
arrangements (IMF, 2023). Furthermore, some regions still
face significant security risks, which threaten infrastruc-
ture, foreign workers, and human resources. Environmen-
tal sustainability issues, including resource depletion,
carbon emissions, and biodiversity loss, are also increas-
ingly associated with large-scale SEZ-CPEC projects
(UNDP, 2023).

geopolitical interests, Pakistan can enhance its corporate
and diplomatic appeal by leveraging CPEC-SEZ.

Case Studies of Key SEZs in Pakistan
Pakistan’s CPEC plan includes three SEZ projects:

SEZ 1: Rashakai (KPK) - Focused on small and medi-
um-sized businesses and manufacturing, aiming to
create 200,000 new jobs.

SEZ 2: Gwadar Free Zone (Balochistan) — Located
near Gwadar Port, dedicated to logistics and transporta-
tion operations.

SEZ 3: Allama Iqgbal Industrial City (Punjab) -
Concentrated on manufacturing, particularly export-
based production, benefiting from CPEC-SEZ highways
and rail connections.

To support various provincial contexts, the
above-mentioned SEZ-CPEC initiatives play a vital role in
achieving maximum economic and diplomatic benefits.

Table 3: Comparative Overview of Key SEZs

SEZ Name Province Key Focus Area Expected Jobs Current Status

Rashakai SEZ KPK Manufacturing SME 200,000 Gateway to western corridor, first
mover

Gwadar Free Zone Baluchistan  Logistics, Trade 100,000 Deep sea port, Key regional trade
node.

Allama Igbal Punjab Export Manufacturing 300,000 Punjab industrial hub, export driven

Industries City

Source: Compiled by Author based on published studies and institutional guidelines.

To address these challenges, the following approaches
should be adopted: green finance policies, safeguarding
environmental sustainability, establishing good gover-
nance, and stabilizing law and order in the region. If
Pakistan wants to maximize benefits from SEZ-led
growth, these policies are necessary.

Regional Integration and
Geopolitical Implications

The consequences of SEZ-CPEC extend beyond national
growth. Pakistan occupies a key position in regions
including South Asia, Central Asia, and the Middle East.
Central Asian countries may access global markets
through Gwadar Port, while close ties with Iran and
Afghanistan could support regional economic stability
and cross-border trade (CSIS, 2022).

Strengthening the bilateral connection between China
and Pakistan is another geopolitical outcome of
SEZ-CPEC. SEZs also attract additional countries, such as
Saudi Arabia, Turkey, and other GCC nations. China can
influence global power dynamics through SEZs, which
may lead to regional economic and geopolitical stability
and change. Even if regional integration balances
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Policy Recommendations for Maximizing
SEZ and CPEC Potential

If Pakistan wants to maximize the contribution of SEZs to
regional development and growth, it should implement a
comprehensive plan of action:

» Reinforce Governance: For transparency and an
effective  SEZ one-window operation, the
government must utilize digital platforms.

+ Tax and Regulatory Reforms: Maintain stable
and sustainable taxation practices aligned with
regional norms.

« Encourage Green Industrialization: Companies
should operate in a circular economy and use
renewable energy sources to protect the
environment.

« Improve Security: SEZs must provide top-quality
security to safeguard infrastructure and investor
funds.
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» Regional Cooperation: SEZs
should facilitate bilateral,
trilateral, or multilateral trade
agreements connecting Pakistan
with other Asian nations to
promote industrialization and
economic opportunities.

e Inclusion of SMEs: Pakistan
must ensure that local businesses
benefit from supply chains by
including SMEs if it hopes to
improve the business
environment through SEZs.

These proposed reforms will help
SEZs evolve, leading to increased
business activity and sustainable growth.

Conclusion

Through the integration of regional and global value
chains, Special Economic Zones (SEZs) under the
China-Pakistan Economic Corridor (CPEC) are essential for
transforming local production into export-oriented
enterprises. This approach offers the opportunity to
maximize employment, expand infrastructure, include
SMEs, and promote various trade activities. SEZs can help
address challenges related to foreign debt, governance,
security, and sustainability.

Various SEZ projects, including Gwadar Free Zone, Allama
Igbal Industrial City, and Rashakai, demonstrate the
opportunities  available across provinces when
empowering guidelines are followed. The ultimate
outcomes of SEZs will be sustainable growth, improved
tax management, and stronger governance. Pakistan
plays a vital role in linking South Asia, Central Asia, and
the Middle East.

Ultimately, the success of SEZs in Pakistan depends on
balancing economic opportunities with sustainability
and geopolitical realities. When properly implemented,
CPEC-SEZs can transform industrial zones into engines of
regional cooperation, global competitiveness, and
long-term growth.
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