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1. Background 

Pakistan and China have a long history of friendly diplomatic as well as economic 
relations. Both countries are bounded in a number of bilateral treaties including 
China-Pakistan Bilateral Investment Treaty (“CPBIT”)1 and China-Pakistan 
Free Trade Agreement (“CPFTA”). Recently, both countries are undertaking a 
joint project namely China Pakistan Economic Corridor (“CPEC”),2 which is an 
important part of the Belt and Road Initiative (“BRI”). CPFTA was signed in 
November 2006 and entered into force in July 2007.3 Moreover, the two countries 
signed the Agreement on Trade in Service of the CPFTA in 2009 which came into 
effect in the same year.4 Trade and investment volume between Pakistan and China 
has been increasing as the result of mentioned agreements. Presently, Pakistan 
has become the second largest trading partner of China in South Asian region.5 
However, CPFTA has been more favorable for China. Chinese exports to Pakistan 
have increased to an alarming situation, while Pakistani exports to China have not 
been increased significantly. Therefore, Pakistan’s trade deficit with China has 
gained the shocking situation.6 Pakistani producers complain that the CPFTA 2006 
was only favoring China.7 Currently, both countries are re-negotiating the CPFTA 
in order to create a balanced situation of bilateral trade and investment.8 The re-
negotiations are aimed at overcoming the imbalance of trade that exists between 
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the two countries.9 This essay encompasses the latest developments made under 
the re-negotiations of CPFTA.

2. Re-negotiations for CPFTA, Why?

CPFTA was scheduled to be implemented in two phases. It was agreed that 
two parties would liberalize 90 percent tariff lines by the end of second phase.10 
Phase I of the CPFTA implementation was completed in December 2012, while 
negotiations for the phase II were initiated in July 2013.11  Nine rounds of meetings 
for negotiations under CPFTA phase II have already been conducted, but until 
now parties have not been reached to a conclusion due to Pakistan’s demand for 
the re-negotiation of FTA considering the afresh terms and conditions. Pakistan 
has been requesting for the unilateral market access to Chinese market. However, 
China has been refusing it on the ground that there was no such provision available 
in the original CPFTA.12 Finally, China has agreed to accommodate the demands 
made by Pakistan to revise the CPFTA. The following are reasons why Pakistan 
has been demanding for the re-negotiation of CPFTA. 

Pakistan’s Domestic Market
Pakistani government has been facing a huge pressure from the local Pakistani 
producers and businessmen who rightly claim that excess of Chinese products 
in Pakistani market has destroyed the local industry.13 Pakistani industry is in 
developmental phase now and the local producers of Pakistan are not in a position 
to provide products as cheap as Chinese ones. Also, local Industries of Pakistan 
are at risk due to huge dumping of Chinese goods into the Pakistani market.14 

Trade Deficits
The Chinese goods have become instantly popular in Pakistan due to their low 
price. When Pakistani products are sent to China, however, those are not sold 
being expensive. Pakistan is not in a position to avail the offers made by China 
under CPFTA due to high manufacturing cost of its products. Excessive imports 
of Chinese products into Pakistan continuously raised the Pak-China trade deficit 
from USD 2859 million (2008) to USD 12,090 million (2016), which is the largest 
deficit of Pakistan with any trading partner.15 Trade deficit between Pakistan and 
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China has been growing in favor of China and against Pakistan due to the one 
sided trade dimension under CPFTA.

Pakistan has only utilized less than 5 percent of the concessions available 
under CPFTA, while, on the other hand, China has utilized more than 55 percent 
of the concessions available under CPFTA.16  Although 7,550 products (at Eight- 
Digit HS Code) were covered under CPFTA 2006 in China’s offer list to Pakistan,  
but Pakistani exports were recorded in 350 product lines only which constitute 4.64 
percent of the total concessional products.17  On the other hand, Chinese exports to 
Pakistan were recorded in 3800 products out of 6803 products that were placed in 
Pakistan’s offer list to China. Hence, China has been successful in utilizing 55.87 
percent out of the total products.18 

Tariff Concessions
The tariff concessions which have been provided to Pakistan under CPFTA by 
China appear to be generous in the first instance. However, for those products 
in which Pakistan has a comparative advantage, China has offered equal or even 
higher concessions to the ASEAN countries.19  For instance, tariff reductions 
under the category of 100 percent concession were reduced to 10 percent by 
China for Pakistan in 2011. These products account for 35 percent of the total 
products on which concessions have been provided by China under CPFTA.20  
Conversely, tariff rates for the ASEAN were reduced to zero (0) percent by China 
on the similar products.21 Therefore, Pakistani side claims that Pakistan’s margin 
of preference has been eroded due to China’s FTAs with other countries including 
the ASEAN member countries.22  Previously, Minister for Commerce of Pakistan 
Khurram Dastgir Khan in an interview stated:  “Our margin of preference has been 
eroded by the subsequent accords China has done, first address this imbalance, and 
then of course we can begin to negotiate further expansion and liberalization.”23

 
Non-concession Products
Importantly, rise in Pakistani exports has also been recorded in exports of those 
products which have not been provided concessions under CPFTA. Although 
demand for those products in China is huge, Pakistan is contributing less than 
1 percent in the supply of those products to China. It shows that the products in 
which Pakistan has the expertise with the comparative advantage have not been 
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covered under CPFTA. On the other hand, concessions offered by Pakistan to 
China under CPFTA appear to be more favorable for China in terms of variety of 
Products (Types of Products).24

3. Current Status of CPFTA Re-negotiations 

Negations for CPFTA phase II were started in 2013, but again dragged due 
to Pakistan’s reservations on the agreement. China agreed to accommodate 
Pakistan’s concerns on CPFTA during the ninth round of negotiations held in 
Beijing.25 During two days’ negotiations China agreed on making amendments 
to CPFTA by providing Pakistan with tariff concessions equal to those of the 
ASEAN.26 Moreover, during the latest round, China agreed further with Pakistan 
to discontinue tariff concessions on some of the Chinese imports to Pakistan 
for the protection of Pakistan’s domestic industry.27 Since the latest round of 
negotiations, Chinese side has been evidently willing to leverage the Pakistani 
concerns for the balance of trade between two countries. The revised version of 
CPFTA is expected to be signed later in 2018. 

4. Conclusion 

China-Pak trade has been increasing as a result of landmark FTA concluded 
between them. The condition of trade between the two countries suggests that 
China has been benefiting more from CPFTA due to its stable economic situation 
and favorable concessions provided by Pakistan under CPFTA. On the other hand, 
Pakistan has not as benefited from CPFTA as was being expected before the lunch 
of free trade with China. Today, trade deficit of Pakistan with China has reached 
to an alarming situation. Therefore, in order to create a balanced position of trade 
between the two countries, it is necessary that revised CPFTA should provide 
equal benefits to both parties so that the two countries may draw benefit from 
mutual trade under the new agreement.
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