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Abstract 

The amount of trade between Pakistan and China has mostly remained negligible. The two states were 

unable to form a workable economic alliance prior to the first decade of this century. The Pakistan-China 

partnership could be even more strengthened by bulky trade flows. Study found that with the 

implementation of the China-Pakistan Free Trade Agreement (CPFTA) in July 2007, the growth of the two-

way economic trade took on a new phase. But at the same time Pakistan's trade development was hindered 

and its trade deficit with China grew. Statistical analysis of data, recorded from the IMF database, was 

used to determine the combined value of Pak-China exports and imports. Moreover, arbitration clause of 

trade agreements, article 53, needs to be strong enough to enforce arbitral awards. Imported products, at 

cheaper prices, from China is one of the main reason for local industries which are not to flourishing. 

Pakistan’s government should make rules for importers, exporters and manufacturers so that they can work 

without any fear of low/cheap pricing. In terms of trade, both countries can get a lot of benefits from Belt 

and Road Initiative (BRI) which is one of the key initiative by China.   

 

Keywords: Trade Surplus/Deficit, Free Trade Agreements, Arbitration, Bilateral Trade, Belt &Road 

Initiative. 
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Introduction 

 
Despite having close military and governmental connections, trade and financial ties between the two 

countries have lagged for several years. But, the mutual commerce surged when the Free Trade Agreement 

(FTA) was signed in 2006 and became effective in 2007. Once Islamabad got promised the China-Pakistan 

Economic Corridor (CPEC) in 2013 and it was publicly inaugurated in 2015, it rose even more. An 

additional driver of improved business connections between Pakistan and China has been the effectiveness 

and operationalization of Gawadar Port (Malik, 2017). 

 

Trade has an impact on how things are created, dynamic effects, as well as what is created, static effects. 

Consequently, some academics equate free trade with prosperity of involved states (Mahmood & 

Jongwanich, 2018). According to liberal trade doctrines, export market are encouraged by free trade 

because it facilitates the effective deployment of available budgets (Frankel & Romer, 1999). Pakistan had 

high hopes for trade liberalization. Pakistan made a number of policy changes to increase exports as well as 

strengthen international economic collaboration but unfortunately, as per GDP rate, exports didn’t 

increased as expected (Shabir & Kazmi, 2007).  

 

Thus, Pakistan inked bilateral trade agreements with reference to free trade with other trading partners, 

notably China. It was an effort to end the curse of economic stagnation & boost production for export 

purpose. A significant component of China's New Silk Road Initiative, the China Pakistan Economic 

Corridor (CPEC) benefits both countries in addition to the entire region and provides opportunities to 

corporate sectors (Asif & Ling, 2019).  

 

Through the operationalization of Gwadar sea port, the CPEC agreement involving Beijing and 

Islamabad is likely to serve as a doorway allowing China into local and global trade. Overseas brands are 

also supporting & arguing against the simple access linking Tibet and the Indian Ocean from a political 

standpoint. Chinese transport infrastructure initiatives in Pakistan are constantly threatened by the 

unpredictability of the economic situations, legislative difficulties, and safety concerns (Idrees, Gul & 

Kiyani, 2022).  

 

Pakistan's supply chain will experience minor structural alterations as a result of shifting trading 

relationships. The rice and fruit segments will see the greatest gains in Pakistan's agriculture. Due to a 

considerably bigger growth in the earnings of unskilled jobs than expert labor, Pakistan will also witness 

significant revenue levelling (Ali, Huang & Xie, 2022). 

 

It is crucial to look into whether business in the areas is facilitated by peace in Pakistan and its trading 

partner. Net exports have greatly and favorably benefited from Pakistan's relative increase in peace 

compared to its trading nation. Additionally, commerce flow is enhanced by improved infrastructure 

because of reduced transit costs. From a legal standpoint, preventing war and fostering peace will motivate 

neighbors to improve economic cooperation, which will be advantageous for the entire region (Shabbir, 

Naveed, Khan & Syed, 2022). 

 

Only a small number of products were adversely effected by exchange rate fluctuation, which has a mixed 

effect on a few exporting and importing commodities both in the long and short term. As a result, both 

nations' officials can use the yuan as a means of exchange when engaging in trade (Uzair, Amin & Amin, 

2022). 
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Literature Review 
 

An essential component of diplomatic interactions between nations is trade relationships. Most of 

internationalization has been accomplished from trading business. In this way  b oth regional and bilateral 

cooperation are promoted. Trade serves as a proxy for assessing the quality of ties among countries 

(Jackson, 1997). 

 

The trade deficit between Pakistan and China was closed as a result of the Free Trade Agreement that was 

struck between the two nations. Pakistan has offered China a number of benefits, including the utilization 

of Pakistani sea ports for commerce, entree to the Pakistani market, and low-cost raw materials. By 

receiving special privileges under the Agreement, Pakistan has received access to Chinese marketplaces 

and has advanced into the role of regional hub, which might result in large profits (Sahoo, 2012). 

 

Fazl-ur-Rehman (2010) mentioned in his paper that expanding commercial connections are negatively 

impacted by the two governments' delayed fulfillment of the contracts they made. Author also cites 

unethical business activities as a factor in the minimal level of commerce between the two nations. 

 

Hassan and Faizan, (2021) said, considering that Central Asia is indeed an isolated region, the Free Trade 

Agreement under China Pakistan Economic Corridor (CPEC) offers the chance to interconnect the 

geographical area with the entire globe, giving them and the adjacent countries the chance to grow 

financially. 

 

China's infrastructure investments in the nations along the Belt and Road are less likely to fail as a result of 

the adoption of the Free Trade Agreement (FTA). The impact is more noticeable for higher FTAs. Authors 

said that the investment clause of the FTA would be further examined and it is concluded that the 

requirement of the invested capital can increase the likelihood of success of the portfolio, particularly if it 

includes the clause of fair and equitable treatment and most importantly the conflict resolution method (Hu, 

Jin & Wang, 2022). 

 

Chinese investment assisted Pakistan in addressing its energy problem and in gaining political backing to 

enhance Pakistan's standing in the continent. With Pakistan's assistance, China's Belt and Road Initiative 

(BRI) was able to gain entry to the Indian Ocean and Pakistani marketplaces through the Gwadar Port. The 

CPEC projects continued and carried out under various administrations is evidence that both nations are 

committed to deepening their bilateral agreements (Nagra, 2022). 

 

China Pakistan has its own comparative benefits in the export of fruits and vegetables, despite there being 

little competition amongst them due to the wide variety of products. There is substantial economic 

compatibility and a constant export and import pattern of Organic fruits and vegetables between both 

countries. As a result, it is recommended that both governments should build a framework enabling import 

and export partnership for food and beverage that is highly complementary to one another (Wang, Zhang, 

Zhou & Wu, 2022). 

 

Research Objective 
 

Trade among states plays very vital role for the development of respective countries as well as the whole 

region but at the same time integration and conflict between nations may also result from trade. With 

reference to China Pakistan trading relations following questions will be addressed in this paper.  

 

1- How did the Free Trade Agreement and CPEC affect trade ties between Pakistan and China? 

2- How have economic ties and commerce growth not matched from 2007 up-till now? 
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3- Does nicely framed arbitration clause can help to increase trade?  

4- How may Pakistan and China's economic bonds be strengthened in long term? 

 

Methods and Materials 
 

This study uses statistical analysis to determine the combined value of Pak-China exports and imports using 

information recorded from the IMF database. By current account surplus and shortfall, it also accounts for 

risks and revenues. The compiled information offers corrective actions to improve trade relations and get 

around trading obstacles based on this study. 

 

China-Pakistan Trade History 
 

This segment discusses the quantity & importance of commerce between Pakistan and China from a global 

context between 1960 and 2020, as online data available at IMF website. 

 

Quantum of Trade (1960-1970) 

 

Trade between the two countries was boosted in 1963 by accords relating to civil aviation and commerce. 

Similarly in 1965 and 1966 agreements in the fields of culture and shipping were inked as well. Throughout 

this time, both parties sent many trade delegations to explore the potential for further bilateral trade. Trade 

data for mentioned period is mentioned in Table 1. 

 

Table 1: Trade: 1970-79 (US dollar, million) 

Year Imports (I) Exports (E) Trade Deficit /Surplus 

(E-I) 

1960 3.5 14.8 
11.3 

1961 4.2 10.2 
6 

1962 5.9 1.6 
-4.3 

1963 16.3 12.8 
-3.5 

1964 18.5 40.3 
21.8 

1965 28.3 43.3 
15 

1966 33.7 43.3 
9.6 

1967 29.3 30.1 
0.8 

1968 26.3 25.5 
-0.8 

1969 27.7 29 
1.3 

1970 34.2 39.2 
5 

Source: IMF data, https://data.imf.org/regular.aspx?key=61013712 

https://data.imf.org/regular.aspx?key=61013712
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Graphical representation of data shows that in 1960 and 1961 trade was in surplus with 11.3 and 6 million 

US dollars respectively. In 1962 and 1963 trade was in deficit but in 1964, 1965 and 1966 trade surplus was 

21.8, 15 and 9.6 million US dollars respectively. At the end of 1970 it was in surplus with 5 million US 

dollars. During this decade, most of the years, trade was in surplus in terms of Pakistani exports to China. 

 

Quantum of Trade (1971-1979) 

 

Table No. 2: Trade: 1970-79 (US dollar, million) 

Year Imports (I) Exports (E) Trade Deficit /Surplus 

(E-I) 

1971 30.1 24.0 6.1 

1972 17.5 48.2 -30.7 

1973 13.1 54.3 -41.2 

1974 11.3 53.7 -42.4 

1975 13.5 64.1 -50.6 

1976 17.0 54.3 -37.3 

1977 17.4 83.4 -66 

1978 30.7 123.2 -92.5 

1979 25.0 167.8 -142.8 

Source: IMF data, https://data.imf.org/regular.aspx?key=61013712 

11.3 

6 

-4.3 -3.5 

21.8 

15 

9.6 

0.8 

-0.8 

1.3 
5 

1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 

1960-1970  

TRADE DEFICIT/SURPLUS

https://data.imf.org/regular.aspx?key=61013712
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Data shows that in 1971 trade was in surplus with very thin 6.1 million US dollars. During 1972 to 1979 

trade was in deficit. In 1978 it was 92.5 million US dollars. Deficit was at its peak in 1979 when this 

amount reached at 142.8 million US dollars. During this decade, except 1971, trade was in deficit. 

 

Quantum of Trade (1990-1999) 

 

Table No. 3: Trade: 1990-99 (US dollar, million) 

Year Imports (I) Exports (E) Trade Deficit /Surplus 

(E-I) 

1990 67.2 357.4 -290.2 

1991 60.9 421.1 -360.2 

1992 53.7 423 -369.3 

1993 58 421 -363 

1994 54 506 -452 

1995 119 576 -457 

1996 119 586 -467 

1997 147 422 -275 

1998 152 451 -299 

1999 179 537.8 -358.8 

Source: IMF data, https://data.imf.org/regular.aspx?key=61013712 

6.1 

-30.7 
-41.2 -42.4 

-50.6 

-37.3 

-66 

-92.5 

-142.8 

TRADE DEFICIT/SURPLUS 

1971-1979 
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https://data.imf.org/regular.aspx?key=61013712
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Tabular and graphical representation of data shows that whole decade between1990 to 1999 the trade was 

never in surplus. It shows that in 1990 trade deficit was 290.2 million US dollars whereas in 1994 it went at 

452 million and more deficit in 1996 with 467 million US dollars. At the end of 1999 trade deficit was 359, 

little lower side as compared to previous years. It means that there was total imbalance between Pakistan 

and China trade. 

 

Quantum of Trade (2000-2009) 

 

Keeping in view the poor data figures of last decade a lot of happenings took placed in terms of trade 

development between China and Pakistan. Free trade agreements, tariff reductions, agricultural 

development agreements and preferential trade agreements are its examples.  

 

Early Harvest Program 2005 (EHP) 

 

EHP was signed on 5
th 

of April, 2005 which was applicable with effect from 1
st
 of January, 2006. The EHP 

offered two different kinds of tariff reductions, including ones that would apply instantly and those that 

would expire after three years. The removal of temporary trade restrictions aided in boosting trade relations 

and contributed to foster the adoption of the Preferential Trade Agreement (PTA) (Kayani, Ahmed, Shah & 

Kayani, 2013). 

 

Preferential Trade Agreement (PTA) 

 

The Preferential Trade Agreements with China are linked to better export results in the form of total export 

and an increase in exporter's count. Pakistan received trade discounts from China on 893 products, while 

China received discounts from Pakistan on about 200 commodities. (Alam, 2015). 

 

Free Trade Agreement (FTA) 

 

The Free Trade Agreement (FTA) have two major parts. First one is trade on the exchange of products 

which was ratified on November 24, 2006, and went into effect on July 7, 2007. Second one is trade of 

-290.2 

-360.2 -369.3 -363 

-452 -457 -467 

-275 
-299 

-358.8 

TRADE DEFICIT/SURPLUS 

1990-1999 

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
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services which was ratified on February 21, 2009, and it became effective on October 10, 2009. The two 

countries now have a thorough free trade deal including goods, commodities, and skills after the execution 

of this document (Shah, Kamal & Yu, 2022). Main objectives were to combine the businesses of the two 

nations for economic cooperation. Establishment of a stable investment climate in the service industry, 

particularly in transportation, technology and allied services, educational facilities, sports 

and environmental protection such as drainage and cleanliness is another objective of CPFTA (Idrees, Gul 

& Kiyani, 2022).   

 

Arbitration Clause of Free Trade Agreement  

 

Article 53 deals with dispute resolution mechanism between parties. It says if dispute between parties is not 

settled within six months than any of the party can apply for ad-hoc arbitration. Three members arbitration 

tribunal will be formed having one member each from parties and they will select one arbitrator, with 

consensus, as chairman. All these happening should be made within two months of application. Procedures 

will be made by arbitrators themselves. Majority vote will decide for arbitral award. Parties to arbitration 

will bear all expenses of their own arbitrator and chairman’s expenses will be beard by both parties equally.  

 

Enforcement procedure is not mentioned in this clause. Due to this reason a lot of arbitral awards are 

pending and creating uncertainty with reference to bilateral trade between both parties and countries, in 

larger context. 

 

Article 54 is between investor and one party. Any legal issue involving an investment in the jurisdiction of 

the opposite Party between an entrepreneur of one Party and the opposing Party shall, to the greatest extent 

feasible, be resolved peacefully by dialogue between the disputing parties. If dispute between parties is not 

settled within six months than any of the party can apply for arbitration to 1-The appropriate court of the 

party involved in the conflict 2- International Center for Settlement of Investment Disputes (ICSID) under 

the Convention on the Settlement of Disputes between States and Nationals of Other States, done at 

Washington on March 18,1965. Under this clause arbitral award is binding for both parties.  

 

Quantum of Trade (2000-2009) 
 

Table No. 4: Trade: 2000-2009 (US dollar, million) 

Year Imports (I) Exports (E) Trade Deficit 

/Surplus (E-I) 

2000 237.2 484.9 -247.7 

2001 289.3 699.6 -410.3 

2002 235.6 957.6 -722 

2003 259.7 1,499.1 -1239.4 

2004 299.7 2,348.7 -2049 

2005 435.5 4,664.8 -4229.3 

2006 915.6 6,363.4 -5447.8 

2007 1,004.7 6,590.5 -5585.8 

2008 915.5 3,774.1 -2858.6 

2009 973.8 7,629.2 -6655.4 

Source: IMF data, https://data.imf.org/regular.aspx?key=61013712 

https://data.imf.org/regular.aspx?key=61013712
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Graph shows that during the whole decade, 2000 to 2009, trade was never been in surplus. Infect it went 

down after every passing year. In year 2003 trade deficit was 1239 million US dollars whereas in 2005 it 

went at 4229 million and more deficit in 2007 with 5586 million US dollars. At the end of 2009 trade 

deficit was at its peak with 6655 million US dollars. It means that Pakistan was in week position in terms of 

trade between both countries.  

 

Quantum of Trade (2010-2020) 

 

Table No. 5: Trade: 2010-2020 (US dollar, million) 

Year Imports (I) Exports (E) Trade Deficit 

/Surplus (E-I) 

2010 495 109 386 

2011 421 99 322 

2012 416 123 293 

2013 408 109 299 

2014 328 107 221 

2015 242 69 173 

2016 150 73 77 

2017 112 92 20 

2018 105 168 -63 

2019 98 80 18 

2020 83 177 -94 

Source: IMF data, https://data.imf.org/regular.aspx?key=61013712 

-247.7 -410.3 -722 
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-2049 
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Graph shows clear effect of Free Trade Agreement between China and Pakistan as trade was in surplus 

from 2010 to 2017. It was 386 million US dollars in 2010 but very low in 2017 with 20 million US dollars. 

Furthermore it went in deficit with 63 million US dollars in 2018 and trade deficit of 94 million US dollars 

in 2020. During this decade, most of the years, trade was in surplus in terms of Pakistan’s exports to China. 

Exports of both goods and services played their role to increase the trade surplus but latest IMF data 

showing it downfall after 2017. 

 

Exports to China (January 2021- June 2022) 

 

Table No. 6: January 2021 to June 2022 (US dollar, million) 

Month Exports Month Exports 

Jan-21 198 Oct-21 285.50 

Feb-21 258 Nov-21 357.42 

March-21 277.93 Dec-21 335.63 

April-21 217.24 Jan-22 261.50 

May-21 156 Feb-22 301.76 

June-21 241.94 March-22 265.39 

July-21 200.62 April-22 233.29 

Aug-21 201.86 May-22 219.78 

Sept-21 277.53 June-22 200.21 

Source: IMF data, https://data.imf.org/regular.aspx?key=61013712  

 

Table showing data regarding exports to China.  It clearly demonstrating downward trend Feb-22 to June-

2022.  

 

Result Oriented Discussion   
 

Data revealed that bilateral agreements always made positive impact on trade related transactions. During 

2005 Early Harvest Program (EHP) was signed between China and Pakistan which left positive signals in 

terms of trade development for both countries. Similarly Preferential Trade Agreement (PTA) was signed 

386 

322 
293 299 

221 
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77 20 
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in which China offered discounts on specified 893 products and Pakistan made discount on 200 items. 

Trade for these products was boosted as well.  

 

The Free Trade Agreement (FTA) under CPEC, effective after October 10, 2009, made a lot of difference 

regarding trade related to goods, investments and services. Trade figures showing that during 2010 and 

2007 Pakistan’s trade was in surplus and contributing for country’s overall development. But after 2007 it 

went down again by creating trade deficits with reference to Pakistan. Although size of trade was increased 

but trade was in deficit. Data demonstrates that how much more exemptions were used by China, which 

after Free Trade Agreement emerged as one of Pakistan's major importing supplies. Overall, the FTA has 

improved mutual commerce, but Chinese exporters have mostly benefited from it. Pakistani businesses 

were unable to fully benefit from the FTA. Only a small portion of the tariff reductions offered by China 

under the FTA could be used by them. Trade was boosted up as a result of FTA after 2010 and its effect 

remained positive for 7 years in terms of Pakistani exports. But after 2017 it came down sharply.  

 

Major Export destinations of Pakistan in 2021 

 

Table 7: Exports for the year 2021 

 Country Exports 

1 USA 6044 

2 China 3008 

3 Germany 1558 

4 UAE 1160 

5 Afghanistan 839 

Source: IMF data, https://data.imf.org/regular.aspx?key=61013712 

 

 
 

Pie chart shows that even after FTA’s, PTAs and EHPs with China, exports are not up to mark or highest 

with reference to Pakistan. USA is largest destination of Pakistani products with 48%, China at second with 

24%, Germany at 12%, UAE at forth with 9% and Afghanistan positioned at fifth largest export heaven for 

Pakistan with 7% of whole exports of Pakistan. 

48% 
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https://data.imf.org/regular.aspx?key=61013712
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Recommendations for Trade Development 
 

The scope for trading between the two nations is huge. For a fair and healthy trade, a variety of ideas might 

be made. The following corrective actions are revealed by this analysis. 

 

1- For many years, Chinese exporters', massive number of value-added goods has led to a decline in 

Pakistani employment and tax receipts. Due to the import of low cost Chinese goods, thousands of 

local businesses have been destroyed. The FTA's defining feature ought to be the defense of local 

businesses. This scenario has to be fixed by making specific roles for imports.  

2- Due to their inability to address the China's market with competence and accuracy, Pakistani 

producers do not benefit significantly from the Free Trade Agreements. Therefore, in order to gain 

access to the China's market, their exports are restricted to raw resources exclusively. Exporters 

from Pakistan should broaden their product portfolio and increase ability to export additional 

products to China. 

3- The unfair mistreatment of goods and their producers must be addressed as part of the FTA 

framework. 

4- Use of Arbitration should be encourages and made acceptable terms for all parties. 

5- The majority of businesses are going to be established in the industrial parks of CPEC all across 

the nation. Upcoming regulations for these industrial markets must take into account these issues, 

with reference to Pakistan. 

6- It is frequently claimed that Chinese business men engage in "questionable trading practices," such 

as low invoicing, when bringing products into Pakistan in order to avoid paying custom and local 

taxes, depriving the Pakistani authorities of important tax income. There should be an end to the 

disparity by China's exporters. 

 

Conclusion 
 

Study revealed that bilateral commerce between Pakistan and China has grown throughout the years, rising 

from just US$ 85 million in 1952 to US$ 3008 million by 2021. During the same period, Pakistan's trade 

imbalance with China hit its highest point. Pakistan's GDP still hasn't recovered and is still quite modest. 

Moreover, the situation of the business alone has transformed in the last few decades as a result of China's 

help by giving Pakistan's market fresh life through CPEC opportunities. It’s a well-known fact 

that Pakistan's industrial output has been impacted by cheap imports from China. Pakistan must revitalize 

its own industrial sector. Both parties are currently making efforts to reduce the rising trade disparity. The 

findings are still pending, and no further FTA negotiations should be held without first gaining the trust of 

businesspeople before resolving the problems of local manufacturers and China's importers & exporters. 

Enforcement of trade agreements must made compulsory. In case of disputes, arbitration process should be 

used with maximum ease. Arbitral awards should be binding for all parties. Country like Pakistan must 

consider how it can gain from Chinese partnership in the CPEC, which also includes the involvement of a 

number of other nations, while ongoing financial development, raising taxes and profits, emphasizing 

exports, tackling the budget deficit, and trying to deal with corrupt practices in the upcoming years. Three 

aspects, including (1) the Sea Port (Gwadar), (2) the CPEC, and (3) interconnectivity with Central Asia, 

either with or without Afghanistan, determine the nature of economic ties involving these two countries.  
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