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ABSTRACT 
Pakistan is currently navigating a fundamental transition in its national security paradigm, moving 
from a security-centric focus to a geo-economic framework. Central to this shift is the leverage of its 
unique geographical location to foster regional connectivity, primarily through the China-Pakistan 
Economic Corridor (CPEC). This article examines how such connectivity aims to bridge the persistent 
trade and fiscal deficits while stabilizing the volatile exchange rate of the Pakistani Rupee (PKR). 
Keywords: Regional Connectivity,China-Pakistan Economic Corridor (CPEC), CPEC Plus, Transit 
Trade Routes, Gwadar Port, Belt and Road Initiative (BRI), Multimodal Transport Networks, 
Central Asian Republics (CARs), South Asian Economy, Commercial Diplomacy, National Security 
Policy (NSP 2021), Structured Instability, Cross-Border Integration 
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INTRODUCTION 
In early 2026, Pakistan’s economic landscape is 
defined by a rigorous, multi-front attempt to 
maintain macroeconomic stability through tightly 
coordinated monetary and fiscal policies. 
Navigating the aftermath of severe historic 
inflation which peaked at an unprecedented 38% 
in mid-2023 the State Bank of Pakistan (SBP) 
aggressively utilized contractionary monetary 
tightening to anchor long-term price stability 
(Mashhood, 2026). While proactive monetary 
measures successfully brought baseline headline 
inflation down to approximately 5.6% by 
December 2025, the economy remains highly 
vulnerable to supply-side shocks, structural 
bottlenecks, and fluctuating global energy costs 
(Mashhood, 2026; Qayyum, 2026). 
Concurrently, the country’s National Security 
Policy (NSP) 2021 formally introduced 
"geoeconomics" as the mandatory pivot for 
sustainable growth, shifting national defense and 
development paradigms from a purely security-
centric focus to one rooted in economic 
resilience and commercial diplomacy. By 2026, 
this vision has translated into high-stakes 
diplomatic activism and aggressive infrastructure 
expansion aimed at transforming Pakistan into a 
primary transit, trade, and energy hub connecting 
Western China, Central Asia, and the Middle 
East (Hussain, 2026; Santos, 2025). 
This geoeconomic transformation hinges on the 
evolution of the China-Pakistan Economic 
Corridor (CPEC). Moving past its foundational 
"early harvest" infrastructure and energy phases 
(2015–2018), CPEC has transitioned into a 
"CPEC Plus" long-term framework post-2025, 
emphasizing advanced industrial clustering, 
business-to-business (B2B) tech transfers, and 
regional cross-border extensions into Afghanistan 
and Iran (Hussain, 2026; Khan & Khan, 2026; 
Santos, 2025). Total capital commitments under 
the framework have grown to an estimated $65 
billion (Hussain, 2026). By utilizing Gwadar Port 
as a deep warm-water gateway, Pakistan intends to 
offer landlocked Central Asian Republics (CARs) 
a streamlined, multimodal southern trade route, 

circumventing complex geopolitical barriers and 
establishing a critical alternative to competitive 
regional architectures (Santos, 2025; Woo, 2026). 
However, maintaining the delicate balance 
between internal stabilization and external 
connectivity remains an uphill battle. While the 
fiscal strategy for the 2026–2027 cycle centers on 
continuous revenue consolidation and target-
subsidizing growth sectors like the digital 
economy, external disruptions continue to test 
domestic resilience (Body, 2026; Mashhood, 
2026). For instance, an unexpected surge in 
global crude oil prices during the first quarter of 
2026 directly forced domestic utility and 
transport inflation up to 7.3%, compelling the 
SBP to pause its monetary easing cycle at 10.5% 
to protect the fragile Pakistani Rupee (PKR) 
(Mashhood, 2026). Ultimately, Pakistan’s 
transition from potential to actual "economic 
dexterity" depends on combining these rigid 
domestic structural reforms with persistent 
regional diplomatic stability (Apostolou, 2025; 
Mashhood, 2026). 
 
1. Regional Connectivity as an Economic 
Catalyst 
The China-Pakistan Economic Corridor (CPEC) 
remains the flagship project of the Belt and Road 
Initiative (BRI), representing a massive 
investment in transportation, energy, and 
industrial zones. Transitioning from its early 
harvest infrastructure milestones (2015–2018) 
into its long-term phase (post-2025), CPEC 
focuses on sustainable growth, industrial 
clustering, and regional expansion (Hussain, 
2026; Tong et al., 2026). Total investment 
commitments under the framework have grown 
substantially, reaching an estimated $65 billion 
(Hussain, 2026; Wikipedia, 2026). This shift 
from a government-to-government (G2G) 
construction model to a business-to-business 
(B2B) operational architecture explicitly aligns 
with domestic strategic initiatives like the 
"URAAN Pakistan" and the "5Es" national 
development frameworks (Chinadaily, 2026; PID, 
2026). 
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Table 1: CPEC Plus: The 5-Pronged Upgraded Framework 

Sub-Corridor Strategic Focus Primary Macroeconomic Objective 

1. Growth 
Advanced industrial clustering & 
SEZ operationalization 

Job creation and structural GDP 
acceleration 

2. Innovation 
B2B tech transfers & digital economy 
upgrades 

Enhancing domestic manufacturing 
efficiency 

3. Green 
Renewable energy shifts & eco-
friendly infrastructure 

Mitigating vulnerability to global oil 
shocks 

4. Livelihood 
Socioeconomic development & 
grassroots integration 

Public consensus optimization 
(Current: 72% approval) 

5. Regional 
Connectivity 

Cross-border extensions (CARs, 
Afghanistan, Iran) 

Expanding transit trade revenue and 
alternative routes 

 
Following the 14th Joint Cooperation 
Committee (JCC) meeting held in Beijing, an 
"upgraded CPEC" framework (CPEC 2.0) 
formally launched Phase II, anchored across five 
thematic sub-corridors: Growth, Livelihood, 
Innovation, Green Development, and Regional 
Connectivity (Dawn, 2026a; Hussain, 2026). The 
strategic focus and core macroeconomic 
objectives of these newly introduced sub-corridors 
are structurally mapped out in Table 1. 
A critical element of this transition is the "Green 
Corridor," which targets climate-proofing 
infrastructure and transitioning energy matrices. 
This framework works to balance the legacy of 
Phase I coal plants by standardizing investments 
toward clean mobility, solar power value chains, 
and strict environmental parameters within 
upcoming Special Economic Zones (SEZs) (Dawn, 
2026a; Chinadaily, 2026). 
 
Transit Trade and Multi-Corridor 
Diversification 
Projects like Gwadar Port offer landlocked 
Central Asian Republics (CARs) and Western 
China an alternate trade route, potentially 
reducing transportation costs and generating 
sustainable transit revenue (Tong et al., 2026). 
The operationalization of the corridor aligns with 
broader regional multimodal transport initiatives, 

enabling Pakistan to compete and coordinate 
with adjacent networks like the Middle Corridor 
to facilitate cross-border trade (Rifaat, 2026). 
Recent policy assessments by the Ministry of 
Commerce emphasize a strategic shift toward 
multi-corridor resilience to reduce reliance on 
single transit routes exposed to border 
disruptions (Arab News, 2026). High-level 
diplomatic engagements in early 2026 including 
state visits with the leaders of Uzbekistan and 
Kazakhstan have prioritized the integration of 
transit trade frameworks (MOFA, 2026). 
A prominent example is the operationalization of 
the Quadrilateral Traffic in Transit Agreement 
(QTTA) involving Pakistan, China, Kazakhstan, 
and Kyrgyzstan, which successfully facilitated its 
first commercial shipments from Central Asia via 
the Khunjerab Pass and Sost dry port to Karachi 
ports, effectively bypassing traditional cross-
border logistical bottlenecks (Arab News, 2026; 
MOFA, 2026). Concurrently, the joint 
framework agreement for the Trans-Afghan 
Railway project aims to construct a 760 km 
logistics link connecting Termez to Pakistani 
seaports, cutting transit times by up to 30% 
(MOFA, 2026). 
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Public Perception and Socio-Economic 
Legitimacy 
Public sentiment within Pakistan heavily supports 
this geoeconomic pivot. Empirical data reveals 
that approximately 72% of Pakistani citizens view 
CPEC as highly beneficial for the national socio-
economic landscape, primarily associating the 
corridor with long-term economic prospects, 
regional infrastructure upgrades, and domestic 
job creation (Muhammad et al., 2026). 
Sustained longitudinal studies mapping public 
sentiment show that public goodwill has 
experienced a structural shift; while pre-2015 
views focused strictly on political and defense 
alliances, post-2025 sentiment is deeply tied to 
tangible localized outcomes (Dawn, 2025). 
Workplace cooperation, localized corporate social 
responsibility (CSR) initiatives, and private-sector 
digital collaborations valued at $8.5 billion have 
collectively elevated community trust (Dawn, 
2025; Chinadaily, 2026). This data reinforces 
that domestic economic expectations function as 
a primary moderating variable; positive public 
alignment with regional connectivity policies is 
reinforced by structural milestones in vocational 
mobility and everyday ease of doing business 
(Muhammad et al., 2026). 
 
2. Addressing the Exchange Rate Challenge 
The stability of the Pakistani Rupee (PKR) is 
intrinsically linked to the health of the nation's 
external account. Deep-seated structural 
vulnerabilities—including a heavy concentration 
of sovereign debt portfolios, shallow domestic 
foreign exchange markets, and chronic historical 
fiscal dominance have traditionally weakened the 
transmission mechanism of macroeconomic 
policy, leaving the exchange rate highly 
susceptible to speculative volatility (Mahmood, 
2026). 
To counteract these imbalances, the State Bank 
of Pakistan (SBP) focused its policy on aggressive 
reserve accumulation and strict import 
management strategies initiated during 
consecutive stabilization programs. By early 2026, 
these efforts successfully consolidated the state's 
liquid foreign resources, with the SBP securely 
projecting official foreign exchange reserves to 
surpass the $18 billion threshold by the close of 

the fiscal year in June 2026 (SBP, 2026a; Ullah, 
2025). This target baseline provides the central 
bank with the necessary defensive reserves to 
neutralize sudden currency speculation and 
maintain the market-determined exchange rate 
within a stable band near 278 PKR/USD (SBP, 
2026b). 
 
The Remittance Pillar and Current Account 
Dynamics 
Workers' remittances remain a foundational 
pillar of Pakistan's external account stability, 
consistently exceeding $30 billion annually. Over 
the 2025–2026 fiscal cycle, state economic 
planners prioritized the institutionalization of 
formal remittance pipelines by deploying 
advanced digital banking applications and 
interoperable fintech platforms. These 
frameworks are designed to reduce transaction 
frictions and disincentivize informal Hundi or 
Hawala networks. 
Empirical balance-of-payments data indicates that 
these resilient remittance inflows successfully 
offset structural trade deficits, allowing the 
current account to record consecutive monthly 
surpluses through February and March 2026 
(SBP, 2026a). Consequently, the cumulative 
current account deficit for July–March FY26 
compressed to near the lower bound of the 
central bank's initial projection of 0 to 1 percent 
of GDP (Apostolou, 2025; SBP, 2026a). These 
sustained legal cash inflows function as a primary 
liquidity buffer, providing essential defense for 
national external balances without requiring 
immediate debt-driven liquid funding (Ullah, 
2025). 
 
Monetary Precision and the 2026 Supply Shock 
Pivot 
Between mid-2024 and early 2026, the SBP 
engaged in a calculated monetary easing cycle, 
executing a cumulative policy rate reduction of 
1,150 basis points to support moderate private-
sector economic recovery while steering inflation 
toward a sustainable target range. This prolonged 
monetary tightening initially yielded strong 
results; by December 2025, headline consumer 
price inflation successfully decelerated to a 
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baseline of 5.6% year-on-year (Trading 
Economics, 2026). 
However, this easing trajectory ran into 
significant headwinds in early 2026. Escalating 
geopolitical conflicts in the Middle East disrupted 
critical maritime trade lanes and choked global 
energy supplies, triggering an immediate spike in 
international crude oil prices, freight rates, and 
transit insurance premiums (SBP, 2026b). 
The domestic impact of this external energy 
shock was exacerbated by the phasing out of low-
base effects in food commodities and the 
rationalization of fixed tariff charges on 
household electricity bills, driving headline 
inflation upward to 7.0% in February and quickly 
to 7.3% by March 2026 (SBP, 2026a). Although 
the SBP originally paused its easing cycle in 
March to hold the benchmark interest rate steady 
at 10.5%, the Monetary Policy Committee (MPC) 

executed an emergency pivot on April 27, 2026, 
raising the policy rate by 100 basis points to 
11.5% (Trading Economics, 2026; SBP, 2026a). 
This aggressive intervention was deemed 
structurally vital by policymakers to counter the 
second-round effects of the supply-side fuel shock, 
manage deteriorating consumer and business 
confidence surveys, and prevent the spillover of 
transport and utility costs into core core inflation, 
which had climbed to 7.8% (SBP, 2026a). By 
maintaining this tight, proactive monetary stance, 
the central bank aims to preserve long-term price 
stability and insulate the domestic purchasing 
power of the PKR against unpredictable global 
crosscurrents. 
The timeline below maps Pakistan’s aggressive 
monetary maneuvering against unexpected global 
headwind disruptions between mid-2023 and 
early 2026. 

 

 
 

Figure 1: Inflation vs. Policy Interest Rate Trajectory (%) 
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Key Insight: The sharp drop in baseline inflation 
to 5.6% highlights the success of the SBP's 
contractionary squeeze. However, the Q1 2026 
global commodity spike forced a strategy pause at 
10.5% to insulate the PKR. 
 

3. Empirical Landscape: Key Economic 
Parameters 
The operational performance of Pakistan's macro-
economy under the geo-economic transition is 
captured by key macro-financial indicators across 
the fiscal and external accounts: 

 
Table 2: 

Macroeconomic 
Indicator 

FY24 
Performance 

FY25 
Estimates 

FY26 Targets / Status (Early 2026) 

GDP Growth Rate 2.38% 
2.05% – 
3.60% 

3.71% (H1 Recovery) 

Headline Inflation (YoY) 26.0% 
12.0% – 
16.8% 

5.6% (Dec 25) $\rightarrow$ 7.3% (Mar 
26) 

Policy Interest Rate Peak (22.0%) 12.0% 10.5% (Paused in March) 

Annual Remittances ~$27 Billion >$30 Billion Projecting >$30 Billion Growth 

Fiscal Deficit (% of GDP) 7.4% 5.9% Continuous Consolidation 

Sources: Compiled from SBP policy statements, IMF Regional Economic Outlook (Apostolou, 2025), and 
independent faculty research series (Ullah, 2025). 
 
4. Strategic Risks and "Structured Instability" 
Pakistan’s ambitious transition toward a 
connectivity-first paradigm is fundamentally 
tested by severe geopolitical headwinds. Because 
its geoeconomic model depends entirely on 
regional peace, institutional credibility, and 
unified trade governance frameworks, its transit 
corridors are highly vulnerable to localized and 
systemic disruptions (Rifaat, 2026). This 
vulnerability is particularly acute along the 
country's western borders and adjacent maritime 
chokepoints, where regional volatility can rapidly 
shift from isolated political tension to severe 
macroeconomic shocks. 
The practical consequences of this "structured 
instability" were starkly felt in early 2026. 
Following the outbreak of high-intensity external 
conflicts in West Asia, which led to a temporary 
closure and naval blockade of the Strait of 
Hormuz, global energy markets suffered intense 
disruptions (Al Jazeera, 2026). The resulting 
supply shock immediately hit Pakistan's domestic 
economy, driving international fuel, liquefied 
petroleum gas (LPG), and utility costs sharply 
upward. 

Data from the Pakistan Bureau of Statistics (PBS) 
reveals that this energy crisis caused the 
Wholesale Price Index (WPI) to jump to 6.7% 
year-on-year in March 2026, while national 
headline Consumer Price Index (CPI) inflation 
reversed its steady decline, climbing back to 7.3% 
(PBS, 2026; SBP, 2026). This sudden inflationary 
pressure demonstrates how quickly external 
geopolitical shocks can bypass traditional border 
defenses and directly destabilize domestic 
monetary targets. 
 
Regulatory Adaptations to Maritime Disruption 
To prevent extended cargo backlogs stranded at 
Karachi and Gwadar ports due to the maritime 
blockade, the state had to pivot from oceanic 
shipping to overland alternatives. In April 2026, 
the Ministry of Commerce enacted an emergency 
regulatory framework under the "Transit of 
Goods through Territory of Pakistan Order 
2026" (Ministry of Commerce, 2026). This 
statutory instrument bypassed traditional 
maritime corridors by formalizing six specific 
inland overland routes, optimizing transit 
connections through Taftan and Gabd directly 
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into Iran to sustain cross-border flow to third-
country markets. 
While this swift regulatory shift highlights a 
degree of operational flexibility, managing land-
based transit during regional crises introduces its 
own structural burdens: 
 
Financial Risk Management: Traders must 
navigate complex Customs Security parameters, 
requiring encashable financial guarantees 
equivalent to the full import levies of Pakistan to 
protect domestic revenue from cargo leakage 
(Ministry of Commerce, 2026). 
 
Logistical Complexity: Logistical friction is 
further heightened by the strict coordination 
needed for secure "cross-stuffing"—the physical 
transfer of goods between secure container units 
at border terminals under strict customs oversight. 
 
Security Overhead: Escorting high-value transit 
trade through volatile border regions requires 
significant security allocations, adding 
unexpected overhead to commercial trade. 
Ultimately, these factors show that while 
expanding infrastructure can create potential 
pathways for regional integration, the actual 
economic dividends of these transit corridors 
remain hostage to the broader security 
environment of the region. 
 
Conclusion 
Bridging Pakistan's deficit requires more than just 
physical infrastructure; it demands a synergy 
between regional diplomatic stability and 
domestic structural reforms. As the nation targets 
a sustainable pickup in growth for FY27, the 
focus remains on transforming "geographical 
potential" into "economic dexterity." Mitigating 
structural frictions and transitioning successfully 
toward a flexible inflation-targeting regime will 
determine whether Pakistan can sustainably 
convert its transit potential into a permanent 
foundation for exchange rate stability (Mahmood, 
2026). 
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