
The Rising Tide: South Asia's Place in the 
New World Order 

In the last few decades, rapid 
growth and development in Asia 
have profoundly impacted the 

topography of g loba l economic 
power. Following the Asian Tigers' 
e m e r g e n c e in the 1970s and 
China's subsequent rise, the South 
Asian region has displayed strong 
and consistent growth, due in no 
smal l pa r t to Ind ia ' s g r o w i n g 
p r e p o n d e r a n c e in the wor ld 
economy. Broad-based economic 
reforms u n d e r t a k e n by its 
constituent states since the early 
1970s have improved integration at 
both intra- and inter-regional levels 
and have expanded regional trade 
and FDI (Foreign Direct Investment) 
vo lumes . South As ia ' s ave rage 
growth rate during 2003-2008 was 
approx imate ly 8 per cent , and 
despite the protracted ill-effects on 
the global economy of the recent 
f inanc ia l c r i s i s , the r eg ion is 
projected to grow quite strongly 
in to the fu ture . ' C e r t a i n l y , 
numerous challenges remain to be 
met: the persistence of poverty, 
d i f f icu l t ies a s s o c i a t e d w i t h 
facili tating regional integrat ion, 
and i n h e r e n t s t ruc tura l and 
institutional weaknesses in these 
economies are significant in this 
regard . N e v e r t h e l e s s , the re is 
reason to be optimistic about South 
Asia's future economic prospects, 
not only because these issues are 
beginning (however slowly) to be 
addressed, but also due to a range 
of emerging growth opportunities. 
Key among these opportunities are 
the 'demographic dividend' created 
by Sou th A s i a ' s cu r r en t 
demographic transition, a rapidly 
growing middle class, increased 
global integration, service sector 
deve lopments and the regional 
benef i t s d e r i v e d from Ind ia ' s 
continued and increasing economic 
successes. 

The Demographic Dividend 

South Asia is currently undergoing 
a demographic transition, resulting 

from a change over time from high 
mortality and fertility rates to low 
ones. This has important growth 
impl icat ions: as the generat ion 
born just after the fall in mortality 
but just before the fall in fertility 
approaches working-age, the region 
experiences a significant swell in 
i ts l a b o u r - f o r c e . I n d e e d , it is 
estimated that by the year 2020, 
South Asia will have the youngest 
popu la t i on in the w o r l d . 3 T h e 
opportunity for increased economic 
growth which the demograph ic 
transition affords is termed the 
' d e m o g r a p h i c d i v i d e n d ' , a 
phenomenon which arises out of an 
increase in a country's working-age 
to non-working-age ratio. 

South A s i a ' s w o r k i n g - a g e 
population is projected to grow by 
an average of 18 million people per 
year for the next twenty years. 3 If 
this excess labour is productively 
employed, the potential benefits to 
be r eaped by the r eg ion are 
extensive. Apart from Sri Lanka, 
whose relatively early and rapid 
mortality and fertility declines have 
already generated a demographic 
dividend, the working-age to non-
working-age ratio is still rising for 
the South Asian States , and is 
estimated to peak at various times 
over the next four decades. Thus, 
these e c o n o m i e s r equ i r e a 
favourable policy environment to 
capture the m a x i m u m possible 
benef i t s of th is d e m o g r a p h i c 
change. 

B l o o m et al. c o n s i d e r some 
important factors in this regard. 4 

T h e abi l i ty of g o v e r n m e n t 
inst i tut ions to p rov ide a sound 
base for f ac i l i t a t ing the 
d e m o g r a p h i c d i v i d e n d is one . 
Particular attention must also be 
paid to labour legislation to ensure 
that the extra labour generated by 
the d e m o g r a p h i c t r ans i t ion is 
productively employed. The study 
suggests two alternative paths in 
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this respect: a 'low road' approach, 
which consists of expanding low-
wage j o b s to absorb the excess 
labour, and a Tiigh road' approach, 
w h i c h s e e k s to d e v e l o p m o r e 
highly-skilled forms of employment 
in the serv ices , indus t r ia l and 
a g r i c u l t u r a l s e c t o r s . 5 

Macroeconomic management and 
trade policy are two other factors 
that contr ibute to an enhanced 
demograph ic d iv idend. Curb ing 
in f la t ion and m a i n t a i n i n g a 
favourable domestic environment 
for the e x p e c t e d s a v i n g s and 
i n v e s t m e n t i n c r e a s e s a re 
important , as is developing the 
expo r t indus t ry to i n c r e a s e 
employment opportunities. Another 
consideration is education policy: 
the burgeoning services sector in 
South Asia requires highly-skilled 
w o r k e r s . T h e d e m o g r a p h i c 
t r ans i t i on p r o v i d e s an idea l 
opportunity for swelling the ranks 
of th i s type of worker th rough 
effective investment in education. 
Such inves tmen t s enhance the 
possibility of achieving a 'high-road' 
form of employment for a larger 
cohort of workers. 

T h e Rise of the S o u t h A s i a n 
Middle Class 

Demographic change in South Asia 
has a lso occurred a long income 
l i n e s . A s ign i f i can t dec l ine in 
poverty has pushed a large number 
of people who formerly survived on 
less than $2 a day into the ranks 
of the middle class. This effect is 
par t icular ly marked in India, a 
c o u n t r y h o m e to a s ign i f i can t 
proportion of South Asia's poor, and 
where strong growth has generated 
improvements in income over 
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several years . Sri Lanka is the 
'•sther South Asian State expected 
U> experience a large middle-class 
expansion within the next decade. 
South A s i a ' s middle class has 
grown at an average rate of 12 per 
cen l per a n n u m ove r the las t 
decade, rising in absolute terms 
from 24 million in the year 2000 to 
72 million in 2010. 6 It has been 
estimated that, by the year 2025, 
South Asia could boast a middle 
class of 1 billion people, or 55 per 
cent of its population. 7 This is a 
notable increase from its current 
proportion of 4.5 percent and, even 
more s ign i f i can t ly , r ep resen t s 
approximately one-quarter of the 
global total. India's middle class 
<.:ould, by the same year, become the 
largest in the world in absolute 
terms. * 

The ways in which a large and 
growing middle class can contribute 
to economic growth processes have 
been f requen t ly d o c u m e n t e d . ' 
Firstly, strong links exist between 
the degree of entrepieneurship in 
an economy and the size of its 
middle class. Secondly, members of 
the m i d d l e c lass con t r ibu te 
s igni f icant ly more , at leas t in 
absolute terms, to aggregate savings 
and human capital investment tban 
do their poore r counterpar ts -
middle-income groups typically save 
sizeable amounts for retirement, 
hous ing and their ch i ld ren ' s 
education, thereby providing ample 
resources for capital investment. 
Ano the r c o n s i d e r a t i o n is the 
relationship between the size of 
the middle c lass and levels of 
domestic consumption. Growth in 
the middle class raises demand for 
consumer du rab l e s and o the r 
manufactured goods. This increase 
in the s ize of the domes t i c 
consumer base encourages capital 
i n v e s t m e n t and fosters the 
development of international trade. 

There is also the possibility that, 
once the middle class reaches a 
critical mass, it creates a virtuous 
cycle of higher consumption, higher 
firm profits, higher savings and 
investment, higher growth and, 
consequendy, a larger middle class. 
A c o n t r i b u t i n g feature is the 
middle-class ' will ingness to pay 

more for high-quality goods, which 
encourages product differentiation 
among firms and, consequently, 
higher profits. 

Increased Global Integration 

South Asia has made significant 
strides in trade participation and 
f inancia l o p e n n e s s in recent 
decades. Imports and exports have 
g r o w n s t rongly - the reg ion ' s 
average export growth rate rose 
from 5.3 per cent during 1997-2001 
to 14.3 percent during 2002-2006.'° 
Similarly, import growth increased 
from 2.2% during 1997-2001 to 24.6 
per cent du r ing 2 0 0 2 - 2 0 0 8 . 1 1 

Notably, the region's export growth 
rate during 2002-2008 of 19.3 per 
cent is significantly higher than the 
global average of 11 per cent. 1 3 

Another important deve lopment 
has been an e x p a n s i o n of the 
region's base of trade partners. 
Tradit ionally, most South Asian 
s ta tes supply agr icu l tura l and 
manufactured products to Western 
markets. More recently, however, 
s t rong t rade l i n k a g e s have 
developed between these States 
and o ther d e v e l o p i n g S ta te s , 
notably in Africa, the Middle East 
and other parts of Asia. Developing 
countries received 38.1 per cent of 
South Asia's exports and provided 
43.8 per cent of its imports in 1985. 
By the year 2006, these shares had 
increased to 42.7 and 49.1 percent, 
respect ively . 1 3 Trade with China 
has, in particular, been expanding 
quite strongly since the early 2000s 
- aggregate trade between China 
and the group of SAARC (South 
Asian Associa t ion for Regiona l 
Cooperation) States was valued at 
approximately US$ 80.5 billion in 
2010, for example . 1 4 Seeking to 
further expand the scale of these 
mutual benefits, India and China 
have agreed to a bilateral trade 
target of US$ 100 billion for the year 
2015. 1 5 Encouragingly, South Asia 
also experienced a doubling of its 
intra-regional trade figures from 
2003 to 2008. 1 6 

Furthermore, FDI flows to South 
Asia have increased steadily over 

the last decade. FDI grew from US$ 
6.7 billion at the start of the 2000s 
to US $22 billion in 2 0 0 6 / 0 7 . 1 7 

Between the periods 2003/04 and 
2006/07 , FDI inflows more than 
doub l ed for the reg ion ' s three 
largest recipients: India, Pakistan 
and Sri Lanka. 1 8 Although South 
Asia's share of FDI inflows is only 
about 5 per cent of in f lows to 
developing States in Asia and about 
3 per cent of inflows to developing 
states in the world, it is increasing 
over time, indicating the growing 
a t t rac t iveness of the region for 
inves tment relat ive to its o ther 
developing counterparts. 1 9 

An in te res t ing d e v e l o p m e n t in 
South Asia's process of financial 
integration with the world is its 
slow but definite emergence as a 
source of outward FDI. In 2006/07, 
FDI ou t f lows from South A s i a 
amounted to nearly US$ 10 billion. 
Of this, USS 9.67 billion came from 
India, US$ 0.11 billion was from 
Pakistan and US$ 0.03 billion was 
attributed to Sri Lanka. 2 0 In fact, 
India is beginning to be viewed as 
a significant source of intra-regional 
F D I . T h i s r ep re sen t s a n o t h e r 
means by which the States of South 
Asia can aid each other's growth 
through closer cooperation. 

Service Sector Development 

The importance of service sector 
development to South Asia's growth 
p rospec t s is w e l l - d o c u m e n t e d . 
Services now account for the largest 
share of r e g i o n a l G D P ( G r o s s 
Domestic Product) - approximately 
55 per cent in the year 2008.* ] 

Indeed, the South Asian States 
d isp lay eno rmous potent ia l for 
g rowth t h r o u g h se rv ice sec to r 
development as against through 
a l t e rna t ive sec to r s . T h i s is 
because, firstly, there is significant 
demand for services in the global 
m a r k e t , a s we l l as n u m e r o u s 
opportunities for globalisation via 
the s e r v i c e s rou te . S e r v i c e s 
currently account for over 70 per 
cent of global GDP - more than 
twice the c o n t r i b u t i o n of the 
manufacturing sector. 2 2 Secondly, 
the production of services involves 
an extremely large cost differential 
amongst countr ies - one which 
favours South Asia. 
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Fur the rmore , a conf luence of 
economic factors has created an 
environment in South Asia that is 
conducive to services production. 
Key among such factors is the 
existence of a workforce that is 
relatively highly-skilled (as a result 
o f a s t rong t radi t ion of h igher 
education in India, for instance) 
and speaks English f luently (a 
hallmark of the region's colonial 
pas t ) . A large and w i d e s p r e a d 
diaspora that has gained exposure 
to and familiarity with the rapid 
advances in technology is another 
significant advantage; this diaspora 
played an invaluable role in the 
formation of India's IT (Information 
T e c h n o l o g y ) and i n f o r m a t i o n 
services sectors. 

T h e d e v e l o p m e n t of s e r v i c e s 
production among the South Asian 
e c o n o m i e s has equa l ly led to 
increased participation by these 
States in global services trade. As 
an indicator, during 1991-2006, 
South Asia's trade in services grew 
at 16.1 per cent , no t ab ly 
surpassing its merchandise trade 
growth of 12.7 per c e n t . 2 3 The 
composi t ion of services exports 
diverges quite markedly across the 
region: in India and Bangladesh, 
computer , communicat ions and 
other services dominate commercial 
services exports; Nepal, Pakistan 
and Sri Lanka demonstrate high 
levels of transportation and travel 
services; and the Maldives' service 
exports are dominated by travel 
services . 3 4 

Despite the considerable progress 
a l ready made by the reg ion in 
t e r m s of s e rv i ce sec to r 
development, however, much scope 
for further progress remains. In 
particular, what is required is a 
more concerted effort at achieving 
regional integration and inter-State 
c o o p e r a t i o n to fur ther the 
development of this sector. The 
benefits of agglomeration afforded 
by the services sector suggest that, 
in the absence of such cooperation, 
these countries will be unable to 
reap the greater part of potential 
e c o n o m i c ga ins f rom se rv i ce s 
developments occurring within the 
region. 

India's Success Story: Regional 

Spi l lovers 

India's emergence as a significant 
player in the global economic arena 
represents one of South Asia ' s 
most important opportunities for 
regional growth and development. 
The nature of such potential is 
multiform. Firstly (and arguably 
most impor tan t ly) , we consider 
India 's booming service sector. 
Beginning in the late 1980s with a 
b u r g e o n i n g sof tware indus t ry , 
India's service sector has expanded 
over time to embrace IT-enabled 
( i n c l u d i n g B u s i n e s s P roces s 
O u t s o u r c i n g (BPO)J, 
pharmaceutical, biotechnological 
and m e d i c a l s e rv i ces . As an 
indicator of the speed of Indian 
service sector growth, the country's 
services exports tripled between 
2002/03 and 2005/06, increasing 
from US$ 20 bill ion to US$ 60 
b i l l i o n . 2 5 F u r t h e r m o r e , India 
accounted for 60% of all global 
software outsourcing in 2008. 2 6 

I m p o r t a n t l y for the reg ion , as 
Indian IT and other service sector 
f irms cont inue to move up the 
production value chain, they are 
themselves beginning to outsource 
more routine procedures regionally. 
South A s i a n S ta tes wh ich 
d e m o n s t r a t e l o w w a g e s and a 
suf f ic ien t ly sk i l l ed work fo rce 
therefore benefit considerably from 
cont inued deve lopments in the 
Indian service sector . Regional 
service sector developments are 
thus no longer confined to India, 
but rather, have extended to the 
other South Asian States, notably 
Pakistan and Sri Lanka. The notion 
that South Asia could become a 
g loba l I C T ( In fo rma t ion and 
C o m m u n i c a t i o n T e c h n o l o g y ) 
outsourcing hub is, consequently, 
garnering attention. In order to 
real ise such an a im, however , 
considerable efforts are required to 
d e e p e n the deg ree of r eg iona l 
integration within South Asia, as 
well as to improve the regional 
infrastructure necessary to sustain 
a v i b r a n t se rv ice sec tor . 
Endeavours to improve education 
and to lower establishment costs 
to foster a favourable business 
environment are also desirable. 

Furthermore, Indian service-sector 
f i rms a re i n c r e a s i n g l y m o v i n g 
towards economic ac t iv i ty that 
involves knowledge production. For 
e x a m p l e , cer ta in Ind ian 
pharmaceutical companies have 
begun to develop new drugs, rather 
than merely producing low-cost, 
generic versions of existing drugs, 
as was previously their practice. If, 
in th is manner , Ind ia is ab le 
eventually to establish itself as a 
c e n t r e of r e sea rch and 
d e v e l o p m e n t , the po ten t i a l 
spillover benefits to the region - in 
terms of knowledge and technology 
t ransfer - w o u l d e x p a n d 
considerably. Yet again, however, 
the realisation of these benefits 
depends crucially on state's ability 
to i n t e g r a t e e f f ec t i ve ly , both 
a m o n g s t t h e m s e l v e s and with 
India. 

A second Indian 'success' which 
cou ld benef i t the r e g i o n i s i ts 
e m e r g e n c e as a sou rce of FDI 
outflows. As previously discussed, 
capital inflows to South Asia have 
been on the rise in recent years. 
Equally, however, growth in the 
Ind ian economy has spurred a 
cu l t u r e of Ind ian i n v e s t m e n t s 
overseas. India's FDI outflows have 
grown appreciably in the last five 
to ten years : for ins tance, they 
grew from US$ 5 billion in 2005/06 
to US$ 12.8 billion in 2007 /08 . 2 7 

Notably, much of India 's FDI is 
directed towards developing States, 
a significant proportion of which are 
reg iona l ly located . India is Sri 
Lanka's third-largest source of FDI 
at present, for example. As is the 
c a s e wi th s e r v i c e s e c t o r 
development , however, deepened 
r e g i o n a l t ies are d e s i r a b l e to 
ensure that higher levels of Indian 
FDI flow intra- rather than inter-
regionally. 

C o n c l u s i o n 

Despite the continued challenges 
posed by poverty, global economic 
volatility and the slow progress of 
regional integration, the unique 
and i m p o r t a n t o p p o r t u n i t i e s 
currently afforded to South Asia 
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m o v e m e n t s as wel l . T h e s e 
m o v e m e n t s wi l l unde r t ake to 
moni to r the ac t iv i t ies of these 
ins t i tu t ions not from a State-! 
centric perspective but purely from 
a people 's perspective. The civil 
society movements are need not be 
bound by market-oriented interests 
or membership constraints in the 
r e s p e c t i v e i n t e r n a t i o n a l 
organizations. This could be a very 
effective way of placing a check on 
the p r o c e s s of g l o b a l i s a t i o n 
depriving the basic rights of the 
people of 'recipient' countries. It 
is a strange phenomenon that there 
exists a quite number of monitoring 
bod ie s for eva lua t i ng the 
performance of national States of 
their a d h e r e n c e to d e m o c r a t i c 
norms and human rights values, 
but at the same time, there is no 
such body in existence to check the 
d o m e s t i c p r a c t i c e s of those 
institutions which are entrusted 
with the task of demanding such 
adherence. 
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have poised it on the brink of a 
per iod of s ign i f ican t e c o n o m i c 
growth. If appropriately harnessed, 
these opportunities could establish 
the region as a growing economic 
power of considerable note. Its 
s u c c e s s in th is r egard w i l l , 
however, depend crucially upon 
Ind ia ' s con t i nued e c o n o m i c 
a c h i e v e m e n t s and the r eg ion ' s 
ability to absorb the consequent 
spillover benefits. This , in turn, 
relies upon a far greater level of 
r e g i o n a l i n t eg ra t ion than is 
currently being experienced. Yet, 
despite the relative slowness of the 
process, greater attention is now 
being paid to achieving just this. 
If, during the next few years, South 
As ia is able to o v e r c o m e 
geopolitical concerns and improve 
regional integration, particularly 
with India, to a more desirable 
l eve l , it cou ld wel l fulfil i ts 
potential of becoming Asia's newest 
economic 'miracle'. 
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