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4 The Impact of Globalization
on South Asia
Azizur Rahman Khan

The purpose of this chapter is to analyse the impact that the increasing
globalization of the world economy is having on South Asia. The analysis
focuses on five major countries - Bangladesh, India, Nepal, Pakistan and Sri
Lanka - which account for an overwhelming proportion of the population of
South Asia.1 In 1994, these five countries together had a population of 1.2
billion, 21 per cent of world population and 38 per cent of the population of
the low-income countries, a category to which they all belong.2 By any
absolute standard of poverty these five South Asian countries account for
close to half of the world's poor.3

In this chapter, the term globalization refers to the trend reduction in
barriers to the international movement of goods, services, capital and tech-
nology. The world economy has gradually been moving in this direction for a
long time, but the process accelerated during the 1980s. Two events that
provided a qualitative boost to this trend were (1) the gradual rejection of
trade restrictions nurtured by the strategy of import-substituting industrial-
ization (ISI) that an overwhelming majority of less developed countries
(LDCs) had adopted in the post-Second World-War period, and (2) the
demise of the socialist system that had insulated its members, now classified
as LDCs, from the world economy, and indeed from each other. The first of
these phenomena spread in the wake of the debt crisis and the subsequent
adjustments that the developing countries adopted, often at the behest of the
multilateral development agencies, from the beginning of the 1980s. The
second phenomenon began at about the same time, with the launching
of post-Mao reforms in China, but came to encompass the entire socialist
world in the late l980s. \Vhile the earlier trend towards the liberalization
of world trade was led by the advanced industrial countries, the major
impetus towards the globalization of the world economy in its current phase
thus derived from the actions of the developing countries.

The principal elements of the process need to be clearly identified. First,
there is an increased flow of goods and services among nations due to a
reduction of protection of all forms: quantitative trade restrictions, tariff
and non-tariff barriers. Second, there is an increased international mobility
of capital due to a lowering of obstacles to its movement. It should be noted,
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104 Impact of Globalization on South Asia

however, that there has not been a corresponding increase in the mobility of
labour, especially of the unskilled variety with which the LDCs are relatively
abundantly endowed. A third element of globalization consists of the flow of
technology. Increased trade and capital flows have, by and large, meant
an increased flow of technology among nations, although not all aspects of
globalization have been unambiguously favourable to it. Under the rules
of globalization, individual nations have been committed to a greater respect
for intellectual property rights, which may have increased the cost of technol-
ogy for many LDCs. Finally, the era of globalization has coincided with the
revolution in information technology (IT), which has sharply reduced the cost
of international information flow and thus facilitated trade and capital flows.
This has also vastly improved the ease of cultural exchange among nations,
with far-reaching social and political consequences.

Individual countries or groups of countries have the option of becoming
integrated into the globalizing world economy or remaining insulated from it.
But they do not have the option of stopping the process of globalization itself
in so far as much of the world has become part of it. Individual countries must
now compete more fiercely than in the past for a share of the widening world
market in goods and services because many more countries have abandoned
the inward-looking ISI strategy of the past. Similarly they must compete more
vigorously than in the past for a share of international capital flows because
many more countries have drastically reduced obstacles to capital movement.
In this sense, individual LDCs do not have the choice of ignoring the process
of globalization. They must find a way of coping with it.

Of course individual developing countries can opt not to integrate into the
globalizing world economy by perpetuating some variant of the ISI regime
andlor by maintaining obstacles to capital flows. It is easy to imagine that
large social groups in many countries nurtured in an environment of com-
parative autarky in the past, would suffer adverse consequences, at least
during the transition from the existing production structure to the more
efficient production structure that would emerge after successful integration.
Whether or not these countries wish to become integrated depends on their
relative valuation of the possible loss due to the disruption of the existing
structure of production and the potential gain to be derived from integration.

Once a country decides to become integrated into the global economy,
success is not guaranteed. It must embark on a programme of economic
reform that will make integration possible, that is, increase its external trade
as a proportion of GDP and gain access to increased inflows of foreign capital
and technology. Furthermore, successful integration into the global economy,
according to the above indicators, does not guarantee the achievement of the
economic and social goals that provide the impetus for integration. It is
possible that the original estimates of potential gains and losses of integration
will turn out to be false. Even if the original estimates prove to be valid, the



Azizur Rahman Khan 105

accelerated growth in overall GDP may result in a distribution of incremental
output that is inconsistent with the country's social goals.

The following section briefly surveys the reform programmes implemented
by the South Asian countries to facilitate their integration into the global
economy and analyzes their success in attaining this objective. The next
section considers the growth and distributional consequences of the process
of integration. The final section summarizes the main findings concerning the
successes and failures of South Asia's quest for greater integration into the
globalizing world economy.

SOUTH ASIA'S INTEGRATION INTO THE GLOBAL ECONOMY

The countries of South Asia followed similar strategies of development in
the post-colonial era, adhering to an 151 strategy that varied among countries,
not in terms of essence, but in the extent of successful industrialization. India
achieved ISI on the broadest front, followed by Pakistan and Sri Lanka, with
Bangladesh and Nepal lagging considerably behind. In terms of growth in
GDP, only Pakistan exceeded an average annual rate of 5 per cent during the
1965-80 period. Sri Lanka and India averaged growth rates of 4 per cent or
just under, while Bangladesh and Nepal averaged less than 2 5 per cent.4

Unlike much of the rest of the developing world, South Asia was not,
however, severely hit by the debt crisis in the beginning of the 1980s. Bangla-
desh was the only country to have a debtservice ratio (DSR) of more than
25 per cent, with Pakistan coming second at 18 per cent. The other three
countries had a very manageable burden of external debt service.

However it became clear that these countries' growth rates were far lower
than what was needed to address their urgent problem of poverty reduction
and social development. Some countries began to realize the limitations of the
inward-looking development as fostered by the ISI strategy during the 1970s.
But it was during the 1980s that all the South Asian countries gradually came
to espouse a more outward-looking development strategy, emphasizing
export growth, openness to foreign capital and technology and generally
greater integration into the global economy.S

Policies for Greater Openness

To bring about the desired reorientation of development strategy, extensive
policy and institutional changes were made in these countries. The first, and
obviously the most important, area of reform was the trade regime. All these
countries gradually moved away from an overvalued exchange rate regime
towards a more market-determined, external valuation of their currencies.
This was combined with a sharp reduction in quantitative restrictions on
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imports and a reduction in the tariff rates. There was also a move towards
reduction of the variable tariffs on different kinds of imports. The general
effect was to reduce discrimination against exports and to open up domestic
industries to greater competition with producers abroad.

These countries also adopted extensive measures to attract foreign direct
investment. Restrictions in the form of minimum domestic equity participa-
tion were eased, provisions for profit repatriation and tax concessions were
made more generous, and export-processing zones were created. Domestic
stock markets were opened up to foreign investors at the same time that
measures were adopted for the expansion of these markets.

Industrial regulations were greatly reduced. There was a drastic reduction
in the number of industries earmarked as public monopolies, and regulations
were eased on the foreign exchange needed for the acquisition of raw mater-
ials, equipment and spares. In varying degrees these countries encouraged the
privatization of nationalized industries and widened the area of operation of
private enterprises, both domestic and foreign.

Deregulation also extended to the factor market. Market forces were
allowed a greater role in the determination of prices and the allocation of
credit. Attempts were also made to increase the flexibility of the labour
market, although this had generally limited success.

Since the economies pursued greater openness within the broader objective
of transition to a more market-oriented system, the above reforms were
complemented with extensive price, distribution and macroeconomic policy
reforms. Subsidies on agricultural inputs and utilities were reduced or abol-
ished. Public procurement and distribution of food and other goods were
drastically curtailed, There was a general emphasis on macroeconomic stabil-
ization through reduction of the fiscal deficit and control of monetary expan-
sion, with varying degrees of success.

The reforms did not progress at the same rate in all the countries. Nor did
they proceed at a steady rate everywhere. But the system of controls and
incentives were fundamentally altered everywhere between the late I 970s and
the early 1990s with the following features: (1) the domestic currencies of
these countries very nearly achieved current account convertibility; (2) quant-
itative restrictions on imports were drastically reduced in comparison with the
past and the rate of tariff protection was brought down sharply, thereby
substantially opening up the domestic market to imports from the rest of
the world; (3) incentives (disincentives) to exports were improved (reduced)
very substantially; and (4) it became possible for private foreign investors to
operate in much wider area of these economies under more attractive terms
than before.6

It is difficult to carry out a rigorous analysis of the effectiveness of the
outward-looking reforms undertaken in the individual countries due to the
difficulty of precisely dating their implementation. Sri Lanka and Bangladesh



Azizur Rahman Khan 107

started in the late 1970s. In Pakistan reforms were begun in the early 1980s
but intensified in 1987-88. The Indian reforms got under way in the early
1980s but were greatly intensified in 1991. Nepal began its reforms in the mid
1980s. It is likely that the reforms started to produce results some time in the
second half of the 1 980s, with more clearly discernible results coming later in
India's case. As Tables 4.1, 4.2 and 4.3 show, the South Asian countries have
achieved considerable success according to several indicators of integration,
but they have not performed particularly well against other indicators.

Export Growth

All the South Asian countries were substantially more export-oriented in 1994
than in 1980. The growth rate of exports was particularly rapid during the
early I 990s. Not only did exports rise as a proportion of GDP and as a
proportion of world exports, the composition of exports also changed sharply
in favour of manufactured goods and away from primary goods (Table 4.1).

The improved trade performance of the South Asian countries during the
period of globalization should, however, be put in perspective. First, it should
be noted that the weighted export/GDP ratio of these countries in 1994 (13.4
per cent) was well below the export/GDP ratio of the 51 low-income LDCs
(19 per cent).7 These countries have indeed increased their share of world
exports during the era of globalization, but their combined exports only
increased from 0.66 per cent of world exports in 1980 to 0.89 per cent in
1994.8

Second, the hope that increased diversification into manufactured exports
would protect these countries from a decline in the terms of trade was not
borne out in many cases: with the exception of India, all these countries have

Table 4.1 Indicators of export growth of South Asian countries

Exports as Growth rate of exports
of GDF (% per year)

Manufactured
exports as % of

total exports

Note: The first two columns refer to exports of goods and non-factor services. All
other columns refer to merchandise exports.
Sources: World Bank (1988, 1993a, 1995a, 1996a).

1980 1994 1970-80 1980-90 1990-94 1986 1993

Bangladesh 6 12 3.8 7.5 12.7 73 81

India 7 12 4.3 6.3 7.0 62 75
Nepal 12 24 10.9 7.8 22.1 68 84
Pakistan 12 16 0.7 9.5 8.8 68 85
Sri Lanka 32 34 2.0 6.3 17.0 41 71
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experienced a significant deterioration of their terms of trade during the
period of globalization.9

Third, there has been little increase in trade among the South Asian coun-
tries. It is paradoxical that these countries, because of the large-scale, actual
and potential complementarities that exist among their economies, should
undertake an export-led development strategy while remaining virtually
autarkic with respect to each other. As Table 4.2 shows, trade among these
countries is extremely low. In recent years, shares of exports to other South
Asian countries have fallen for Bangladesh, Pakistan and Sri Lanka
and increased marginally for Nepal. Only India has registered a significant
increase in exports to its South Asian neighbours; but nonetheless the share
remains pitifully low. The time period covered by Table 4.2 is admittedly
short, but information about the share of intraregional trade for the region as
a whole is available over a longer period and it does not indicate a pattern of
dynamic growth. Together the five South Asian countries sent 3.3 per cent of
their aggregate exports to other South Asian countries in 1980. In 1994 the
proportion rose to 4.1 per cent. Admittedly there is an unquantified flow of
illegal trade between Bangladesh and India, between Pakistan and India, and
between India and Nepal, but the very fact that trade among these countries
has been partly driven underground is a testimony to the hostility

Table 4.2 Trade among South Asian countries (per cent of total exports of
countries of origin)

Total South
Bangladesh India Nepal Pakistan Sri AsiaLanka

Source: United Nations (1995).

Destination

Origin:
Bangladesh

1990 1.3 0.7 1.3 0.1 3.4
1993 - 0.4 0.2 1.3 0.6 2.5

India
1990 1,7 - 0.3 0.2 0.7 2.9
1994 2.5 - 0.5 0.2 1.4 4.6

Nepal
1990 1.6 12.2 - - - 13.8
1993 0.3 9.9 - 0.2 4.5 14.9

Pakistan
1990 1,8 0.9 - - 1.2 3.9
1994 1.6 0.6 - - 0.9 3.1

Sri Lanka
1990 0.5 1.1 0.1 1.7 - 3.4
1994 0.2 0.7 - 1.3 - 2,2
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of public policy to integration among them, which is ironic in view of their
membership of the South Asian Association for Regional Cooperation
(SAARC).

Capital Flows

Table 4.3 shows the trend in private capital flows - foreign direct investment
(FDI) and net portfolio equity investment (PEI) - in South Asia during the
era of globalization.'0 Both these types of foreign capital, especially PET, have
increased in absolute magnitude in recent years. But South Asia's share of
aggregate FDI flows into LDCs - the most dynamic component of foreign
resources - representing a combination of capital, technology, management
and international marketing - has actually declined over time. In recent years
there has been a sharp rise in PEI due largely to the privatization programmes
under which parts or all of the equity of state-owned enterprises were offered
for sale, often to non-resident nationals.

Information Technology

Although little is known precisely about the development of information
technology (IT) in South Asia during the period of globalization, two distinct
aspects are apparent. The first of these is the development of the industry
for domestic use and export. The importance of this lies in the fact that
the world demand for this industry's products is rising faster than for most
other products. A share in this rapidly expanding market provides assurance
of rapid export growth. There are instances of LDCs setting up industries
in microelectronics, semiconductors and software by attracting FDI and
investing in physical and human capital. Korea, Taiwan and Singapore

Table 4.3 Private foreign investment in South Asia (value is in US$
billion, share represents percentage of total for all LDCs)

Source: World Bank (l996c), pp. 134-6.

Foreign direct investment
Value Share

Portfolio equity investment
Value Share

1980 0.2 3.6 0.0 n.a.
1985 0.3 2.3 0.0 n.a.
1990 0.5 1.9 0.1 2.7
1991 0.5 1.3 0.0 n.a.
1992 0.6 1.3 0.4 2.8
1993 0.8 1.2 2.0 4.4
1994 1.2 1.6 6.2 17.8
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have already emerged as major IT traders, after the United States, Japan, the
European Union, and Canada. Malaysia, Indonesia, Thailand and China are
rapidly emerging as second-tier international IT traders.11

Quantitative knowledge about the extent to which the South Asian coun-
tries have succeeded in this kind of enterprise is virtually non-existent. It
is, however, well known that India has made a successful venture into
software, for which the prospects look bright. Until recently Western
companies recruited large numbers of computer programmers from Bangalore
at low wages (by Western standards), but many of those programmers have
returned to Bangalore to launch their own software firms and have emerged as
significant exporters to the industrial countries.12 This clearly indicates that
India (and some of the other South Asian countries) has the distinct possibility
of becoming a significant producer and exporter of certain components of IT
technology once the remuneration paid to trained personnel, in which the
region is well endowed, is adequate and sufficient investment is forthcoming.

The second aspect of the development of IT is the improvement of IT
infrastructure in order to improve the efficiency and productivity of the
industrial and service sectors. It has been argued that an improved IT infra-
structure reduces the cost of communications and increases productivity,
especially of scarce skilled labour. Furthermore it has been suggested that
IT improves the relative advantage of small-scale enterprises because of the
relative efficiency with which it can be used even when the scale of operation
is small.'3 Once again information on the spread of IT infrastructure is very
limited, although it is known that several South Asian countries, notably
India, have made significant strides in promoting IT at the firm level.

Table 4.4 shows South Asia's endowment in some of the more traditional
components of IT. The region clearly lags far behind the average developing
countries, although the better endowed of the South Asian countries are on a

Table 4.4 Indicators of communications technology in
South Asia (per thousand persons in the early l990s)

Source: UNDP (1996).

Telephone Radio Television

Bangladesh 2 44 5

India 7 80 37
Nepal 3 34 2
Pakistan 9 91 18
Sri Lanka 7 200 49

LDC average 23 176 56
China 7 182 31
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par with China, a country that has achieved unprecedented growth by taking
advantage of the globalization process.

GROWTH AND POVERTY

The argument that integration into the globalizing world economy enhances
growth, improves the distribution of income and helps reduce poverty is
based on the standard theory of trade. Integration leads to an allocation of
resources that is consistent with comparative advantage, which represents
greater efficiency and higher output. The end of ISI means that industries
are no longer insulated from international competition or condemned to the
limited scale dictated by the domestic market. These changes enhance effi-
ciency and ensure higher productivity. A greater inflow of foreign capital and
technology further contributes to growth. Adherence to comparative advant-
age leads to a concentration of labour-intensive industries, the abundant
factor of production in the LDCs. This leads to a faster increase in employ-
ment and wages, which improves the distribution of income and reduces
poverty. To what extent have these expectations been realized in South Asia
in the decade of increased integration into the world economy?

Globalization and Economic Growth

Table 4.5 shows the South Asian countries' rates of growth from 1970-95.
Most of these countries achieved higher growth during the 1980s than during
the I 970s. Several of them, however, failed to maintain this higher growth in
the early 1990s. It is difficult to determine how much of the acceleration of the
growth rate in the I 980s compared with the I 970s was due to greater integra-
tion into the world economy because in most cases this took place during the

Table 4.5 GDP growth rates for South Asian countries
(per cent per year)

* 4.2 per cent between 1975 and 1980.
Sources: World Bank (l995a, 1996a); Bangladesh Bureau of
Statistics (1996); International Monetary Fund (1996).

1970-80 1980-90 1990-94 1995

Bangladesh 2.4* 4.3 4.2 4.4
India 3.4 5.8 3.8 6.2
Nepal 2.0 4.6 4.9 5.8
Pakistan 4.9 6.3 4.6 5.3
Sri Lanka 4.1 4.2 5.4 5.5
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decade itself, and generally quite late. A country by country analysis of
periodic changes in the rate of growth illustrates the dilemma more clearly.

In Bangladesh, the annual average growth rate during the 1 970s was biased
downwards due to the dislocations of the war of independence. If the first
few years of dislocation after independence are excluded, there has been
no change in the periodic growth rates since 1975. Extensive reform of
economic policies and institutions, leading to a far greater external orienta-
tion than in the past, has not led to any perceptible acceleration of growth
in GDP.

In Pakistan, economic growth appears to have been a matter of political
cycles.14 Indeed the highest rate of growth was achieved during the 1960s (6.8
per cent per year) using an 1ST strategy, supported by large capital inflow and
under an authoritarian regime. Under the democratically elected regime the
growth rate fell to 4.8 per cent per year between 1970 and 1977. Between 1977
and 1988, again under an authoritarian regime, the growth rate accelerated to
6.7 per cent per year. Economic reforms began with deregulation and privat-
ization during this period, when a spectacular rise in remittances by migrants
provided a major impetus to growth. From 1988, after the restoration of
democracy and the acceleration of reforms aimed at greater integration into
the world economy, the rate of growth fell below 5 per cent per year, on
average.

In India, the rate of growth accelerated significantly during the 1 980s and it
has been claimed that this was, at least partly, due to the beginning of reforms
in the early to mid 1980s. The strongly externally oriented and accelerated
reforms from 1991, however, were accompanied by a fall in the growth rate,
which was at least partly attributable to a weather-induced slowdown in
agricultural growth in the early 1990s. In India the impact of globalization
has been far weaker than in, say, China, where the sharp slowdown of
agriculture after the mid 1980s was easily outweighed by the extraordinary
surge of the non-agricultural economy under China's rapid integration policy.

In Nepal, the higher growth rate in the 1980s predated the beginning of
reforms by at least half a decade. Sri Lanka's reform began in the late 1 970s,
but periodic interruptions to the reform programme and the serious ethnic
conflict make it very difficult to judge its effects on growth, which was about
the same in the l980s as in the l970s. Growth accelerated in the early 1990s
and credit for this has been attributed to the country's increased commitment
to reforms since 1989.

The growth performance of South Asia during the era of globalization has
thus been mixed. Either there is no evidence of a rise in the trend rate of
growth (Bangladesh and Pakistan), or the rise clearly predates the beginning
of global integration (Nepal) or the increase in growth has been relatively
modest (India and Sri Lanka) and not robust enough to prevent periodic
lapses into low growth (India). The point is not that increased integration into
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the global economy has not resulted in further growth, but rather that the
added impulse has not been strong enough to outweigh structural and cyclical
shocks to the economy (for example bad weather and political cycles).

One popular explanation of the weakness of the growth impulse that
should result from globalization is that the economic reform programme
has not gone far enough. This view, which is dominant among the multilateral
development agencies, is unconvincing though extremely difficult to refute. It
is difficult to refute because it is always possible to show that the incentive
system contains substantial irrationalities. However, it is obvious that the
reforms have radically transformed the incentive systems of the South Asian
countries. While it is difficult to compare levels of reform and incentive
systems across countries, it could be argued that reform of the trade regime
and the incentive system in general has been more extensive in South Asia
than in China. The success of reforms has clearly been enormously greater in
China than in South Asia (notably India).

The alternative explanation of the inadequate growth performance in post-
reform South Asia is that successful integration into the world economy
requires more measures than just reform of the trade regime and other
incentives for greater allocative efficiency. Without additional measures the
growth impulse is weakened or even rendered ineffective. The additional
measures required vary from one country to another and their identification
is too big a task to be tackled in the present study. There are, however, three
common missing elements that stand out in the case of the countries of South
Asia.

The first relates to the inadequate political structure within which South
Asia has been pursuing its development goals. This has two distinct dimen-
sions: regional and national. Regionally, South Asia consists of a group of
countries with serious bilateral hostilities and tensions that are an impediment
to their development. Quite apart from the commitment of intolerably large
volumes of resources to defence, these hostilities and tensions have prevented
the growth of trade among these countries, a phenomenon that was discussed
in the previous section. Elsewhere - for example East Asia (see Chapter 5) -
opening up to the world economy began with a sharp increase in trade with
regional neighbours. When trade with neighbours is blocked by artificial
barriers, much of the potential incremental effect on exports is lost. There
are additional costs of such 'regional autarky', for example FDI would have
been far greater had the state of autarky not existed among the SAARC
neighbours.

Another political dimension inhibiting growth benefits from integration
is that all the South Asian countries have had serious problems of governance.
In Sri Lanka this has taken the form of open ethnic warfare. In Bangladesh
and Pakistan there has been an endless quest for a non-dictatorial regime
that is able to govern effectively. In India there has been a gradual erosion
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of the authority of the central government and a failure to create a system
of governance that takes account of the great regional diversity of the
country.

The second element is lack of an incentive system to compensate for
the abolition of the incentive system under 1ST. Whatever its inefficiencies,
the ISI strategy provided a strong incentive to invest. Once the system
was scrapped, an alternative incentive system should have been created to
maintain the incentive to invest. This is especially important in view of
the 'generalized infancy' suffered by industries in South Asia due to inad-
equate infrastructure and skills, as well as administrative overheads and
institutional preconditions. It is well documented that a crucial element of
success in East Asian development was targeted public support of potentially
worthwhile industries.15 That dismantling an 1ST regime without creating an
alternative incentive system can adversely affect the incentive to invest is
most graphically demonstrated by Bangladesh, where the rate of investment
fell from its peak of 16 per cent of GDP in 1980-8 1 to less than 12 per cent
in the early 1990s.'6 This prolonged decline in the rate of investment is the
central explanation of Bangladesh's stagnant growth rate. Similarly, in Ban-
gladesh and elsewhere, agricultural production was adversely affected by
the market reforms: the reduction or abolition of input subsidies and other
forms of support were not compensated for by alternative incentives to
produce. Without targeted support it is hard to see how these countries
could establish industries such as IT even if they do have potential com-
parative advantage in them.

The third element is related to the issue just discussed. Compared with
successful developing countries in East Asia, South Asia's infrastructure and
human capital are relatively underdeveloped (Sri Lanka being an exception in
the case of the latter).

Table 4.6 shows some of the readily available indicators for South Asia,
developing East Asia and South-East Asia and the Pacific. South Asia's
disadvantage relative to the rest of developing Asia is all-embracing but is
particularly acute in basic human capital and the human capital endowment
of women (reflected in the very low index for gender-related development). As
human capital is a principal determinant of labour productivity, South Asia's
international competitiveness in the globalizing world economy is seriously
handicapped.

What about the argument that the gains from globalization will be greater
in the future as a result of the reforms agreed during the Uruguay Round of
GAIT? OECD tariff and non-tariff barriers often constitute greater protec-
tion against exports from LDCs - particularly the South Asian countries -
than from the industrialized countries.'7 Once the OECD countries fully
implement the Uruguay Round reforms - including the tariff reduction for
manufactured products, tariffication of non-tariff barriers in agriculture,
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Table 4.6 Indicators of human development and infrastructure
(reference year 1993)

Source: UNDP (1996), which explains both concept and measurement of the
human development index and the gender-related development index.

reduction of export and production subsidies in agriculture, and elimination
of the Multifibre Arrangement - there should be substantial gains for the
LDCs, including the South Asian countries. Detailed numerical exercises
have been carried out to estimate these gains. The model with the most
detailed regional estimates shows that the total direct (that is, short-term)
gains for South Asia from all these reforms will amount to 1 per cent of its
GDP, and that when all indirect benefits are accounted for these gains will
amount to 2 per cent of GDP.'8 Two points need to be noted. First, these
gains, though significant, are not very high. Indeed South Asia will appro-
priate less than 4 per cent of the global benefits of Uruguay Round liberal-
ization according to the model just cited. Second, these numerical estimates
are based on continuation of the market shares of the individual countries
concerned. There is nothing immutable about these market shares in a gb-
balizing world economy. Rather the actual outcome will be determined by the
international competitiveness of countries and regions.

Poverty Trends during the Era of Globalization

Reasonably good estimates of long-term trends in the incidence of absolute
poverty - per cent of population below a defined, constant, real per capita
income or expenditure, usually anchored to a minimum level of nutrition in a
benchmark year with allowance for minimum non-food expenditure, and
updated by increases in the cost of living - are available for Bangladesh,
India and Pakistan. Some rudimentary estimates are available for Nepal, but
estimates of poverty trends in Sri Lanka are not available.

South Asia East Asia South-East Asia
& Pacfic

Life expectancy (years) 60.3 68.8 63.7
Adult literacy (per cent) 48.8 81.0 860
Combined enrolment rate at all

levels of education
52 58 59

Human Development Index 0.444 0.633 0.646
Gender-Related Development Index 0.410 0.610 0.621
Radios per thousand persons 87 212 153
Televisions per thousand persons 33 38 60
Commercial energy per capita

(kg of oil equivalent)
267 711 380
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Poverty Trends in Bangladesh

According to available estimates the incidence of absolute poverty in Bangla-
desh declined significantly between the mid 1 970s and the mid 1 980s, but since
then the incidence of poverty appears to have increased. Evidence for this is
available from several sources.19

Estimates of the incidence of poverty have been made by using data from
the Household Expenditure Surveys (HES) of the Bangladesh Bureau of
Statistics (BBS) for different years. According to the BBS estimates, the
proportion of the population in extreme poverty, those with a per capita
food energy consumption of less than 1805 kilocalories per day, increased
from 22 per cent in 1985-86 to 28 per cent in 1991-92 (quoted in World Bank,
I 995c). Alternative estimates of poverty have been made by Ravallion and
Sen (1994) by applying a constant real income poverty threshold to the HES
data. All three indices of poverty - the headcount ratio, the poverty gap index
and the squared poverty gap index - used by Ravallion and Sen reveal a
steady rise between 1985-86 and 199 l_92.20

Unfortunately HES data are not available after 1991-92. Conflicting evid-
ence from several alternative sources, each documenting change over short
periods on the basis of relatively small samples of data, are often cited in
support of divergent claims about trends in the incidence of poverty since
199 1-92. The next HES data (for the year 1995-96) have not yet been
released, so we shall take the trend in real wages of agricultural workers as
an indicator of the living standard of the masses. In the past this index moved
consistently with the trend in the incidence of poverty estimated from the
HES. It is highly implausible that the living standard of the masses in
Bangladesh's overwhelmingly dominant rural society would improve (dete-
riorate) while the index of real wages fell (rose) significantly. After rising
steadily during the first half of the l980s the real wages of agricultural work-
ers declined by as much as 20.1 per cent - that is, 2.5 per cent per year -
between 1985-86 and 1994_95.21 It is true that wages are just one source of
rural income, accounting for about two fifths of the income of poor rural
households. It is, however, highly unlikely that the kind of decline in the
supply price of agricultural labourers indicated by the above trend in real
wages would be consistent with a non-diminishing real income of the house-
holds supplying agricultural workers. It, therefore, seems highly likely that in
the early 1990s there was a further increase in the incidence of poverty in rural
Bangladesh, the overwhelmingly dominant part of the country.

Another strong indicator of a fall in the real income of the poor is the
decline in the real price of basic food (grain and rice) in spite of a fall in the
per capita consumption of rice and cereals over the last two decades (this issue
is dealt with in detail in Khan, 1990). More recently, between 1989-90 and
1995-96 there was a 7 per cent decline in the per capita consumption of cereals
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but a steady rise in per capita income. That this happened without a rise in the
real price of rice - indeed the price fell - points to a negative income elasticity
of demand for cereals, which is highly implausible given the low average level
of food energy consumption in Bangladesh. The only way to make sense of
the evidence is to assume that there has been a fall in the real income of the
poorer population groups, who have a higher income elasticity for cereals
than do the richer groups of people, so that the weighted average income
elasticity of demand turned out to be negative.22

The rate of growth in per capita income was higher in the decade after 1985
than in the previous decade due to a decline in the rate of population growth.
And yet the incidence of poverty declined significantly in the decade before
1985 while it appears to have increased in the subsequent decade. This
asymmetrical performance needs careful analysis. Two possible reasons for
the increase in poverty since the mid 1980s suggest themselves. The first is the
decline in the growth of agriculture in this period, especially since the late
I 980s, which must have been the main reason for the decline in real wages in
agriculture. It has been alleged that the decline in agricultural growth was at
least partly due to the withdrawal of subsidies on inputs, which was an
integral part of the overall reform programme aimed at integration into the
global economy. The second possible explanation is the gradual elimination
of consumer subsidies and special programmes, which might have increased
the cost of living and reduced the real incomes of the poorer segments of the
population relative to others. This too was a part of the reforms to promote
global economic integration.

Poverty Trends in India23

Headcount indices of poverty for selected years for India are shown in
Table 4.7. Between 1969-70 and 1989-90 ten observations of poverty inci-
dence are available (the intermediate ones have not been shown in the table)
and they reveal a steady decline in the incidence of poverty, with only very
minor exceptions. The first major break in trend occurred in the early 1990s
with the intensification of outward-looking reform, when the incidence of
poverty increased. By 1993-94 the incidence of poverty in rural India had
once again begun to decline; but even so the incidence of poverty in rural
India, where most people live, was higher than in the period before the
accelerated reforms.24

The time series in the post-reform period is too short and erratic to permit
unambiguous conclusions. It is, however, clear that during the period of
accelerated reforms aimed at integration into the global economy, India
experienced some of its nastiest poverty shocks in recent times and the steady
trend of declining poverty over the preceding two decades was broken. The
most obvious explanation of the rise in the incidence of poverty in the early
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Table 4.7 Percentage of population in poverty in India

Source: Tendulkar et al. (1996). Of the two sets of
estimates made by the authors, the one pertaining to
the lower poverty threshold (that is, showing lower
incidence of poverty) has been quoted in the table.

1 990s was the rise in the relative price of food, due largely to liberalization of
the trade regime which reduced the wedge between the domestic and external
prices of food that obtained in the years before reform. As the majority of the
poor in India are net buyers of food, this rise in the relative price of food
damaged the welfare of the poor.25 This effect might have been mitigated if
increased globalization had led to higher growth in per capita income. As
already noted, the rate of growth in output actually declined in the early
1 990s. The period of globalization also witnessed a sharp reduction in the rate
of employment growth in India, an issue that is discussed below.

Poverty Trends in Pakistan26

Table 4.8 summarizes the trend in poverty incidence in Pakistan during recent
decades. There was a steady decline in the incidence of poverty during the two
decades leading up to 1987-88, when the reforms aimed at opening up the
economy began. Thereafter Pakistan experienced an increase in the incidence
of poverty.

Table 4.8 Percentage of population in poverty in
Pakistan

Source: Amjad and Kemal (1996).

Rural Urban

1969-70 49.1 38.8
1984-85 25.9 21.2
1987-88 18.3 15.0
1990-91 23.6 18.6
1992-93 23.4 15.5

Rural Urban

1969-70 41.7 48.1
1989-90 19.8 32.3
1990-91 20.1 32.4
1992 28.7 33.9
1993 25.6 38.9
1993-94 21.1 31.0
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Amjad and Kemal (1996) identify a number of explanations for the rise
in the incidence of poverty after the acceleration of outward-looking reforms.
Some of these explanations are directly linked to the reforms, others
are structural. The rate of growth of the economy, as noted before, fell
while inequality in the distribution of income increased (as documented
by the falling share of income of the poorest quarter of the population).
Increased inequality was due partly to the reform process itself, for example
a reform of the tax structure made it more regressive, and there was a
reduction of the subsidies and public expenditure that had benefited the
poor. The reduction in agricultural subsidies adversely affected the poor in
two distinct ways: the productivity of subsistence farmers fell due to the
partial withdrawal of modem inputs; and a large proportion of the poor,
who were net buyers of food, were hurt by the rise in the price of food
that resulted from the compensatory policy of increasing agricultural pur-
chase prices. Growth in employment declined sharply from 2.5 per cent per
year in the period preceding 1987-88 to just 1 per cent per year in the period
after 1987-88. This was partly due to the fall in public employment that
occurred as a result of the reform programme's emphasis on reducing public
expenditure. Remittances from migrants - which in the past had helped
the poor both directly by augmenting their incomes and by expanding
employment through the increased investment that it financed - fell sharply.
There was also increased concentration of agricultural landholdings among
fewer hands.

Poverty Trends in Nepal

The evidence for Nepal, although far less convincing than the evidence for the
countries discussed above, also suggests a rise in the incidence of poverty
between 1985 and and 1992.27 This change is not easy to explain in view of the
steady rise in per capita income over the period and the absence of convincing
documentation that the distribution of income sharply deteriorated. One
adverse change for the poor was the rise in the relative price of food. This
was due to the reform of the trade regime, food being a net import. Most of
the poor being net buyers of food, the rise in the relative price of food
contributed to an increase in the incidence of poverty.

To sunniarize, South Asia's steady progress towards a reduction of the
incidence of absolute poverty appears to have slowed down, halted or
reversed in the wake of reforms in the period of globalization. This was partly
due to disequalizing forces inherent in the reform programmes. Greater
integration into the world economy meant a rise in the relative price of food
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that was imported/traded internationally. In India, Pakistan and Nepal there
is evidence that this particularly affected the poor, the majority of whom were
net buyers of food. The reforms often involved the removal of agricultural
subsidies, causing a reduction in the growth of agriculture, the principal
source of income for the majority of the population.

Globalization and Employment

Contrary to the expectation that greater integration into the world economy
would lead to growth in employment, there appears to have been a sharp
reduction. In Pakistan, annual growth in employment in manufacturing in the
three years after the acceleration of reforms (that is, between 1987-88 and
1990-91) was 0.2 per cent while manufacturing output grew at an annual
average rate of 5.3 per cent, yielding an output elasticity of employment of

0.04.28 In Bangladesh, employment in most major manufacturing indus-
tries, including jute textiles, cotton textiles, paper and steel, declined abso-
lutely in the early 1990s.29 In India the output elasticity of employment in
manufacturing industries during the period 1987-92 was 0.23.°

That this represents an extraordinarily low degree of labour intensity in
industrial growth can be gauged by comparing it with the output elasticities of
employment in manufacturing in Korea:3' during 1970-80, 0.67; during
1980-90, 0.45. By the 1980s Korea had been transformed into a high-wage
economy by LDC standards. It is appropriate to consider its elasticity in the
l970s when comparing Korea with contemporary India. Employment elasti-
city in Indian manufacturing, on this basis, was only one third of that of
Korea!

This phenomenon of sharply reduced labour intensity in industrial growth
during the period of globalization needs careful analysis, but in the absence of
suitable studies one can only surmise what its cause might have been. Integ-
ration into the global economy has created tremendous pressure for improved
international competitiveness, that is, reduced unit labour costs. Many of the
industries developed under the previous 1ST regime incorporated concealed
unemployed labour, especially in public-sector enterprises. Faced with the
pressure to reduce their unit labour costs, these industries, often privatized,
did all they could to reduce their concealed unemployment. Thus the head-
count rate of employment growth became very slow even though labour
absorption at constant intensity of employment may have increased at a
reasonable rate. Once concealed unemployment is eliminated, the headcount
rate of employment growth will be higher. Industries will have become more
efficient by the end of the transition, but the transition has been marked by
increased unemployment.

These countries should have exercised better management of the transition
process. It was certainly efficient to improve the effectiveness of employment
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in industries, but the incrementally unemployed workers should have been
protected either by public works programmes or by some form of unemploy-
ment insurance. It was certainly efficient to end the discrimination against
producers of food and agricultural goods in the form of artificially depressed
prices that was fostered under the IS! trade regime, but the adverse effect this
had on the living standard of the poor should have been mitigated by care-
fully designed programmes: for example targeted income subsidies and tar-
geted public distribution and public works programmes to supplement the
earnings of poor households. Substantial public resources should have been
committed to such programmes and policies, but the contractionary macro-
economic policy that was a part of the reform programme during the era of
globalization ruled this out.

CONCLUSIONS

The main arguments of this chapter are summarized as follows. During the
1980s the South Asian countries followed many other LDCs in gradually
moving away from the ISI strategy to become better integrated into the global
economy. This course of action was more than justified in view of the
inefficiencies and limitations of ISI as a development strategy.

These countries implemented extensive reforms of their trade regimes and a
multitude of other policies and institutions at the behest of the multilateral
development agencies. They achieved significant success in increasing their
trade, both as a proportion of GDP and as a proportion of world trade. Trade
among themselves, however, remained very restricted due to serious bilateral
hostilities and tensions. All the countries had very limited success in attracting
FDI. With few exceptions, these countries have not succeeded in breaking
into the IT export market; they have also lagged behind the newly industri-
alizing East and South-East Asian countries in adopting IT technology in
their own industries.

Increased integration into the global economy has brought some growth,
but this has not been robust enough to outweigh the periodic effects of
adverse weather and/or political cycles. That increased integration has failed
to produce a more powerful growth impulse is also due to the preoccupation
of the reforms with allocative efficiency and neglect of the complementary
measures needed to create a broader framework for growth. Three deficien-
cies stand out: (1) the lack of effective governance, leading to a failure to
promote regional cooperation and to a failure to build a consensus in favour
of an effective development strategy; (2) the failure to replace the discarded
151 system by an alternative system of incentives to invest in potentially
worthwhile activities, and (3) the failure to promote investment in infrastruc-
ture and human capital.



122 Impact of Globalization on South Asia

Globalization has not allowed South Asia's progress towards poverty
reduction to continue at its previous pace. Indeed it has often slowed down
or temporarily reversed. This has been due to structural inequality being
aggravated by the disequalizing forces unleashed by the reform packages
that were adopted in the pursuit of global integration. It might have been
possible to offset the adverse effects of these forces if the integration process
and growth had been more robust.

Notes

Although there is no unambiguous way of defining South Asia, one widely used
definition is that it consists of the member countries of the South Asian Asso-
ciation for Regional Cooperation (SAARC): Bangladesh, India, Nepal, Pakis-
tan, Sri Lanka, Bhutan and the Maldives. The reason for excluding Bhutan and
Maldives from the present analysis is that, apart from their minuscule size
(together they account for less than 0.08 per cent of the population of the
SAARC countries), information on them is very limited. There is also the
question of whether Myanmar should be considered a part of South Asia, but
it would make little sense to include it in a study of globalization, partly because
of the lack of relevant data and partly because Myanmar is only just beginning
to shed the autarkic economic strategy it has followed for decades.
All countries in this World Bank category had a per capita income of less than
$725 in 1994, according to the World Bank's 'atlas method'. Of the 133 coun-
tries, each with at least a million people, included in World Bank (l996a), 51
belonged to this category.
The World Bank (1990) estimated that South Asia had 47 per cent of world's
poor in 1985.
See Khan (1994) p. 53.
For an excellent account of the past development strategy in the Indian context
see Bhagwati (1993).
The most detailed chronicles of policy reforms in individual countries are the
World Bank's periodic country economic memoranda. For independent
accounts of the Indian reforms from different perspectives, see Bhagwati and
Srinivasan (1993) and Bhaduri and Nayyar (1996). For an independent account
of the Bangladeshi reforms see Centre for Policy Dialogue (1995).
See World Bank (l996a).
These ratios are based on data in World Bank (1996b), pp. 216-17.
Between 1985 and 1994 the terms of trade declined by 13 per cent for Nepal, 25
per cent for Bangladesh, 10 per cent for Pakistan and 17 per cent for Sri Lanka.
For India there was an improvement of about 9 per cent. See World Bank
(1996a), p. 192.
Like most World Bank reporting of capital flows, the figures in Table 4.3 seem
to refer to net flows of capital (that is, net of any withdrawal of past capital
investment), but not net of repatriation of dividends and interest.
See the report entitled 'IT pact just around the corner, say US and EU' in Asia
Times, 13, December 1996.
See 'Asia's Labour Pains' in The Economist, 26, August 1995.
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See La! (1996) for the sources of these arguments and for a study of the effect of
IT on a sample of electrical and electronic goods manufacturing firms in India.
Lal's very limited sample does not provide conclusive evidence of improved
productivity through the use of IT. He attributes this to the time lag in the
productivity effect of IT, whose application in the Indian industries studied by
him has been recent.
The idea of the political cycle and the rates of growth in different periods of the
cycle are from a paper by Amjad and Kemal (1996).
References to this topic are well known. Of particular interest is the recent paper
by Wade (1996a).
The Bangladeshi case is perhaps extreme and is discussed in Khan (l996a).
See World Bank (1993c), p. 49 for details of discriminatory OECD protection
against exports from LDCs, including South Asia.
See Harrison et al. (1995).
Evidence for the period up to the mid 1980s is analysed in Khan and Hossain
(1989). For more recent periods see Ravallion and Sen (1994) and World Bank
(l995c).
The headcount ratio simply shows the proportion of population in poverty, that
is, below the poverty threshold. The poverty gap index the ratio of the total
income gap of all the poor to the total income required to provide everyone with
just enough income to rise above the poverty level - is a composite measure of
the number in poverty and the average extent of their poverty. The squared
poverty gap also gives an indication of the distribution of income among the
poor. See Ravallion and Sen (1994) for further explanation and additional
references.
According to the data collected by the Agricultural Statistics Wing of the
BBS, the average daily money wages of male agricultural labourers without
food changed from Tk29.54 in 1985-86 to Tk42.25 in 1994-95. Between
these two dates the rural consumer price index increased by 79.06 per
cent (BBS, 1996). This means that at 1985-86 purchasing power, the daily
agricultural wages in 1994-95 were Tk23.60 or 20.1 per cent lower than in
1985-86.
The problem of the worsening distribution of income in Bangladesh during the
post-1985 period has two distinct dimensions: there was a fall in the average
rural income relative to the average urban income, while intrarural inequality
did not change significantly; and there was a rise in urban inequality. For
evidence see the BBS estimates of rural and urban Gini ratios reported in
World Bank (1995c).
Evidence cited here is from Tendulkar et al. (1996).
One might wonder about the impact of the earlier reforms, that of the early
1 980s, on poverty. There is no evidence that the reduction in rural poverty was
halted at that time, although the reduction in urban poverty was briefly halted in
1987-88 and 1988-89 (see Tendulkar et al., 1996).
Tendulkar et al. (1996) carry out econometric analysis of Indian data to demon-
strate the validity of the argument.
Evidence on poverty trends on Pakistan has been obtained from Amjad and
Kemal (1996).
Official estimates of the headcount index are reported in Guru-Gharana (1996).
The problem with the Nepalese estimates is that the poverty threshold does not
appear to represent a constant standard of living, the number of observations
are far too few and the assertion that poverty has been increasing does not
appear fully convincing in view of the steady and significant growth in per capita
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income, without any clear evidence of a sharp rise in the inequality of income
distribution.
These official estimates of employment and output growth in manufacturing are
quoted in Amjad and Kemal (1996).
See BBS (1996), p. 9.
This is estimated by fitting a double-logarithmic function to data on employ-
ment and output in manufacturing reported in World Bank (l995d). The
elasticity coefficient is significant at the 1 per cent level.
The elasticities for the Republic of Korea are estimated in the same way as for
India, based on data reported in different issues of The World Bank's World
Tables.


