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Abstract: Though, liberalisation of services trade is a new phenomenon, it has 
witnessed sustained growth and acceptance in recent decades. IT/ITES and its 
trade became the fastest growing sub-sector of trade in services. Services trade 
of SAARC countries became more dynamic in the post Uruguay Round. These 
economies are more integrated with the other economies of the world in 
services. Volatile comparative advantage with knife-edge specialisation 
pioneered the phrase, kaleidoscopic comparative advantage applicable equally 
to trade in services. In this backdrop, this study applied the qualitative (analysis 
of IT and telecommunications policy of all the SAARC countries) as well as 
quantitative methods (revealed comparative advantage – RCA index and 
services trade openness has been calculated) to capture the potentialities and 
competitiveness of IT/ITES trade of SAARC. This paper argues that the 
kaleidoscopic comparative advantage is not fixed only to bigger economies 
like India, but it has also extended to comparatively smaller economies like  
Sri Lanka, Bangladesh, and Pakistan. 
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1 Introduction 

Globalisation offers different hopes to different economies. However, economic 
globalisation is the consolidation of national economies into international economies 
through economic measures such as trade and investments. Services are a range of 
heterogeneous economic activities, which includes infrastructural services, social 
services, financial services, technological services, marketing services, commercial 
services, professional services, governmental services and personal services. Earlier 
services were regarded as non-tradable, non-transportable and non-scalable. However, 
today, it has resulted in important part of giant global businesses. Trade in services deals 
with the international transactions in services between residents of two or more countries. 
The cause behind the services trade is similar to trade in goods. The comparative cost 
advantage pioneered by Ricardo explains why trade in services is happening among 
nations. A country is said to have a comparative advantage in any good or service if the 
opportunity cost of production is lower in the home country than other countries 
(Krugman and Obstfeld, 2013). However, the comparative advantage has become 
competitive in the sense that huge margins which existed earlier in comparative 
advantage have now vanished (Bhagwati, 2008). The volatility in international trade 
distinguished by the changing pattern and degree of comparative advantage is no longer 
fixed, but instead it has become knife-edge. Bhagwati (2008) noted this unpredictability 
of comparative advantage and fluctuations in specialisation among countries, which is 
called kaleidoscopic comparative advantage. It can be believed that competition may 
arise from emerging economies like India and China, but every country is working to 
become competitive and may potentially emerge as a leader in one sector or the other. 
This phenomenon can equally be applied to services sector as well. The liberalisation of 
trade in goods has a long history, services liberalisation started only at the end of the 
Uruguay Round of the World Trade Organization (WTO) (Kelegama, 2009). The 
liberalisation of trade in services started among the WTO member countries in 1994 after 
the post Uruguay Round and later General Agreement on Trade in Services (GATS). This 
sets the multilateral rules for trade in services. The recent negotiations related to the 
multilateral framework of principles and rules should be made for sector-specific trade in 
services like telecommunications, civil aviation, shipping, etc. to make it more feasible 
(Nayyar, 2008). The rising demand for services has led to a shift from the industrial to 
services sector growth in many countries. The changing pattern of digitisation has too 
accelerated its demand where the information is transformed through a digital form by 
the use of information and communication technology (ICT). At present, the producers’ 
behaviour has been modified by servicification process where non-services sectors (both 
agricultural and non-agricultural) in the economy buy and produce more services than 
before, and also sell and export more services (Aner and Rentzhog, 2014). This sector has 
played an important role in internationalising the supply chains and bringing efficient 
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production. The growth of services is often related with growing investment in intangible 
assets like computerised information, innovative property, and economic competence. 
There is need of developing quality services capabilities at the competitive cost to make 
the global value chain economically viable and upgradable. 

Today, services sector is regarded as an engine of growth in South Asia, where the 
3Ts: technology, transportability and tradability has permitted significant product 
divisibility and tradability in this sector (Ghani, 2010). Services sector in South Asia 
outmatched merchandise and other sectors, showing higher and sustained growth during 
the last two decades (Chanda, 2011b). Services such as telecommunications, IT, and 
finance have experienced the most liberalisation in the post 2000 period in this region. 
Information technology (IT) and information technology enabled services (ITES) today 
have become one of the most important services. IT services are related to computer 
software, whereas ITES uses computers or telecommunications to render services to  
non-IT sectors, which may include insurance, banking, finance and others (Taneja et al., 
2014). IT and ITES have received targeted attention and has become an integral part of 
the skill development and capacity building strategy in South Asia due to the rapidly 
growing demand for labour in this subsector (Chanda, 2011a). The promotion of 
competition is the most established way to promote telecommunication development as it 
promotes more services at lower prices and higher investment (Cecot and Wallstren, 
2010). In this backdrop, this study highlights the comparative advantages of the  
South Asian countries in IT and ITES and tries to examine the nature of kaleidoscopic 
comparative advantage. 

2 Research methodology 

Finding dynamic kaleidoscopic comparative advantage in smaller economies of SAARC 
region is the prime motive of this paper. Research methodology (RM) of this study is 
primarily based on empirical estimation but qualitative techniques are also used to 
critically appraise the IT policies of SAARC countries. Empirical estimation includes 
computation of revealed comparative advantage (RCA) index and services trade 
openness. The strong export sectors of a country can be determined by different indices 
and methods. One of the major indices to verify a country’s substantially strong and 
important sector for international trade can be measured through RCA index or Balassa 
(1965) index. It captures the degree of specialisation in a particular export sector. It is 
determined by the share of sector/industry j in country i’s export divided by the share of 
sector/industry j in world exports. If the value of RCA index is greater than 1, country is 
said to have a comparative advantage in that sector or industry. RCA index is an ex-post 
method, which uses actual export data to calculate the values. RCA index suffers from 
certain limitations. This index can capture the degree of actual competitiveness only in 
the free trade scenario. As services trade is mainly decide by non-tariff barriers, the result 
of this index becomes infirm and will only highlight the potential sectors (Taneja et al., 
2014). The RCA for computer and information services for the SAARC economies is 
calculated with the help of equation (1): 

RCAij (Xij / Xi) / (Xaj / Xa)=  (1) 



   

 

   

   
 

   

   

 

   

    IT-ITES trade of SAARC countries 83    
 

 

    
 
 

   

   
 

   

   

 

   

       
 

where Xij = exports of service j from country i, Xi = total exports from country i,  
Xaj = total exports of service j from the world, and Xa = total services export from the 
world. 

As RCA of services trade works more positively in a liberalised trade framework, the 
RM cannot say to be complementary to RCA index of IT-ITES services in SAARC 
without estimating the trade openness scenario of SAARC countries in services. Trade 
openness index captures the degree of liberalisation of an economy by understanding the 
contribution of trade in GDP. Trade openness index measured in this paper is 
highlighting service trade openness so services trade to GDP ratio is calculated through 
the following equation: 

[ ]T (Xs Ms) GDP 100= + ×  (2) 

where Xs = exports of services, Ms = imports of services, and GDP = gross domestic 
product. 

Apart from the empirical estimation, the IT and telecom policies of SAARC 
economies are also imperative to cross verify the validity of the empirical results. Table 3 
and Table 4 present a comparative policy variations and reforms of SAARC countries. 

3 Telecom and IT: policy and growth in South Asia 

Economic reforms were initiated mainly in the 1980s in the South Asia. Sri Lanka was 
one of the first countries in this region to initiate the reforms process back in 1977, 
followed by Bangladesh in 1980s, Nepal in mid-1980s, Pakistan in 1988, Maldives in 
1989, and India in 1991. The reforms and liberalisation of the domestic economies in the 
South Asian region paved the ways for liberalisation of telecom and IT sectors which was 
complied in Table 4. The outcome of reforms in IT and telecommunications was evident 
through the increased tele-density and later an increase in the cellular mobile users in the 
SAARC region. In 1981, South Asia had a fixed-line tele-density of 0.31, which 
increased to 0.65 in 1991. Another decade later, this tele-density had increased by over 
fivefold, reaching 3.2. Despite South Asia’s high telecommunication growth rate over 
years, the official waiting list for a fixed telephone line did not decrease significantly. 
During the period, 1996 to 2001, while main telephone lines in operation in South Asia 
grew at 20% a year, waiting lists decreased by only 7% a year. Overall, South Asia’s 
waiting list stood at 2.6 million at the end of 2001, down from 3.8 million at the end of 
1996. The phenomenon of mobile phones surpassing fixed telephone lines has not yet 
generally occurred in South Asia, except in Bangladesh and the Maldives. Ironically, the 
former has the region’s lowest fixed-line tele-density while the latter has the highest. In 
the Maldives, mobiles could be said to have been supplementing fixed lines. Mobile 
tariffs are relatively high and fixed lines are available on demand on densely populated 
islands. The introduction of pre-paid service in September 2001 has begun to shift mobile 
demand from supplement to substitute. In Bangladesh, where there are few fixed 
telephone lines relative to the population, mobiles are a substitute for telephone service. 
Telecommunication infrastructure of South Asia is not as lacking as many make it out to 
be. During the past five years, there has been an unprecedented growth in 
telecommunications network in the region. Table 1 and Table 2 show tele-density and 
mobile-cellular telephone subscriptions for SAARC countries during 2000 to 2014. 
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Table 1 Tele-density in SAARC countries 

Country 2000 2005 2010 2014 

Afghanistan 0.14 - 0.06 0.33 
Bangladesh 0.37 0.75 0.85 0.61 
Bhutan 2.51 5.07 3.67 3.11 
India 3.11 4.45 2.91 2.13 
Maldives 8.96 10.85 8.71 6.11 
Nepal 1.15 1.92 3.14 2.98 
Pakistan 2.12 3.31 3.51 2.65 
Sri Lanka 4.07 6.24 17.24 12.49 

Source: ITU (2016a) 

Table 2 Mobile-cellular telephone subscriptions per 100 inhabitants 

Country 2000 2005 2010 2014 

Afghanistan 0 4.83 45.78 74.88 
Bangladesh 0.21 6.29 44.95 80.04 
Bhutan 0 5.53 55.00 82.07 
India 0.34 8.00 62.39 74.48 
Maldives 2.80 68.43 151.78 189.38 
Nepal 0.04 0.90 34.25 81.87 
Pakistan 0.21 8.08 57.28 73.33 
Sri Lanka 2.28 16.85 83.62 103.16 

Source: ITU (2016b) 

Practically, all inhabitants of urban areas have access to telephone service. For example, 
India reports that all of its some 5,000 cities and towns have access to the telephone 
network. Sri Lanka notes that telephones are available on demand in all its cities. This 
suggests that about 28% of South Asia that is classified as urban has access to telephone 
service. There has also been improvement in rural access to telecommunications. 
Roughly, 80% of the rural population has access to basic telephone services and over 
50% of the population is covered by mobile signal. All together, over one billion 
inhabitants of South Asia, or 88% of the population, have access to telephone service. 

Telecommunication was the part of the public monopoly, but the voice to liberalise 
this sector has become the part of the economic reforms process in South Asia. Mukherji 
(2001) noted the global demand for liberalising this sector, which was quite natural. The 
growth of telecommunications in all South Asian countries started as a state-sponsored 
activity – both because of the need to support heavy investment and exercise control over 
them. However, very rapid advances in technology have constrained the capacity of 
governments to supply quality services. This has clearly demonstrated the need for 
greater flexibility and initiative, which the private sector alone is capable of performing. 
There is, hence, the need to facilitate greater private sector initiative while at the same 
time ensuring a healthy regulatory framework that could ensure that public monopolies 
do not transform to private ones. 
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Table 3 IT policy of SAARC countries: a comparison 
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Table 4 Telecommunications policy of SAARC countries 
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Table 4 Telecommunications policy of SAARC countries (continued) 
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Table 4 Telecommunications policy of SAARC countries (continued) 
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Holsman (1997) noticed that industries such as telecommunications, finance and energy 
were being restructured to respond to the needs of an integrated world economy. The 
global structure of these industries demands their participation in the privatisation 
process. World Bank (1999) too admitted that the WTO’s GATS brought the service 
sector, together with telecommunication, into multiparty trade negotiations. Around 90% 
of the worldwide telecommunications market representing sixty-nine WTO members had 
committed to liberalise basic telephone services. Thirty-one industrial and 24 developing 
economies also made commitments to liberalise their voice telephone services. There 
were other obligations to liberalise long-distance international calls and voice telephony, 
data transmission, private leased circuits, mobile and satellite services, and trunk 
services. This is the first instance in the world when economies realised to exploit the 
benefits of better competitiveness, improved foreign direct investment (FDI), and an 
enhanced price-quality mix of subscriber’s services. These benefits were calculated in an 
environment when telecommunication had a quite inefficient and under investment 
market condition. 

The South Asian economies as a part of GATS started reforming its telecom sector 
with more private investment and competition among the service providers. Table 3 and 
Table 4 highlight such reforms in individual counties. From the tables, it is clear that a 
new regime of telecommunication has begun in South Asia. Most of the nations have 
established a telecom regulatory board and the investors have started looking for the 
upcoming South Asian markets. The common picture, which emerges from the above 
analysis on regulation and competition, is that the most of the countries have liberalised 
their markets with diverse sets of investors in these countries. The telecom market in 
India and Pakistan is less liberalised compared to Bangladesh, which has allowed 100% 
private participations in mobile cellular sectors. Sri Lanka, Nepal, Bhutan, and 
Afghanistan have also started competitive environment with the support of some foreign 
partners. These reforms prepared South Asian economy in integrating with the global 
economy, especially for IT and ITES trade. 

Moreover, global services location index (GSLI)1 computed by AT Kearney also 
highlight the countries with potential as well as performance in delivering services 
offshore. Table 5 shows GSLI rank for selected SAARC countries during 2011 to 2014. 
Apart from India, Sri Lanka and Bangladesh have shown tremendous potential in supply 
of services offshore and thus, their rank has been improving in the GSLI. Pakistan’s 
ranking however, declined in 2014. 
Table 5 Rank in GSLI of major SAARC countries 

Country 2011 2014 2016 
India 1 (0) 1 (0) 1 (0) 
Sri Lanka 21 16 (+5) 14 (+2) 
Pakistan 28 25 (–3) 28 (+3) 
Bangladesh - 26 22(+4) 

Note: Figures in the brackets show decline (–)/increase (+) from the previous reported 
year rank. 

Source: AT Kearney (2011, 2014, 2016) 
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4 Services trade openness and export share of SAARC countries 

Trade liberalisation in the services sector is comparatively new and South Asia inked 
Agreement on Trade in services in April 2010 in Thimpu. This Agreement is called 
‘SAARC Agreement on Trade in Services’ and it came into force on November 29, 2012. 
This opened the new avenue for services trade in this region. This initiative has affected 
the services trade in South Asia with more liberalised economies ready to reap the 
comparative advantage in one or the other sector. Economic openness is not simply 
confined to trade flows, investment flows and financial flows. It also expands to flows of 
services, technology, information and ideas across national boundaries. The 
internationalisation of services has made a profound impact on the output, employment 
and trade in the world economy. Table 6 shows services trade openness2 for all the 
SAARC countries for 2000 to 2012. There has been an increase in services’ openness for 
all the SAARC countries during 2000 to 2012. India’s services trade openness has 
increased from 6% in 2000 to almost 20% in 2012, showing more than three times 
increase. Pakistan’s services trade openness also improved three times. Sri Lanka and 
Nepal’s services trade openness has moderately increased during this period, while 
Bhutan and Bangladesh’s openness almost doubled. Maldives services trade openness 
was very high, which is the outcome of tourism. Afghanistan’s services trade openness 
also showed improvement during this period. 
Table 6 Services trade openness for SAARC countries (in percentage) 

Year India Sri Lanka Pakistan Bangladesh Bhutan Nepal Maldives Afghanistan 

2000 6.00 12.77 3.94 4.79 11.82 10.10 54.23 - 
2001 5.95 15.71 4.03 4.25 11.01 8.54 53.17 - 
2002 6.21 13.87 4.81 4.03 12.27 7.36 51.47 - 
2003 6.89 14.18 6.15 4.63 17.76 8.34 51.77 - 
2004 9.65 14.95 7.39 4.82 17.03 10.60 55.44 - 
2005 11.92 14.87 9.50 5.22 20.80 9.87 49.13 - 
2006 14.03 15.29 9.54 5.20 12.88 10.30 58.73 - 
2007 15.70 15.60 9.61 5.97 11.37 13.90 61.16 - 
2008 18.73 16.86 10.49 7.07 13.70 16.80 64.42 - 
2009 15.25 14.34 7.66 6.35 13.44 15.80 123.60 27.06 
2010 18.49 16.80 9.83 7.58 16.22 15.00 134.69 42.22 
2011 19.79 19.71 9.08 8.05 18.60 15.50 139.84 42.18 
2012 19.72 16.55 10.09 8.08 20.46 16.30 125.94 - 

Source: Authors’ calculation based on data available from ITC (2015) and 
UN Statistics Division (2015) 

Computer and Information Services in South Asia are dominated by India through IT and 
ITES. This sector has made India an undisputed leader not only in this region, but also in 
the world. Figure 1 shows India’s export share of computer and information services to 
world exports (in %) on the primary vertical axis. All other line diagrams (for Sri Lanka, 
Pakistan, Bangladesh and Afghanistan) are represented on secondary vertical axis. India’s 
share has continuously increased during 2000 to 2012 with slight declines. Sri Lanka’s 
share of world exports has declined during 2000 to 2006 and then increased and was 
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highest in 2012. Pakistan and Bangladesh almost showed moderately increasing trends. 
Afghanistan’s export share in computer and information services to world exports is 
almost negligible. 

Figure 1 Exports share of SAARC countries in computer and information services to world 
exports (percentage) (see online version for colours) 

 

Source: Authors 

5 Results of RCA index for IT-ITES trade of SAARC economies 

South Asia is marked by large asymmetries among countries. India is the largest 
economy in this region, and the Maldives, Bhutan and Nepal are the smallest members in 
terms of GDP and size of the markets. India has been one of the fastest growing 
economies in the world after China. Services’ growth in India is remarkable and India has 
emerged as the services giant in the world. India is the undisputed leader in IT/ITES with 
huge potentials in this sector. The degree of competitiveness of South Asian countries in 
services can be examined through RCA analysis (Kelegama, 2009). RCA has been 
calculated at the disaggregated level for computer and information services for India,  
Sri Lanka, Pakistan, Bangladesh and Afghanistan as shown in Table 7. The data for 
Nepal, Bhutan and Maldives are not available and Afghanistan’s data are available for 
limited period (2009 to 2011). The table shows that for India, RCA has always been 
above unity during the reference period. It indicates that India has comparative advantage 
in computer and information services sector. This is competitive sector as far as exports 
of these services are concerned. In addition, India has specialisation in this sector.  
Sri Lanka has also shown RCA greater than unity during the same period, though the 
values are below that of India. Other countries (Pakistan, Bangladesh and Afghanistan) 
have RCA below unity. One of the major concerns for India is that the RCA values are 
declining with ups and downs, on the other hand Sri Lanka’s RCA is improving with 
moderate fluctuations. Therefore, it can be said that Sri Lanka is emerging as a potential 
competitor for India in computer and information services sector. Sri Lanka has recently 
emerged as a favourite destination for IT and BPO services provider. Moreover, in the 
year 2011, Sri Lanka was placed at 21st position in the AT Kearney’s GSLI, which 
improved to five positions in 2014, and it was placed at 16th position. More recently, in 
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2016, Sri Lanka’s position in the GSLI was 14th. This shows its strength as a favourite 
location for offshore operations by different companies. According to AT Kearney 
(2012), Sri Lanka’s strength for IT, BPO and knowledge services outsourcing (LPO) is 
its cost-competitive environment for business, highly skilled English speaking work 
force, and good infrastructure. Statistics show that large number of global IT and BPO 
companies are operating in Sri Lanka such as HP, IFS, HSBC, Motorola, etc. It has made 
its competitive position in financial and accounting outsourcing (FAO) services. Changes 
in the values of the services trade openness and the RCA index with time for the SAARC 
countries (as shown in Table 6 and Table 7) highlight the dynamic aspects and changing 
services trade landscape in these countries. 
Table 7 RCA index for IT-ITES trade of SAARC countries 

Year India Sri Lanka Pakistan Bangladesh Afghanistan 
2000 8.37 - 0.55 0.14 - 
2001 10.1 1.43 0.38 0.1 - 
2002 9.61 1.12 0.25 0.11 - 
2003 9.28 1.19 0.3 0.13 - 
2004 7.94 1.18 0.35 0.24 - 
2005 7.68 1.34 0.4 0.38 - 
2006 7.18 1.41 0.58 0.55 - 
2007 7.14 2.23 0.76 0.22 - 
2008 6.84 2.35 0.9 0.31 - 
2009 6.7 2.48 0.88 0.34 0.07 
2010 6.26 2.01 0.55 0.29 0.12 
2011 5.91 2.08 0.86 0.45 0.03 
2012 5.67 2.61 0.71 0.56 - 

Source: Authors’ calculation based on data available from ITC (2015) 

One of the major benefits for countries that are located in the vicinity of large highly 
developing or developed countries is the spillover effects of development that eventually 
gets experienced in those under-developed countries. Proximity of Sri Lanka to India and 
similar efficiency and cost environment, Sri Lanka is today seen by the global companies 
as a natural complement to their Indian off-shore operations. Similar benefits can be 
tapped by Pakistan as well as Bangladesh. These economies have the potential to emerge 
as favourite destinations for IT, ITES and other offshore services. 

6 Conclusions 

Economic integration through services trade is relatively a new phenomenon compared to 
trade in goods in the post GATS years. South Asian economies as a whole and at the 
individual level are now more liberalised as far as services trade is concerned. From the 
trade openness indicator for liberalisation, it is evident that services trade openness of 
India and Pakistan has increased three times during 2000 to 2012. Sri Lanka and Nepal’s 
services trade openness has moderately increased during this period, while Bhutan’s and 
Bangladesh’s service trade openness almost doubled. Maldives services trade openness 
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was very high, which is the outcome of tourism. Afghanistan’s services trade openness 
also showed improvement during this period. IT/ITES has become one of the fastest 
growing sectors in the world. India’s export share in computer and information services, 
fuelled with IT/ITES has continuously increased during 2000 to 2012 with slight 
declines. Sri Lanka’s share of world exports has declined during 2000 to 2006 and then 
increased. Pakistan and Bangladesh’s share almost showed moderately increasing trends. 
Afghanistan’s export share in computer and information services to world exports is 
almost negligible. The RCA for India has always remained above unity during the 
reference period. It indicated that India holds the comparative advantage in computer and 
information services sector. This is competitive sector as far as exports of these services 
are concerned. In addition, India has specialisation in this sector. Sri Lanka’s RCA is also 
greater than one during the same period, though the values are below that of India. Other 
countries such as Pakistan, Bangladesh and Afghanistan’s RCA is below unity. One of 
the major concerns for India is that the RCA values are declining with moderate 
fluctuations during 2000 to 2012, on the other side, Sri Lanka’s RCA is improving with 
moderate fluctuations. Therefore, it can be said that Sri Lanka has the potential in 
computer and information services sector. The paper concludes that other South Asian 
countries like Pakistan and Bangladesh also have the potential to become leaders in IT 
and ITES services categories in the world. 

The advantage for India in IT/ITES is linked to the policy reforms, regulatory 
mechanisms and international competitiveness, which is more proactive, compared to 
other economy of South Asia as evident in Table 3 and Table 4. South Asian countries 
are opening their economies to services trade and have the potential to compete in 
different services at the disaggregated level. Apart from India’s performance as a bigger 
economy, comparatively smaller SAARC economies, such as Sri Lanka, Bangladesh and 
Pakistan are also enjoying unpredictable comparative advantage in a more integrated 
world. This shows functioning of kaleidoscopic comparative advantage in South Asia. 
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Notes 
1 GSLI is a composite index that captures the off shoring prospect in more than 50 countries  

(55 in 2016). Three major categories used are financial attractiveness (40%), people skills and 
availability (30%), and business environment (30%). These three major categories are further 
divided into 11 sub-categories and the sub-categories are divided into 38 metrics. The index 
particularly. 

2 The data for exports and imports of services (in thousands US$) have been taken from the 
International Trade Centre (ITC), and GDP data from the UN Statistics Division in US$ at 
constant 2005 prices. 


