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Demographic Complementarities and Outsourcing:
Implications and Challenges for India

Mukul G. Asher* and Amarendu Nandy**

Abstract: This paper analyses the implications of differing global demographic
trends for India’s competitiveness in outsourcing and offshoring. It also briefly
notes the implications of differing demographic trends among the Indian states.
The paper argues that demographic complementarities with high-income countries
provide India with one-time opportunity to sustain its growth rate and occupy all
segments of global outsourcing and offshoring activities. India has used the
labor cost advantage to gain reasonable market share in these activities. It however
faces serious internal and external challenges in sustaining its international
competitiveness, particularly with respect to labor cost. With sustained focus on
human resource development, diversification and upgradation policies India can
continue to atleast maintain its global market share, and help nurture globally
competitive companies.

Keywords: Outsourcing, Offshoring, India, Demographic Trends, Globalization.

I. Introduction
Outsourcing has been among the most extensively debated public policy
issues during the past few years.1 Economists and business analysts have
demonstrated strong economic justifications for outsourcing;2 but the
insecurity endangered by spread of manufacturing and service jobs around
the world has inevitably led to political and social dimensions being introduced
in the debate (Rajan and Srivastava, 2005).
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The outsourcing phenomenon is generally referred to as a practice of
subcontracting of business processes to an outside supplier, often to foreign
companies, with the primary aim of reducing operating, administrative,
and transaction costs. Globalization has necessitated companies to be cost-
competitive while being innovative in the delivery of products and services;
to engage in greater specialization of their human resources and other assets
on a global basis; and in general, to focus on achieving economies of scale
and scope.  In the process, the companies and organizations have had to
examine their complete structures and workflows. This has been an important
by-product of outsourcing and offshoring decision-making process.

The global application of outsourcing is offshoring that potentially
offers greater and wider benefits. Initially the focus of offshoring was on
taking advantage of lower-cost of labor abroad.3  The term offshoring does
not necessarily imply that the tasks will be necessarily performed abroad.
Complex strategies which involve bringing foreign professionals to domestic
shores to undertake the task are possible (Figure 1). While outsourced
processes are handed off to third-party vendors, offshored processes can be
handed off to third-party vendors or remain in-house. The definition of
offshoring includes organizations that build dedicated captive centres of
their own in remote, low-cost locations (Ho et al., 2004).

In addition to labor cost savings, one of the important motivations for
companies to engage in outsourcing or offshoring is to access workforce in
different time zones across the globe so as to enable them to work round the
clock, and consequently meet worldwide customer needs. Commonly, the
developing countries, particularly those in Asia, have been beneficiaries of
such a model, also sometimes referred to as follow-the-sun4 development
model.

Offshoring non-core functions also enable companies to focus their
resources more productively in areas of their mainstream activities. By
offshoring non-core functions to overseas firms that specialize in them,
businesses may be able to benefit from the efficiency of scale and scope.
Indeed, many executives are discovering that offshoring is really about
corporate growth, making better use of their in-house staff, and domestic
job creation, not just relatively lower wages abroad (BusinessWeek, 2006).
The enormous gains in efficiency, productivity, quality, and revenues by
leveraging offshore talent are far more substantial than labor cost savings.

The key question has therefore changed from ‘where will it be the
cheapest?’ to ‘where is the ability?’.5  For Multi-National Enterprises
(MNEs), the new buzzword is transformational outsourcing as the perception
among old-line multinationals seems to be changing. Offshoring is now
seen as a catalyst for a broader plan to overhaul outdated office operations;
liberate expensive analysts, engineers, and salesman from routine tasks to
more productive ones; and prepare for new competitive battles
(BusinessWeek, 2006).  C.K. Prahalad has observed that the changed
perceptions are still not universal as “…many companies don’t understand
yet that outsourcing isn’t about exporting jobs, it is about importing
innovation” (BusinessWeek, 2006).

Offshore outsourcing may be in the areas of manufacturing, information
technology (IT), and back office operations. India has emerged as the global
IT and back office service provider, particularly catering to Business Process
Outsourcing (BPO) activities that include call centres, finance and accounting,
human resources, and transaction processing.  India is also developing
capabilities in Knowledge Process Outsourcing (KPO)6 and Knowledge-
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enabled Products and Services (KEPS). It thereby hopes to occupy
outsourcing space in all segments at all skill levels (Business India, 2005).
The prime location for offshored manufacturing activities, however, has
been China.7

The current trend in offshoring and outsourcing has been in response
to increased competition due to globalization, willingness to concentrate
more on mainstream activities, to reduce fixed and variable costs, to make
processing more efficient, and to enable the staff employed in affluent in
rapidly ageing countries to concentrate on higher value added activities.

This paper analyzes the premise that demographic trends will increasingly
be among the key factors influencing the dynamics of competitive advantage
in outsourcing and offshoring. It is therefore essential to analyze the dynamics
of demographic trends in countries (and companies) which are outsourcing
and offshoring activities to other parts of the world; as well as countries
(and companies) competing to attract such activities. Offshoring could help
diminish the effects of demographic trends in countries (or states) where
the ratio of the working population to the total is expected to decline, and
median age is expected to rise.  This is especially the case for countries
which are reluctant to permit physical in-migration of workers on a long-
term basis.

The paper also briefly touches on the implications of differing
demographic trends among various states in India for outsourcing, an area
which has received scant attention in the literature. The implications of
these are both for businesses and governmental organizations as well as for
the human resource development policies and strategies.

The rest of the paper is structured as follows. Section II discusses the
dynamics of demographic trends in the global perspective. The following
section (Section III) discusses the Indian context.  Section IV provides a
brief overview of India’s position in the world’s outsourcing and offshoring
activities. Section V analyses the major implications and challenges of the
demographic trends for outsourcing and offshoring for India. The final
section provides the concluding remarks.

II. Global Demographic Dynamics
There are three major demographic trends which are evident. First, fertility
rates are dropping nearly everywhere. Second, life expectancy is rising in
many, though not all parts of the world. Third, developed countries are
well advanced with respect to the above two trends, reflected in their declining
share in world population. The non-developed countries are farther behind,
though variation among them is large (Roy, 2005).

Table 1 provides selected demographic indicators for the ten selected
countries, and the world, on the basis of which the following observations
may be made:

(1) World population is projected to rise by 2.6 billion in the next 45
years, from 6.5 billion in 2005 to 9.1 billion in 2050. Almost all the growth
will take place in the less developed countries.  India and China’s collective
share in world population will decrease from 37.4 percent in 2005 to 32.9
percent in 2050, though in terms of absolute numbers these are going to be
substantial.

According to UN estimates, during 2005-2050, eight countries are
expected to account for half of the world’s projected population increase,
namely - India, Pakistan, Nigeria, Democratic Republic of the Congo,
Bangladesh, Uganda, United States of America, Ethiopia, and China, listed
according to the size of their contribution to population growth.

(2) Population growth rate will decline by mid-century in all the
countries. The average annual rate of change in population for a 5-year
period from 2045-2050 hits negative domain in China, and most of the
OECD economies, excluding United States and the UK. The total
fertility rate currently is below the replacement rate in practically all
industrial countries and in many parts of the developing countries, such
as China.

(3) In 2000-2005, fertility at the world level stood at 2.65 children per
woman, about half the level it had in 1950-1955 (5 children per women).
In the medium variant, global fertility is projected to decline further to
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2.05 children per woman by 2045-50. The total fertility rate is below the
replacement rate in practically all industrial countries and in many parts of
the developing countries, such as China.

(4) Global life expectancy at birth, which is estimated to have risen from
46 years in 1950-1955 to 65 years in 2000-2005, is expected to keep on rising
to reach 75 years in 2045-2050. In the more developed regions, the projected
increase is from 75 years currently to 82 years by mid-century.  Among the
least developed countries, where life expectancy today is just under 50 years,
it is expected to be 66 years in 2045-2050 (United Nations, 2005).

(5) The primary consequence of fertility decline, combined with
increases in life expectancy, is population ageing, whereby the share of
older persons in a population increases relative to that of younger persons.
Globally, the number of persons aged 60 plus years is expected almost to
triple, increasing from 672 million in 2005 to nearly 1.9 billion by 2050
(United Nations, 2005).  The share of elderly living in developing countries
will increase from 60 per cent in 2005 to 80 per cent by 2050.

In developed countries, 20 per cent of current population is aged 60
years or over, and by 2050 that proportion is projected to be 32 per cent.
The elderly population in developed countries has already surpassed the
number of children (persons aged 0-14), and by 2050 there will be two
elderly persons for every child.  In the developing world, the proportion
of the population aged 60 or over is expected to rise from 8 per cent in
2005 to close to 20 per cent by 2050 (United Nations, 2005).

(6) Increases in the median age, the age at which 50 per cent of the
population is older and 50 per cent younger than that age, are also indicative
of population ageing. The median age in the developed countries has already
reached mid-30s to early 40s; Japan, Germany and France being on the
higher side of the band. In contrast, the Asian countries having a relatively
young profile, with the median age in mid-20s, except in China (32.6 in
2005).  However, population ageing is also inevitable in the developing
world and will occur faster in those countries, though it will only touch the
current levels of the developed world after four decades.
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Figures 2 and 3 provide the share of working-age population (15-59
years) to total population and the share of the 15-24 age group in total
population respectively.  Figure 4a and 4b provides dynamics of working-
age population in selected Asia-Pacific and OECD countries respectively.
On the basis of these figures, the following observations may be made:

Figure 3: Population Aged 15-24, Current and
Projections, Selected Countries
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Figure 3: Working Age Population (16-69 yrs), Current and
Projections, Selected Countries
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(1) In all sample countries (except India and Philippines), the share of
working-age population in total population will decline significantly between
2005 and 2050. In 2005, in only India and the Philippines, the share of
working-age population was 60 per cent or below; but by 2050, only these
two countries will have the share above 60 per cent. In 2050, Japan, Korea,
Spain, Italy8 and Germany will have less than half of the population in the
working-age category, while in other sample countries, the share will range
between 50 and 60 per cent.

(2) The largest declines will occur in Japan, Korea, and China.
The case of Japan illustrates how rapidly the demographic trends translate
into working-age population share. Thus, in 1990 Japan’s working-age
population share at 70 per cent was substantially higher than that of US
and UK; but by 2010, Japan’s share is expected to be much lower and
the gap is likely to widen significantly (Sanyal, 2005).  By 2020, Italy
France, and Japan will have ratio of population aged over 65 and over
to the labor force of over 50 percent (implying one retiree for less than
two workers), as compared to the OECD average of 36 per cent (OECD,
2006). There is a strong case for the rapidly ageing northeast Asian
countries to explore opportunities for expanding their economic space
with countries such as India (as well as Philippines) which will exhibit
rising working-age population share.

The OECD countries, particularly UK and US are already well-disposed
to taking advantage of such demographic complementarities. But Japan and
South Korea, and to a lesser extent Europe, requires a mindset change to
find innovative yet socially and politically sustainable ways to benefit from
such complementarities.

(3) The share of the youngest working cohort, i.e. those between 15-
24 years old, is expected to decline in all sample countries by 2050. In
2005, four countries (China, Vietnam, India, and the Philippines) had shares
of higher than 15 per cent, but by 2050 in none of the sample countries will
the share exceed this level. In Japan and Korea, the share of this cohort will
be below 10 per cent by 2050. Vietnam, India, and the Philippines will
have the highest share among the sample countries.

10 11

The above overview of the demographic trends implies that in many
countries the number of workers may decline while the median age will
increase. If these countries are to sustain growth, substantial restructuring
and taking advantage of demographic complementarities with countries such
as India will be essential.

As an example, the US economy is projected to experience an annual
GDP growth of 3.2 per cent until 2010. Given current demographic trend
and business practices, the country could experience domestic labor shortage
of 5.6 million by 2010.  It is estimated that this could cost the economy up
to $2 trillion unless innovative measures to address the labor shortages are
undertaken (NASSCOM-Evalueserve, 2003).

These estimates suggest the potential economic gains from taking
advantage of demographic complementarities. The benefits will be much larger
if other ageing countries in Europe (including Russia), Australia, northeast
Asia (including Taiwan and Hong Kong), and Singapore are included. Such
ageing economies will either have to import people or export work to remain
efficient and competitive. This inevitably makes outsourcing and offshoring
a logical business strategy in these geographical areas as well.

Some of the sample countries, such as India, Vietnam, and the
Philippines, are well positioned in demographic terms to gain from such a
re-arrangement of young-old balance across the world. These countries
currently are experiencing demographic gift phase,9 the advantage of which
will not wane away till the first quarter of this century.

III. Demographic Trends in India
India, in particular, is favorably placed because of its relatively younger
population profile, with more than 50 per cent of the population below 25
years, a sizeable number of which are graduates with requisite background
in IT and in English language.10  As Figure 4a shows, compared to other
nations in the Asia-Pacific, India will continue to enjoy demographic
dividend until about 202511 as the share of working age population to the
total continue to rise. This ratio declines quite gradually; and it will still be
higher than the ratio for all other sample countries.



The UN estimates India’s median age of population at 24.3 years
in 2005. (Table 1). At present, more than 550 million or 50 per cent of
India’s billion plus population is below 25 years. Khurana (2005) has
reported that over the next 15 years, there will be additional 2 billion
people in the developing world. During the same period, working
population (age group 15-59 years) in the U.S. will have a shortfall of
about 17 million, Europe about 10 million, Japan about 9 million, Russia
about 6 million, and China about 10 million.  In 2020, India is projected
to have additional of 47 million workers, almost equal to the total world
shortfall.

India has the second largest reservoir of trained manpower which is
being constantly augmented by the products of its 290 universities, 1500
research institutions and over 10,000 centers of higher education
(NASSCOM-McKinsey, 2005).  Indian policymakers are giving a major
thrust to education at all levels. Its educational infrastructure and quality
are therefore expected to improve significantly. A variety of public-private
partnership arrangements are being undertaken. The importance of
developing the international dimensions involving the two-way flow of
students and faculty is also increasingly being recognized.

Nevertheless, as compared with U.S., Germany, Japan, and other
industrial countries, urgent attention is required to align academic training
with the industry’s requirements. The absolute figures therefore should not
lead to complacency. India also faces an urgent and formidable challenge
to manage political economy relating to access and financing of education
and employment opportunities. This must be accomplished while vastly
increasing the flow of skilled manpower. Ultimately it is the skills levels
which determine whether the benefits of demographic advantage are actually
realized.

India needs to achieve trend rate of real GDP growth of 8-10 percent if
it is to play a significant role in the world economy. Policies which have
the effect of reducing this rate are counter-productive for all sections of the
society. Without high growth, adequate and sustainable growth opportunities
will not be created.

Internal Dynamics
The demographic trends representing all-India averages do not capture the
widely varying demographics of various states and regions in India.

Table 2 provides selected Total Fertility Rates (TFRs) for various states,
on the basis of which the following observations are made:

(1) There are wide inter-state differences in fertility rates. A closer
perusal reveals two demographically distinct areas within India – a North
that stays remarkably young over the next two decades, and the South
which faces rapid individual and population ageing in the same period.  In
places like Kerala, Tamil Nadu and Karnataka, median age will be
approaching a level comparable to Europe’s in the late 1980s, and around
9 per cent of population will be 65 or older (Japan’s level in 1980).

12 13

Table 2: Selected Population Projection Fertility Assumptions for
India, Grouped by Region

Region/State Population Registrar General’s projections
2001 Assumed TFR

(million) 1996-01 2011-16 TFR=2.1 (Year)
South

Kerala 31.8 1.62 1.60 1988
Tamil Nadu 62.1 1.87 1.65 1993
Andhra Pradesh 75.7 2.27 1.78 2002
Karnataka 52.7 2.54 2.01 2009
Maharashtra 96.8 2.51 1.97 2008

North
Gujarat 50.6 2.73 2.11 2014
Rajasthan 56.5 3.91 3.06 2048
Uttar Pradesh 174.5 4.75 4.05 >2100
Madhya Pradesh 81.2 3.99 3.27 >2060
Bihar 109.8 3.92 2.93 2039
Punjab 24.3 2.65 2.11 2019
Haryana 21.1 3.25 2.47 2025

East
West Bengal 80.2 2.56 1.99 2009
Orissa 36.7 2.64 2.01 2010
Assam 26.6 2.82 2.17 2015

All INDIA 1027.0 3.64 2.52 2026
Source: Dyson (2002)



(2) The high fertility rates in the Northern states (constituting about
44 percent of India’s total population) tend to increase India’s weighted
total TFR. For India to stabilize its population by 2020, lowering fertility
rates in these states will need to be given special attention (Dyson,
2002).

The southern states like Kerala, Tamil Nadu, and Andhra Pradesh have
already reached the replacement fertility rate, while other states in the
South are expected to reach by 2010.

Differing demographic trends within India have important implications
for domestic outsourcing strategies and opportunities. Inter-state labor
mobility within India is in the right direction (from states with low income
and high fertility to states with above average incomes and low fertility),
though its level is low (Purfield, 2006). Urban-to-urban and rural-to-urban
each account for one-fifth of inter-state migration (Purfield, 2006). So,
businesses and government organizations in states with low fertility rates,
as well as those with high rates, need to strategize to take advantage of
domestic demographic complementarities.

This has far reaching implications for the way businesses12 and
government organizations structure their workflows, human resource
development, and IT and other infrastructure.13 The flow of professionals
will impact the states from which out-migration is occurring, as well as
the states receiving them. It will be important for states to create
conducive conditions in which professionals can find desired living
conditions and amenities, as well as room for professional and family
development.

The Northern states with high fertility rates have traditionally under-
emphasized investment in education; as well as the role of merit in
access to education. This must change if they are to take advantage of
their high fertility rates. The effectiveness with which this is done will
significantly impact on the extent to which the country as a whole is
able to reap economic benefits from this one-time demographic
opportunity, and be able to develop more locations for competitive
outsourcing and offshoring activities.

IV. India’s Position in Global Outsourcing Business
It will be useful to examine estimates for 2005 of global expenditure for
outsourcing and offshoring activities by different sectors (Table 3). Most
of the global spending is attributed to outsourcing and offshoring decisions
by companies in the OECD countries.

14 15

Table 3: Global Spending on Outsourcing and Offshoring, 2005

Sectors Outsourced/Offshored Estimated Value
Processes (USD Billion)

( % share)

Human Resources Payroll administration $13 (2.9)
Benefits
Training Programmes

Engineering Testing and Design of Electronics $27 (4.9)
Chips
Machinery
Car Parts

Infotech Software Development $90 (16.5)
Tech support
Web site design
IT infrastructure

Analytics Market Research $12 (2.2)
Financial Analysis
Risk Calculation

Customer Care Call centres for tech support $41 (7.5)
Air Bookings
Bill collection

Manufacturing Contract production of everything $170* (31.1)
from electronics to medical devices

Finance and Accounting Accounts payable $14 (2.6)
Billing
Financial statement
Tax statement

Logistics and Procurement Just-in-time shipping $179 (32.8)
Parts purchasing
After-sales repair

Total $546 (100.0)

Note: * Estimate only for electronics
Source: Adapted from BusinessWeek (2006)



As shown in Table 3, the manufacturing, logistics and information
technology (IT) sectors have outsourced a variety of processes, and
predictably, together has accounted for lion’s share of such spending (four-
fifths of the total) on a global basis.  Spending on Engineering Process
Outsourcing (EPO), Financial Process Outsourcing (FPO), and processes
pertaining to human resources have been relatively low (around 10 per cent
of the total) as these sectors have only recently begun to explore and realize
the efficiency and cost benefits that outsourcing might provide.  Though
currently these sectors cover only a small share of the pie, they could
potentially outstrip spending in traditional BPO activities like those relating
to customer care as better technology will enable most of processes to be
increasingly automated over the next few years.

The total global expenditure however is likely to be larger as the
estimates excludes spending on emerging Knowledge Process Outsourcing
(KPO) segments including Legal Process Outsourcing (LPO),14 intellectual
property (IP) research, biotech and pharma research and development (R &
D), business and technical analysis, animation and design,15 writing and
content development, and data analytics. The figures for manufacturing
sector include only the electronics industry, and therefore are understated.
The global pie is likely to be larger and diverse, with more and more
outsourcing possibilities being discovered.

A recent CAPS-A.T. Kearney report (2005) examines the short-
term growth prospects for different categories. The report finds that the
highest growth areas over the next few years will be in both traditional
areas including manufacturing and operations, IT and call centres (ranging
from 10 to 13 per cent over the levels in the current period); and relatively
newer areas like procurement and supply management, product and service
development, engineering and detailed design (ranging from 5 to 8 per cent
from the current levels).

India has consistently been ranked as the most preferred sourcing
destination by AT Kearney, McKinsey Global Institute (MGI), Forrester,
Gartner Inc. from time to time. Currently, more than 50 per cent of the
Fortune 500 companies offshore to India. In fact, the success of the BPO

model has been the major contributing factor in building Brand India abroad.
This sector accounted for 4 per cent of India’s GDP and 29 per cent of
exports in 2004-05. This is further projected to grow to 7 per cent of GDP
and 35 per cent of exports by 2008-09.  India’s software and services export
sales are well on track to meet a target of $60 billion for 2010 (Financial
Times, February 10, 2006). A research report by the Everest Research
Institute found that India’s labor arbitrage with work offshored from U.S.
is likely to be sustained for another two decades; with Japan for another
quarter of a century, and with France and UK for another 30 years (Business
Line, February 27, 2006).

Table 4 summarizes major players (companies) in the outsourcing
industry. Only those companies with atleast 500 million in turnover
have been short listed. A perusal of companies, mostly US based, and
their activities would reveal that India figures in most of the cases as
their favorite offshore destination. The major Indian companies that
figure in the list have also set up their offshore locations in a drive to
move closer to the market, to take advantage of talent elsewhere and in
general to expand their scale and scope of operations to become truly
global companies.  The foreign professionals are also increasingly
finding India an attractive place to work, thereby helping to augment
India’s pool of professional manpower.16

Table 4 also suggests that India has had a degree of success in operating
in all sectors and at all levels of business processes, ranging from basic data
processing and call centre operations to sophisticated functions like software
development, research and design of engineering processes, demand
management, mortgage processing, healthcare operations, and banking
among others.

India is all set to emerge as the global KPO hub. Business India (2005)
reports estimates that puts India’s share at 71 per cent of the world KPO
market worth $17 billion by 2010, from the current share of 56 per cent of
the world market worth $1.2 billion. The compounded annual growth rate
(CAGR) to 2010 for India will be close to 50 per cent.  The BPO segment
will also grow, albeit at a more moderate rate of 30 per cent. The number

16 17
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of KPO employees will increase tenfold from an estimated current level of
25,000 to 250,000 in 2010 (Business India, 2005).

Indian companies that can develop domain expertise with clear focus
on high-end space, and create a proactive solution oriented and collaborative
mindset will have an edge in capturing larger share of this market with high
growth potential.17

India’s position is strengthened by the relative availability of skilled
labor forming one of the largest pools of knowledge workers. India produces
2 million English-speaking graduates, 15,000 law graduates, and about 9000
PhDs every year. Nearly 300,000 engineering graduates are added to the
existing pool of 2.1 million. As of March 2002, India had 840 business
schools, which produced 85,000 MBAs. International comparison with regard
to skilled workers show that while just over 5,000 IT graduates enter the
labor market in Germany and 25,000 in the US each year on average,
120,000 enter the labor force in India (Business India, 2005).

India’s relatively abundant skill profile could also work to its advantage
in the second wave of manufacturing offshoring that is expected to be more
skill-intensive, as opposed to the first wave, which consisted of mostly
labor intensive areas.

V. Implications and Challenges
This section analyzes implications of global and domestic demographic
trends for outsourcing and offshoring opportunities for India. It also
enumerates main challenges facing India if it is to continue to be globally
competitive in this area.

Implications
The analysis in previous sections suggests the complex inter-relationship
between global and Indian demographic trends on one hand, and outsourcing/
offshoring activities on the other. Some of the implications have been
indicated in the earlier sections and are therefore not repeated here.

The demographic gift (opportunity) phase which India is expected to enjoy
for the next few decades does not confer automatic advantage. The opportunity

is unique and time-bound. Therefore it needs to capitalize on this one-time
opportunity by productive use of the young labor force. To achieve this, reforms
in many areas will be essential. This include devising sustainable macroeconomic
policies, developing world-class physical infrastructure, aligning education
systems with the requirements of the businesses, educational reforms, labor
market reforms favoring jobs-creation, productivity and mobility, and
establishment of appropriate social safety nets.

By the same token, demographic burden phase does not confer automatic
disadvantage. Thus, as technology gets better and cheaper, some of the
current low-end business processes will no longer be outsourced. Emergence
of code-generating tools, reliable and cost-effective automated voice
recognition and response systems, automated network monitoring and
maintenance systems will imply that business infrastructure management
will become less labor intensive.

Moreover, some countries in demographic burden phase (such as China)
can sustain labor cost and other advantages because of the large labor pool.
Other countries (such as Singapore, Australia and Thailand) can import
significant proportion of the labor force to help sustain competitiveness,
while acquiring niche advantages.

Health Care: Increased life expectancy, particularly at age 60 in the
OECD countries18 have significant implications for health care outsourcing
and offshoring. Health resources consumed per person increase significantly
after 65 years of age.  For the old-old population (i.e. those above 75 years
of age), the healthcare needs required are likely to be more labor intensive
as these individuals may need help in performing the daily functions.
However, newer technologies, such as telemedicine could help in reducing
the labor intensity, and permit some health services to be provided from
India to the rest of the world.19 Some aspects of such technology could be
outsourced or offshored. Advances in medical technologies have potential
to raise life expectancy even above 100 years,20 thus requiring health care
for longer period.

In the OECD countries, the ratio of total health expenditure to GDP
ratio ranged from 8 to 10 per cent (in 2003, the OECD average was 8.7)

20 21
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(OECD, 2005). In 2002, for the US, the corresponding figure was 15 per
cent, or US$1600 billion. This is expected to increase considerably. Any
possible savings through health care outsourcing and offshoring by affluent
and rapidly ageing countries is therefore likely to have substantial fiscal
and financial benefits to these countries while providing considerable
commercial opportunities to India. The National Health Service (NHS) of
UK has, for example, been sending some of its patients to France and South
Africa21. Training of nurses and other personnel, and diagnostic services
can also be outsourced or offshored. Recognition of such training in India
needs to be encouraged.

The global offshoring potential in life sciences and healthcare is estimated
to be about $220 billion, with an annual growth rate of 8 to 10 per cent.
India currently accounts for only $0.3 billion, but hopes to increase it to
$12 billion by 2015.  In 2003, India attracted only 150,000 patients for
medical care; a tiny share of the global healthcare tourism of US$40 billion
(Business India, 2005).22  Some of the health care tourism concerns cosmetic
surgery, rather than traditional medical procedures. But this category is
nevertheless of considerable commercial benefit.

India has cost-advantage (with same quality) in many medical
procedures. As an example, a bone marrow transplant costing about
US$200,000 in US and UK costs only one-tenth in India (Business India,
2005). India also has cost advantage over Singapore, and Thailand, though
the margin is smaller at around 25-30 per cent.

Another area in which India could benefit is from attracting clinical
research23. India has clear cost advantage in the realm of contract research
and clinical trials. It is estimated that the cost of doing clinical research in
India is 40 to 60 per cent lower than in developed countries. Since clinical
trials constitute about 70 percent of the total costs of a new drug, India
could bring down the average cost of $800 million for a new drug
development by around $200-$250 million.

India exhibits considerable biodiversity in its gene pool due to its
heterogeneous mix of population. Besides, it also has a huge proportion of

uncontaminated or naïve patients who are required for testing of certain
drugs. These enhance India’s attractiveness as a location for clinical trials
and research activities.

India can cooperate with UK and others in meeting their health
care infrastructure requirements. India should integrate Ayurveda and
alternative medicine in providing health care services. It should endeavor
to have such treatment to be included in the health insurance policies in
other countries.

India will need to work on international perceptions through aggressive
international marketing, improve tourism infrastructure, and make visa and
other formalities for those seeking medical treatment in India much more
friendly and efficient.

Movement of Natural Persons: The analyses in the previous sections
suggest that global demographic complementarities provide win-win
opportunities for affluent and rapidly ageing countries as well as to India.
Some countries, such as U.S. have been more open to in-migration, but
Europe and Japan have been particularly reluctant to welcome in-migrants.

There are however other avenues than long-term in-migration in taking
advantage of demographic complementarities. The World Trade
Organization (WTO) already has on its agenda facilitating the movement
of natural persons on a short-term basis (Paragraph 1(d) of Article 1 of the
General Agreement on Trade in Services). However there has been little
progress within the multilateral set-up due to stringent criteria applied to
the four modes, particularly those pertaining to cross-border supply (Mode
1), commercial presence (Mode 3) and presence of natural persons (Mode
4).  This has particularly proved to be disadvantageous to the developing
countries in availing of outsourcing and offshoring activities. India has a
particular interest in this area and it needs to help build a majority coalition
to facilitate the appropriate arrangements.

India has entered into bilateral economic partnership with several
countries and regional organizations. India should use the extent to which
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its professionals get access to labor markets of its economic partners, and
the extent to which these partners are willing to take advantage of
demographic complementarities through outsourcing and offshoring, as
among the criteria to determine the success of such arrangements.24 It should
build these areas into any future agreements as well.

Challenges
Gartner Inc., specialized IT research and advisory firm, has estimated that
offshore infotech and BPO amounted to $34 billion in 2005, and this could
double by 2007. India share in global total is estimated to be 60 per cent.
India has a major challenge in maintaining this share. It needs to address
internal challenges of rising wages, job turnover, shortage of professionals
in certain segments, and physical infrastructure inadequacies. Externally, it
needs to adjust to competition from China, Russia, Brazil and Mexico who
aim to take a greater share of the total by offering costs and skills at par
with India, plus advantages such as closer proximity to U.S. and European
markets (BusinessWeek, 2006). India must also meet challenges from niche
players such as Singapore, Ireland, and Hungary, and cost-competitive
countries such as Vietnam, and the Philippines.

Therefore, the key to survival of the Indian firms in the outsourcing
business would be to invest in new, innovative technologies and services
that will not be marginalized by automation or by the inevitable narrowing
of the country’s cost advantage.  

To maintain India’s current global share, the country will need 2.3
million professionals by 2010. According to McKinsey’s calculations, India
may face a deficit of 500,000 workers with 70 percent of the shortage
arising in call centers and other back-office businesses, where proficiency
in English is the most important prerequisite. By end of financial year
2005-06, the employment in the IT industry was estimated to be 1.3 million,
a small proportion of the total labor force of 450 million. The IT industry
expects to spend US$ 2.6 billion to train 1 million professionals in the next
3 years to meet the growth targets.

 In early 2006, NASSCOM established the National Skills Registry
(NSR) providing centralized database of employees and employers in the

IT industry in India. It has partnered with All India Council of Technical
Education (AICTE) and ITC Infotech with a view to focusing on
employability of the graduates. It also aims to expand the geographical
scope of the It industry in India. Currently, Tier I cities (e.g. Mumbai,
Delhi, Bangalore, and Hyderabad) contribute around 90 per cent of the
country’s IT exports. Nasscom aims to increase this share of Tier II cities
through industry, academia, and government partnership. This could help
in cost competitiveness while providing more human resources to be equipped
with appropriate skills.

No export industry can sustain itself in the long run without a strong
domestic market. A strong domestic IT industry is needed to enhance India’s
own competitiveness, particularly in the government sector. State and market
are complimentary institutions. Currently, productivity in the state sector
services requires to be improved, and so does the delivery mechanism for
government sector.  Appropriate use of IT can assist in this regard, raising
the competitiveness of India’s economy.

VI. Concluding Remarks
India has a one-time demographic opportunity for the next two to three
decades which it must utilize to sustain its growth rate and occupy all
segments of global outsourcing and offshoring activities. Rapid ageing of
the OECD countries provides India with significant commercial opportunities.
India must ensure that these opportunities are used to significantly advance
its economic space. India’s internal demographic challenges, with Southern
states having low fertility rate and northern states having high fertility rates
must also be addressed.  This area requires much more attention of the
researchers than it has received so far.

India has had a degree of success in attracting outsourcing and offshoring
business activities. But it faces many internal and external challenges. The
internal challenges include increasing the supply of internationally
competitive manpower, improving physical infrastructure, and broadening
and deepening of domestic IT market to help improve overall competitiveness
of the economy. The external challenges concern emergence of several
competitors in all segments of the outsourcing and offshoring chain; the
need to improve branding and marketing of India; and the need for more
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skilful commercial diplomacy to expand India’s economic opportunities in
this area.

Indian IT industry association, NASSCOM and policymakers are aware
of the challenges. With appropriate policies and focus India can continue to
be globally competitive in outsourcing and offshoring, and continue to
nurture globally competitive products and companies.

Endnotes
1 This has given rise to extensive literature of varying quality. Representative references

include Kirkegaard (2005), Click and Duening (2005), Kobayashi-Hillary (2005),
and Hira and Hira (2005), Vashistha and Vashistha (2005).

2 See Bhagwati et al. (2004), BusinessWeek (2006), and Hira and Hira (2005).
3 Labor is an expensive factor of production, particularly in affluent and rapidly ageing

societies. A profit-maximizing firm, operating in a competitive market can expect to
benefit by employing a lower cost form of labor providing the same service, assuming
comparable and compatible labor quality, and laws that are not prohibitive in doing so.
The cost savings from offshoring are primarily the difference between the unit cost of
labor, and the workers compensation that must be paid to produce one unit of good or
services. Different studies suggest that the offshore outsourcing model can bring cost
savings which are too large to ignore.

4 For example, a nine-and-a-half-hour difference from the Eastern Standard Time puts
India in a perfect position to enable 24-hour, around-the-clock development for the
U.S. companies, thereby drastically reducing deployment times.

5 Google’s R&D center in Bangalore in India reflects this new mindset. The company
considered recruiting only the best graduates from country’s top schools. The company’s
move was motivated by availability of requisite engineering talent pool in the country,
and was not necessarily a cost cutting move.

6 There is a very fine distinction between BPO and KPO. In general terms, KPO
provides value to the client through domain expertise, rather than process expertise. In
case of KPO, the service provider executes judgment-intensive and high-expertise
processes for its clients (Business India, 2005).

7 India and China are economies with large labor force. India’s labor force is about 450
million, while China’s labor force is about 650 million. The countries realize the need
to have balanced sectoral development. Therefore, at the margin, India is emphasizing
manufacturing activities, and China is emphasizing services.

8 In Italy, there are more people receiving pension (22 million) than people working (21
million) (IBM, 2004).

9 More accurately this may be termed as demographic opportunity phase. This is because
having large share of younger workers in the total population also increases the
responsibility for providing jobs to them. If this task is not taken satisfactorily, social

cohesion and other challenges may emerge. The positive impact of the phase is not
automatic but the potential opportunities need to be secured by appropriate public
policies.

1 0 Even the states such as Gujarat, Bihar, West Bengal, Uttar Pradesh and Karnataka,
which have traditionally emphasized regional languages, have begun to emphasize
English. Private sector and business organizations are increasingly pro-active in
providing English proficiency training to all age groups.

1 1 IMF (2004) projection shows that the share of working-age population to total
population will not decline until 2045, and even then the decline will be quite gradual.

1 2 There are encouraging initiatives by the Indian businesses in expanding access to
primary and secondary education. As an example, The Bharti Foundation plans to
spend Rs. 2 billion, to set up a few hundred primary schools in Northern and Eastern
states by 2008. Such initiatives are also being taken by other business groups across
the country. These, along with the initiatives in higher education by government and
private institutions, could help prepare the states to deal with their demographic
challenges.

1 3 Detailed analysis of these implications is however beyond the scope of this paper. But
nevertheless, it is an important area for further research.

1 4 There has been recent controversy about how lucrative the LPO segment is for Indian
firms engaged in this sector. While a NASSCOM-Forrester report suggested that as
high as 79,000 US lawyer jobs will move to other countries by 2015 (India’s share
being 60 to 70 per cent), an Evalueserve report suggests that it might not be as
rewarding, especially when compared to outsourcing in IT streams. Evalueserve
predicts that Indian companies providing legal services will command only 1.2 per
cent share of the US legal industry, which is projected to stand at $480 billion by
2015.

1 5 India has made a quiet entry into high-end creative work concerning visual effects for
Hollywood movies, such as “The Chronicles of Narnia” which was nominated for
Oscar in 2006 (International Herald Tribune, March 13, 2006, pp. 9-10). India’s
animation and gaming market is also expected to quadruple to $1.3 billion by 2009,
and employ about 30,000 animators (The Financial Express, April 7, 2006). Indian
companies such as UTV Software Communications, Toonz Animation, Pentamedia
Graphics, Crest Communications, DQ Entertainement and JadooWorks have tied up
with firms such as Walt Disney, NBC Universal and Mattel to share copyrights and
profits. The other countries with movie and gaming industries, particularly in Asia-
Pacific could also find mutually beneficial opportunities with Indian firms in this area.

1 6 According to the US Secretary of State, Condoleeza Rice about 65, 000 American
professionals live in India (Washington Post, March 13, 2006, p.A15).

1 7 According to a study by global market research firm, Frost and Sullivan, India is set
to witness substantial growth in offshoring revenue (from US$ 3.25 billion in 2005
to US$ 14 billion by 2010) from designing computer-embedded products which
contain microchips (Business Standard, February 24, 2006).
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1 8 For example, life expectancy at age 60 for Japan for 1995-2000 period was 21 years
for males and 25 years for females. In contrast, for India the corresponding figures
were 16 and 17 years respectively (Chakraborti, 2004, p.56).

1 9 Indian companies are making progress in providing Teleradiology services involving
a wide range of services from simple X-ray scans to complex 64-slice CT scans, MRI
and ultrasound scans,  to the rest of the world, particularly the US, and Singapore.

2 0 This has implications for annuity markets. Insurance companies would be reluctant to
provide life-time annuities if there is uncertainty concerning longevity.

2 1 Indian businesses in health care are making efforts to attract UK patients. The healthcare
working group, coordinated by FICCI (Federation of Indian Chamber of Commerce
and Industry) is to discuss cooperation in this area at the Indo-U.K. Joint Economic
and Trade Committee (JETCO) in early 2006. India should aim to promote similar
working groups with US, Germany, and other OECD countries.

2 2 It is essential that in the process domestic health care needs are not ignored. This is an
issue which the industry and policymakers must address.

2 3 India is keen on establishing new areas in offshoring competitiveness. This is indicated
by the initiatives of Joint Working Group (JWG) on Biotechnology of India and the
U.S. These include working of protocols of the transfer of bio-materials and clinical
trials of medicine in India by the U.S. companies. India is also exploring similar
arrangements with France and Canada. There is also potential for such partnership
with Japan, and Korea.

2 4 India should closely monitor these areas in assessing Comprehensive Economic
Cooperation Agreement (CECA) with Singapore.
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