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Abstract: From the perspective of economic convergence theory, this paper
makes an empirical study on the economic growth of Bangladesh, India, Sri
Lanka, Nepal and Pakistan. Using econometric method, this paper reveals the
followings: During the 1960-2024 period, measured by the steady state of per-
capita output, the relative positions of the above five South Asian countries in a
test sample were generally much lower than the average level of all sample
countries, but showed a upward trend after 1990s except Pakistan; the relative
position of Sri Lanka kept obviously higher than those of other four countries from
1960s to 2010s; during the 2020-2024 sub-period, Sri Lanka’s relative position
suddenly declined while India’s relative position rose rapidly and became the
highest among the above five South Asian countries. The paper also gives
explanations for the above results and also makes some conclusions on the above
five countries.
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1. Introduction

South Asian countries are mostly developing countries and their degree of wealth is
significantly lower than the world average for a long time, but they have great potential in
economic growth. This paper will explore the economic growths of five South Asian
countries from the perspective of economic convergence. Among all South Asian
countries, Bhutan and Maldives are excluded from the empirical research in this paper
because the former is a very small country while the latter is in the Indian Ocean and far
away from the South Asian subcontinent. This paper only chooses Bangladesh, India, Sri
Lanka, Nepal and Pakistan as the representatives of South Asian countries. In recent years,
some economists have put their research work on the economic growths of the above five
South Asian countries, and they have got many research results with important reference
value. Examples are as follows: Dhungel (2011), Bastola and Sapkota (2015), Biswajit
Maitra (2021), Maitra and Chakraborty (2021), Uddin (2021), Malik et al. (2021),
Ganepola et al. (2023), Nenavath (2023), Rakib et al. (2023), Shaukat et al. (2023),
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Madurapperuma (2023), Ahmeda et al. (2025) and Sreenu (2025) published the concerned
research results. Specifically, the above economists have studied the influences of FDI,
domestic investment, international trade, human capital, infrastructure, external debt,
government expenditure, finance, inflation, electricity, etc. on the growths of the above
five South Asian countries. Generally speaking, these economists' research work is
valuable. However, there is an omission in their research work, which is reflected in the
fact that the research work of these economists is to measure economic growth with total
output (GDP) or per-capita output (GDP per-capita) while ignoring the investigation on
changes in the steady state of per-capita output of the relevant countries.

According to the theory of convergence, an economy’s per-capita output always converges
to its steady state of per-capita output for a given period, therefore, the steady state of per-
capita output can indicate the richness that a country can achieve for that given period.
Therefore, developed countries should enjoy much higher steady states of per-capita
output than developing ones, i.e., if developing countries want to become developed ones,
they need to catch up with developed countries in the steady state of per-capita output. In
addition, due to the existence of capital accumulation and technological innovation, the
steady state of per-capita output keeps improving over time for most countries, but the
growth rate is usually different among countries, so it is necessary to investigate if there
happens a relative change in the steady state of per-capita output of a country in a test
sample of many countries.

To carry out such a study, this paper establishes an important concept: the relative steady
state of per-capita output, which is the ratio of the steady state of per-capita output of a
country to the average level of a set of countries. Based on this definition, a change in the
relative steady state of per-capita output of a country means a relative change in its steady
state of per-capita output in a set of countries.

This paper is designed to investigate the relative changes on the steady states of per-capita
output of Bangladesh, India, Sri Lanka, Nepal and Pakistan. Using econometric methods,
this paper will obtain the estimates of the relative steady states of per-capita output of the
above five countries in the 1960s, 1970s, 1980s, 1990s, 2000s, 2010s and the 2020-2024
sub-period, respectively, to show the relative changes in their steady states of per-capita
output in a test sample, and will make a corresponding description.

This paper includes 7 sections. Section 1 is introduction. Section 2 gives the explanations
of some concerned concepts on convergence. Section 3 introduces the regression equation
used in this paper. Next, the data, the empirical method and the details of both results and
analyses are given in Section 4. After Section 5 using paths to show the relative changes in
the steady states of per-capita output of the above five South Asian countries, Section 6
makes an explanation of the research results. Conclusions are provided in Section 7.
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2. The interpretations of some concerned concepts on convergence
This paper makes a study on convergence based on the Solow model** shown in Figure 1%

Figure 1: An economy’s steady state in a given period

! -

k' k
Several concepts on convergence are involved.

The first is steady state. Figure 1 shows, for an economy for a given period, the capital per
unit of effective labor k converges toward its steady state k*, so the output per unit of
effective labor f(k) converges toward its steady state f(k*). Further, the output per unit of
labor (i.e., per-capita output) Af(k) converges toward its steady state Af(k"), where A
denotes the effectiveness of labor in the given period.

Furthermore, the model also implies the effects of the economic parameters on the steady
state. For example, for an economy, if the saving rate s rises or the population growth rate
n declines, k*and f(k*) will increase, resulting in a rise in the steady state of per-capita
output Af(k™) with a given A. In addition, if the effectiveness of labor A improves and k*
is given, Af(k™) will also increase.

The second is social infrastructure®. According to what Romer described, it refers to the
institutions, policies, traditions and cultures, which can influence economic growth. In fact,
a country’s social infrastructure can also influence its steady state of per-capita output.

For more details of the Solow model, see Romer (2001, Chapter 1).
2 Romer (2001).

% See Romer (2001, p.143).
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Developed countries enjoy high levels of steady state of per-capita output mainly because
of their superior social infrastructures, so a developing country wants to be a developed
one, it should improve its social infrastructure at first.

The next is the convergence speed g, which is shown in following equation®.
k(t)-k* =e”(k(0)-k") (1)
In equation (1), only a positive value of g let k converge to k*, and a larger value of g

means a faster convergence. B in equation (1) is deemed as a small constant when k is
close to k*; otherwise, g is changeable.

The last is g -convergence, which consists of absolute convergence and conditional

convergence. Absolute convergence implies all the economies involved can enjoy the
similar steady state of per-capita output because they enjoy similar social infrastructure,
while conditional convergence means the situation is opposite because the economies
involved are obviously different in social infrastructure.

3. The description of the regression equation

The hypothesis of g -convergence is tested by the following equation®.
(1/T) Iog(Yi,t/Yi,t—T) =a; = (1/T)(1_ei/ﬁ)|0gYi,t—T + ui,t (2)

where the subscript t denotes year t; the subscript i denotes economy i; T denotes the time
interval of observations between year t-T and year t; Y denotes per-capita output of
economy i for all i in year t, i.e., Y, = A f(k;) holds for economy i for all i; A denotes

the  average speed of  convergence for all  sample  economies;
o, =X +@U/T)L-e"")logY,", x denotes the technological progress rate of economy i

for all'i (i.e., x, = g; holds for all i), the natural number e =2.718, Y," denotes the steady
state of per-capita output of economy i for all i for a given period, so Y = A f (k") holds

for economy i for all i for the period. The equation (1) implies the average annual growth
rate (from year t-T to year t) of per-capita output of economy i for all i depends positively
on Y;" and negatively on v, ..

To eliminate the time trend relevant to the rate of technological progress (x; ), Coulombe

(2004) defined vy, =log(Y;,/Y,) , where Y, is the cross section mean of Y,, inyeartfor

* See Romer (2001, p.24).
® Barro and Sala-1-Martin (2004. p.466), the equation on page 466 shows the time interval (T) of
observations is from year 0 to year T.
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all t. With this definition, the equation (3) is gained by converting the equation (2). the
details are shown as follows.

@/may;, =¢,-@/T)A- eim))/i,m T &y ®)
where Ay, =y, — Y r = log(Y;, 1Y) - log(Y; + Ner) i =g -a= UT)A-eM)y;
almost holds because both x; and x are positive and small enough so that the difference

X, — X can be neglected, y* =log(Y,"/Y*), so y' denotes the relative steady state of per-
capita output (log version) of economy i for all i; and ¢, = U —Ut-
In the equation (3), ¢, is the constant term (= the fixed effect) of economy i for all i. In the

case of conditional convergence, Y;" changes with i, then Y," does not equal Y* for most

i or y; does not equal zero for most i, thus ¢, does not equal zero for most i or ¢ is
significant for most i. But for absolute convergence, the situation is just the opposite, c; is

not statistically significant for most i.

4. The data, the empirical method, the results and the analyses
4.1. The data

Data on GDP per-capita (constant 2015 US$) for countries and regions are available in
World Bank database (World Bank, 2024). The downloaded data® cover the years from
1960 to 2024.

4.2. The empirical method

Firstly, the above data is divided into the seven sub-samples seven sub-sample of the
1960s, 1970s, 1980s, 1990s, 2000s, 2010s and the first half of 2020s. Since each above
sub-sample contains both developed and developing countries, conditional convergence
should be in each one. Secondly, the hypothesis test of conditional convergence should be
made in each above sub-sample to confirm whether conditional convergence exists in each
one. Thirdly, after all hypothesis tests are completed, according to the regression results
obtained, the estimates of the relative steady states of per-capita output of Bangladesh,
India, Sri Lanka, Nepal and Pakistan in each above sub-sample will be calculated,
respectively, which can be used to show the relative positions of the five countries in the
test sample in each sub-period.

®Data in both 1960s and 1970s are not available for many countries and regions, so this paper can
only choose the 110 countries and regions to form a test sample, which are available upon request
from the author.
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In addition, (1/T)(L—e”") = B holds when £ is a very small positive number, so the
constant term ¢, = Sy, holds for country i for all i in equation (3). Take one year as the
time interval of observations used, i.e., T = 1 year, the equation (3) is rewritten as:

A, =C— i1+ &y “)

It is equation (4) that is applied to test the hypothesis of conditional convergence.

4.3. The results and the analyses

According to the aforementioned related descriptions on the speed of convergence g and
conditional convergence, if g in equation (4) is statistically positive; c, in equation (4) is
statistically significant for most i, the hypothesis of conditional convergence is not be
rejected, respectively, in each of the above seven sub-samples.

First, the data of the 1960s sub-sample is used to estimate equation (4). Now make two
null hypotheses for this sub-sample: H,: g =0, H,: ¢,;= 0. The regression results from
estimating equation (4) by using data in the 1960s sub-sample for the five chosen South
Asian countries are given in Table 1.

Table 1: The selected regression results from using the 1960-1969 sub-sample

Variable Coefficient Estimates p value
Yica -B -0.131739 0.0000
C (BGD) C (BGD) -0.365982 0.0000
C (IND) C (IND) -0.406483 0.0000
C (LkA) C (LKA) -0.303547 0.0000
C (NPL) C (NPL) -0.414007 0.0000
C (PAK) C (PAK) -0.327246 0.0000

The p value for the estimate of g in Table 1 shows H, : = 0 is rejected at the 1%
significance level, and according to the estimate of 3, f is positive. P values for most
estimates of ¢, show H : c;= 0 is rejected at the 1% significance level. Therefore, the
regression results of B and c, express the hypothesis of conditional convergence is not
rejected in the 1960s sub-sample.

Then, for each other sub-sample, make two null hypotheses: H;: g = 0, H,: ¢;= 0.

Their regression results from equation (4) for six sub-samples of the five chosen South
Asian countries are displayed in the five following Tables.
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Table 2: The selected regression results from using the 1970-1979 sub-sample

Variable Coefficient Estimates p value
Yica -B -0.131739 0.0000

C (BGD) C (BGD) -0.365982 0.0000
C (IND) C (IND) -0.406483 0.0000
C (LKA) C (LKA) -0.303547 0.0000
C (NPL) C (NPL) -0.414007 0.0000
C (PAK) C (PAK) -0.327246 0.0000

Table 3: The selected regression results from using the 1980-1989 sub-sample

Variable Coefficient Estimates p value
Yiis -p -0.121608 0.0002

C (BGD) C (BGD) -0.379096 0.0002
C (IND) C (IND) -0.365067 0.0004
C (LKA) C (LKA) -0.255292 0.0002
C (NPL) C (NPL) -0.394585 0.0004
C (PAK) C (PAK) -0.291563 0.0003

Table 4: The selected regression results from using the 1990-1999 sub-sample

Variable Coefficient Estimates p value
Vi -p -0.240357 0.0000

C (BGD) C (BGD) -0.736390 0.0000
C (IND) C (IND) -0.705381 0.0000
C (LKA) C (LKA) -0.470685 0.0000
C (NPL) C (NPL) -0.776458 0.0000
C (PAK) C (PAK) -0.603740 0.0000

Table 5: The selected regression results from using the 2000-2009 sub-sample

Variable Coefficient Estimates p value
Yis -p -0.072642 0.0475

C (BGD) C (BGD) -0.190994 0.0968
C (IND) C (IND) -0.169669 0.1115
C (LKA) C (LKA) -0.112184 0.1000
C (NPL) C (NPL) -0.220464 0.0774
C (PAK) C (PAK) -0.175637 0.0651




Empirical Economics Review 16(1): (March 2026), pp. 35-51

Table 6: The selected regression results from using the 2010-2019 sub-sample

Variable Coefficient Estimates p value
Yia -B -0.218913 0.0000

C (BGD) C (BGD) -0.539128 0.0000
C (IND) C (IND) -0.488314 0.0000
C (LKA) C (LKA) -0.294124 0.0000
C (NPL) C (NPL) -0.623878 0.0000
C (PAK) C (PAK) -0.528123 0.0000

Table 7: The selected

regression results from using the 2020-2024 sub-sample

Variable Coefficient Estimates p value
Yica -B -0.284792 0.0000

C (BGD) C (BGD) -0.646640 0.0000
C (IND) C (IND) -0.423029 0.0000

C (LKA) C (LKA) -0.450574 0.0000

C (NPL) C (NPL) -0.796069 0.0000

C (PAK) C (PAK) -0.701540 0.0000

Similarly, using the previous method, one can know that for each other sub-sample, g is
positive and H, : ¢, = 0 is rejected at the 5% or 10% significance level. According to the
information about g and ¢, , the hypothesis of conditional convergence is not rejected,
respectively, in each of the other six sub-samples.

In explaining equation (3) in Section 3, it is shown y’ = |og(Yi*/Y_*) represents the

relative steady state of per-capita output (log version) of country i for all i. In addition, as
shown in Section 4.2, ¢, = gy;" holds for country i for all i, so the estimates of y=" can be

computed using the estimates of ¢, and g in each sub-sample. Take the estimates of c,
and £ in Table 1 as an example, let -~ represents the relative steady state of per-capita

output of country i for all i in the 1960s, the estimates of the five South Asian countries in

the 1960s are computed as follows.

Y, (BGD) = ¢, (BGD)/ 3, = -0.365982/0.131739 = -2.7865
N A

Yo (IND) = C, (IND)/ /3, = -0.406483/0.131739 = -3.0949
Y, (LKA) = ¢, (LKA)/ 3, = -0.303547/0.131739 = -2.3112

Yg (NPL) = C, (NPL)/ /3, = -0.414007/0.131739 = -3.1521
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ys (PAK) = C, (PAK)/ /3, = -0.327246/0.131739 = -2.4916
Similarly, using the estimates in Tables 2, 3, 4, 5, 6 and 7, one can compute the estimates
of y" of the five South Asian countries, respectively, in the 1970s, 1980s, 1990s, 2000s,

2010s and the 2020-2024 sub-period by using the above method. All estimates are
obtained and given in Table 8.

Table 8: Estimates of relative steady states of per-capita output of the five countries

Names of | Estimates |[EstimatesEstimates Estimates | Estimates| Estimates | Estimates in the 2020-
countries in 1960s | in 1970s | in 1980s | in 1990s | in 2000s | in 2010s 2024 sub-period
Bangladesh | -2.7865 | -3.2286 | -3.1174 | -3.0637 | -2.6292 | -2.4627 -2.2706

India -3.0949 | -3.2654 | -3.0020 | -2.9347 | -2.3357 | -2.2306 -1.4854

Sri Lanka -2.3112 | -2.3466 | -2.0993 | -1.9583 | -1.5443 | -1.3435 -1.5821

Nepal -3.1521 | -3.3561 | -3.2447 | -3.2304 | -3.0349 | -2.8498 -2.7953
Pakistan -2.4916 | -2.6562 | -2.3975 | -2.5118 | -2.4178 | -2.4125 -2.4633

In Table 8, the estimates of the five South Asian countries are all significantly negative
because all of them are developing countries. By the way, the estimates of all developing
countries in the test sample will be significantly negative or near to zero (= the average
level of all sample countries). But for all developed countries in the test sample, their
estimates will be significantly positive.

5. The relative changes in steady states of per-capita output of relevant countries

This paper uses the path of a country’s relative steady state of per-capita output to show
the relative changes in its steady state of per-capita output in a set of countries over time,
i.e., measured by steady state of per-capita output, the path shows how a country’s relative
position changes in a set of countries over time. The path can be drawn by using the
estimates of a country’s relative steady state of per-capita output existing in the successive
sub-periods. Thus, the paths of the five South Asian countries are drawn by using their
estimates in Table 8 and displayed in Figure 2.

As to the horizontal axis with a scale of 0 in Figure 2, as shown earlier, y" =log(Y," /Yf*)

signifies the relative steady state of per-capita output (log version) of country i for all i. so
the horizontal axis is a path for such a hypothetical country: its relative steady state of per-
capita output equals 0 in each sub-period, i.e., its steady state of per-capita output (Y," )

equals the average (Y*) of all sample countries in each sub-period. This implies that any
path above (below) the horizontal axis is for a developed (developing) country. The five
paths in Figure 2 shows the five South Asian countries are all developing countries, the
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details about them are described as follows. In addition, all paths generally maintain an
upward trend except Pakistan’s.

Figure 2: The paths of relative steady states of per-capita output of the five South
Asian countries (1960-2024)
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Note: 1. The numbers 1, 2, 3, 4, 5, 6 and 7 below the horizontal axis denote 1960s, 1970s, 1980s,
1990s, 2000s, 2010s and the 2020-2024 period, respectively. 2. The numbers arranged vertically
denote the measures of relative steady state of per-capita output.

Nepal's path is the lowest one among the five paths. This means during the 1960-2024
period, measured by the steady state of per-capita output, Nepal's relative position was the
lowest among the five countries. In short, during the 1960-2024 period, although Nepal
did obtain economic growth, its economic performance was the weakest among the five
South Asian countries.

Bangladesh's path is above Nepal's but below the paths of other three countries. This
means during the 1960-2024 period, Bangladesh’s relative position, measured by the
steady state of per-capita output, was only higher than Nepal's. In addition, Bangladesh's
relative position maintained an upward trend after 1980s and was higher than Pakistan’s
the 2020-2024 sub-period. In a word, during the 1960-2024 period, Bangladesh was better
than Nepal but poorer than the other three countries in economic performance.

Pakistan’s path shows that during the 1960-2024 sub-period Pakistan was the only country
whose relative position, measured by the steady state of per-capita output, did not changed
significantly as a whole. Since the other four paths generally maintained an upward trend
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since 1980s, Pakistan’s relative position was only higher than Nepal's in 2020-2024 sub-
period. In a word, during the 1960-2024 period, Pakistan did not make significantly
relative progress in the test sample in economic performance.

India's path shows its upward trend is the steepest, which means that during the 1960-2024
period, India's relative position, measured by the steady state of per-capita output, was
growing fastest among the five South Asian countries. In addition, India's path was much
lower than Sri Lanka’s during the 1960-2019 period, but became higher than Sri Lanka’s
in the 2020-2024 sub-period. In sum, during the 1960-2024 period, on the whole, India
was only poorer than Sri Lanka but better than the other three countries in economic
performance.

Sri Lanka’s path is the highest among the five ones and maintains an upward trend except
a drop in the 2020-2024 sub-period. This means Sri Lanka’s relative position, measured by
the steady state of per-capita output, was obviously higher than those of other four
countries from 1960s to 2010s, and only a little lower than India's in the 2020-2024 sub-
period. In short, during the 1960-2024 period, Sri Lanka was the best one among the five
South Asian countries in economic performance.

6. An explanation of the above empirical research results

As shown earlier in Section 2, the social infrastructure mentioned in convergence theory
refers to the system, policy, tradition and culture, which are related to economic growth. In
fact, a country's social infrastructure can affect directly its domestic investment and labor
efficiency. For example, if a country's social infrastructure has been significantly
improved, it will lead to an increase in both its saving rate (almost referred to as
investment rate) and labor efficiency, which can cause a rapid and relative growth of its
steady state of per-capita output. On the contrary, the situation is the opposite.

As Figure 2 shows, all relative positions of the five South Asian countries experienced a
drop in the 1970s, the main reason for that is the global oil crisis in the 1970s and the
economic recession in the West caused heavy losses to the economies of the five South
Asian countries because they depended on the export of primary products (such as
agricultural products and natural resources) to the West. Therefore, we need to make a
discussion focusing on the changes in social infrastructures of the five South Asian
countries after the 1970.

6.1. Bangladesh

In the 1980s, Bangladesh broke its dependence on nationalization path in the early days of
independence through policy loosening. The Foreign Private Investment Law promulgated
in 1980 allows foreign investors to hold 100% shares and enjoy tax relief, attracting textile
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enterprises from South Korea and Taiwan, as well as China to transfer their production
capacity. The government set up the first export processing zone in Chittagong (1983) to
provide "duty-free and quota-free" export convenience, making the garment industry
quickly become an engine of growth. By 1989, clothing exports accounted for 35% of
foreign exchange earnings, directly creating 500,000 jobs. This "foreign capital plus cheap
labor" model enabled Bangladesh to seize the opportunity under the global textile quota
system.

In addition, Bangladesh skillfully uses the competition pattern between China and India to
obtain development resources. In 1980, it renewed its trade agreement with India, allowing
India to transport goods through its inland rivers in exchange for India's technology
transfer to garment exports. At the same time, the roads and bridges aided by China (such
as the Kurna Bridge opened to traffic in 1989) have improved the logistics network and
laid a good logistics foundation for the further development of the country's foreign trade.

All above mentioned about Bangladesh can be seen as a significant improvement in the
social infrastructure of this country after the end of 1970s, which caused a continuous
relative rise of its steady state of per-capita output since then.

6.2. India

The economic growth in India has accelerated significantly after the 1980s, which was
driven by the superposition effect of multiple structural reforms and external opportunities.
The Indian government promulgated the Foreign Private Investment Act in 1984, allowing
foreign investors to hold 100% shares and enjoy tax relief. After 1985, it further
implemented a series of measures to develop an export-oriented economy, which helped
India seize the opportunity of global industrial transfer in the 1980s and attract foreign
investors to enter the manufacturing industry through the establishment of export
processing zones and tax incentives, allowing foreign-funded enterprises to export "duty-
free and quota-free", which promoted the rapid rise of the country's garment, power
equipment, auto parts and other industries.

The software service industry also played an important role in India's economic growth.
Bangalore Software Science and Technology Park was established in 1982. The Indian
government gave tax relief, tariff exemption and satellite communication support to attract
multinational companies to set up software R&D centers. Although the initial scale was
limited, India began to undertake coding and data processing business of European and
American enterprises, which not only trained the first batch of software technicians in
India, but also established an international cooperation network. During this period, the
Indian government issued policies to develop the software industry (such as "Computer
Software Export, Development and Training Policy" in 1986), which laid the foundation
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for the explosive growth of the software industry in the country. In addition, India began
to increase its infrastructure construction in the 1980s, and made great efforts to improve
its power and transportation networks through World Bank loans and domestic financial
input.

All above mentioned about India can show India's social infrastructure has improved
significantly since the 1980s, which caused a continuous relative growth of its steady state
of per-capita output since then. Because India's social infrastructure improved more
quickly than those of other four countries, its relative position rose more quickly as shown
in Figure 2, even became the highest of the five countries in the 2020-2024 sub-period.

6.3. Nepal

In the 1980s, Nepal began to adjust its economic policies and gradually shifted from a
closed economy to an open economy. In order to attract foreign investment, the Foreign
Investment and Technology Law promulgated in 1981 allows the full remittance of
foreign profits and gives tax incentives. As a result, a large number of foreign investments
used Nepal's cheap labor to enter the country's garment industry, making the country
quickly become an important node in global garment production. This not only promoted
the employment of manufacturing industry in the country, but also promoted the
development of supporting industries (such as textiles and logistics) in the country. By the
end of 1980s, clothing export had become the main driving force of the country's
economic growth.

Due to geographical opportunities, the high value-added characteristics of Nepal's tourism
industry have contributed significantly to its economic growth. For example, high-end
services such as mountaineering adventure and cultural tourism attract high-consumption
tourists, among which the income from equipment rental and guide services brought by
the Everest mountaineering season are important tourism income. In 1981, the foreign
exchange income of tourism accounted for 36.8%, making it an important foreign
exchange source after the clothing industry.

All above mentioned about Nepal can be seen as a significant improvement in the
country's social infrastructure since the 1980s. But Nepal’s social infrastructure improved
relatively slowly compared with those of the other four countries, so did its relative
position after the 1980s as shown in Figure 2.

6.4. Pakistan

Pakistan's economic growth in the 1980s showed a relatively stable trend, which was in
sharp contrast with the rapid growth of South Asian neighbors such as India and
Bangladesh. Due to frequent military coups and political turmoil, economic policies lack
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continuity. For example, at the beginning, foreign investment was attracted through non-
nationalization policies (such as the Foreign Private Investment Law of 1980), but after
that, the regime changed frequently, which caused the country to swing repeatedly
between nationalization and privatization. The textile enterprises nationalized in the 1970s
did not restart privatization until 1991, and missed the opportunity of global industrial
transfer. In addition, the conflict between India and Pakistan and the war in Afghanistan
(after 1979) have kept Pakistan in a state of war readiness for a long time. This "security
crowding out development™ model has led to insufficient investment in infrastructure,
education and medical care in Pakistan.

Pakistan's steady growth is essentially due to the mismatch between security priority
strategy and resources: the military-led political structure leads to the marginalization of
economic reform; Failed to seize the opportunity of global industrial transfer and missed
the window period of upgrading from agriculture to manufacturing.

All above mentioned about Pakistan can show that, compared with its neighbors in South
Asia, Pakistan's social infrastructure has not been significantly improved since the 1980s,
this led to a relative stable growth of its steady state of per-capita output after 1980s, and
made its economic growth only achieve a roughly average level of all sample countries.

6.5. Sri Lanka

Among the five South Asian countries mentioned above, Sri Lanka took the lead in
carrying out economic reform in 1978, gradually relaxing foreign trade and foreign
investment access, reducing tariffs, establishing a free trade zone, and especially attracting
foreign investment into export-oriented industries and domestic infrastructure construction.
This reform was 10-20 years earlier than India (1991) and Pakistan (late 1990s), which
won the development opportunities for the country and finally achieved remarkable
economic growth. Specifically, Sri Lanka focused on the export of agricultural products
such as tea and rubber in the early stage, and turned to the export of clothing industry after
the 1980s. Through tax incentives, infrastructure support and a stable business
environment, the government has attracted international garment enterprises, forming a
complete garment industry chain. By 2010, the country has been the second largest
underwear exporter in the world. As to infrastructure construction in the country,
investments from Japan, China and other countries have helped the country improve its
infrastructure. For example, the expansion of Colombo Port and the construction of
Hambantota Port have improved logistics efficiency and promoted trade development.

In addition, the excellent social welfare system (such as free medical care and basic
education) has improved the health and education level of Sri Lanka's labor force, making
the country's human resources always at the highest level among the above five South
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Asian countries. For example, in Sri Lanka, the literacy rate reached 93.3% in 2021, and
the education level of women was particularly outstanding in the South Asian countries,
which provided high-quality labor for manufacturing and service industries, making their
work skills and efficiency competitive in the international market. Furthermore, the
country also actively promoted industrial diversification and upgrading. Besides
agriculture and clothing, Sri Lanka has gradually developed tourism, telecommunications
and other industries in order to achieve new economic growth points.

In a word, among the five South Asian countries, Sri Lanka's relatively good economic
performance is the result of the joint efforts of policy opening, human resources, industrial
upgrading, geographical advantages and international cooperation. Despite the civil war
and global economic fluctuations, its early reform, export-oriented strategy and social
welfare system let its foundation stand out among the five South Asian countries. But in
the 2020-2024 sub-period, Sri Lanka's economy suffered heavy losses due to the sharp
decrease in grain output caused by agricultural policy mistakes and the sharp decrease in
tourism income caused by the COVID-19 epidemic. It can be considered that this situation
is temporary.

All above mentioned about Sri Lanka can show that during the 1960-2024 period, the
social infrastructure of Sri Lanka was superior to those of the other four South Asian
countries, which caused its relative position in Figure at the highest level among the five
South Asian countries except in the 2020-2024 sub-period.

7. Conclusions

Based on the theory of economic convergence, this paper puts forward three propositions:
(1) For most countries, their steady states of per-capita output will be impossible to remain
unchanged for a long time because their economic parameters and labor efficiency will
change at times. It is further inferred that the steady state of per-capita output of a country
will vary relatively in a group of countries because the involved countries will experience
the different speeds of change. (2) The developed countries enjoy much higher steady-
states of per-capita output than developing countries mainly due to the difference in social
infrastructure. Therefore, if a developing country wants to become a developed one, it
must improve its social infrastructure to let its steady state of per-capita output rise
relatively until close to the overall level of developed countries. (3) For some developing
countries, it is worth to study how their steady states of per-capita output changed
relatively among a broad set of countries in the past few decades.

Using econometric method, this paper makes a study on the steady states of per-capita
output of Bangladesh, India, Sri Lanka, Nepal and Pakistan. The paper reveals the
followings: During the 1960-2024 period, measured by the steady state of per-capita
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output, the relative positions of the above five South Asian countries in a test sample of
110 countries were generally much lower than the average level of all sample countries,
but showed a upward trend since 1980s except Pakistan’s; the relative position of Sri
Lanka kept obviously higher than those of other four countries from 1960s to 2010s;
during the 2020-2024 sub-period, Sri Lanka’s relative position suddenly declined while
India’s relative position rose rapidly and became the highest among the above five South
Asian countries.

As explained in Section 6, it is believable that if the above five South Asian countries can
adopt correct policies and measures to continue to improve their social infrastructures in
the future, they will experience rapid and relative growths in their steady states of per-
capita output later.
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