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RELAXATION OF TENSIONS THROUGH THE INDUSTRIALIZATION OF THR
UNDERDEVELOPED COUNTRIES

by P.C.Mahalanobis
I

1.1 The world population was estimated at 2700 million in 19%6.

About 450 million in the highly industrialised countries of Burepe and
Australasia (that is, the NATO Powers) together with roughly another

150 million in Sweden,Switzerland, Buropeans in Africa, and Japan or

about 600 million altogether have a high or fairly high level of living;
the average income is perhaps 800 or 900 per head per year with, however,
large differe ces eamong the countries within the group. The USSR and
other socialised countries of East Burope with a population of about 300
million (that is, the Warsaw Pact Powers) have adopted a planned economy
have a rapid rate of industrialigsation and also have a rising income with,
again, large differences in the level of living among the countries
within the group. Ohina with a population of 600 million has also adopted
a poliey of vigorous industrialization und is making rapid progress.

1.2 The remaining 1200 or 1300 million persons are living in
countries which are underdeveloped with an average income of perhaps
one-twentieth of that of the highly industrialized countries. There
are, of course, large differences also among the underdeveloped countries;
most of t em are agricultural and have no manufacturing industries while
some others have appreciable secctors of modern manmufactures.

1.3 The underdeveloped countries gernerally have large natural
resources in the form of minerala and land (which is being or can be

used to produce agriculiu.al crops of various kinds and) which offer



great possibilities of economic exploitation. The more highly industrie~
liged countries already have (and naturally desire to inorease) opportuni-
ties of exploiting these resources to their own advantage; and there is
oconflict of interests between the two Power Bloos. The existence of
unexploited resources in the underdeveloped countries is therefore an

important faotor in Bast-West tension.

II

2.1 The scientific and industrial revolution of the last two
centuries was brought about almost entirely by the Western countries,
and led to a position of indisputable and undisputed military supremacy
of the Western Powers. The earlier form of exploitation of the resources
of the underdeveloped countries was military and political occupation,
that is, by the building up of large colonial empires. In scme countries,
for example, in China there was no direot political occupation but the
foreign powers established advantageous economic controls. This indirect
form of economic influence, backed invariably by military sanctions,
became inoreasingly more important during the present century so that
many underdeveloped countries are politically independent but are dominated
in economic affairs by one or other of the highly industrialised countries.

2.2 In this connexion I may also refer briefly to the impact of the
characteristically Western doctrine of laisse—faire and division of labour
at the international level. To put it orudely, there has been a tendency
for at least one school of western economists to assert that it is proper
and wise for the underdeveloped countries to specialise in the production
of agriocultural orops; and to continue to export agricultural products and

minerals to be processed by industrially advanced countries which are in a
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position to utilise these resources with greater efficiency. BExperience,
however, has shown that it is not possible to improve the level of

living beyond a certain limit on the basis of agrioultural produetion alone.
The USA supplies a very instructive example. Agrioulture is very highly
developed but has to be supported by perpetual subsidies. This being the
position in the USA, it would seem practically impossible for any under—
developed country to attain a high level of living through the export of
agricultural products alone. In recent years there has been some recognition
of the need of economic development through industrialization of the
underdeveloped countries. It has been generally assumed, however, that
such economic development would broadly follow the pattern of indusirialiss
tion in the West which has been essentially a slow process exiending over

a century or more.

2.3 Since the second world war attempts have also been made through
the United Nations Technical Assistance Programme, USA "Point Four",
Colombo Plan etoc. to help the underdeveloped countries in economic affairs.
The experience of the last twelve years, however, has shown that there
has been very little general improvement in the level of living in the
underdeveloped countries. It is also being gradually conceded that
disparities in the level of living, both relative and absolute, between
the highly industrialised and the pre-industrial countries have been

steadily increasing sinee the second world war.
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III

3.1 It would be useful briefly to note some general charasteristies
of underdeveloped ocountries. The level of living is extremely low
(average income of #40 or #50 per person or less compsred to 800 or
#900 per head per year im the highly industrialised countries). The
distribution of income is extremely concentrated, with a very small mumber
of persons having a very large income, and a very large number having a
low income. For example, in India (which is relatively an advanced
oountry in the underdeveloped group) half the population live on less
than 10 (US) cents a day, and only 10 per cent of the population have more
than 20 (US) ocents per day.

3.2 Most of the people depend om agriculture or on indireet income
derived from the export of minerals. There is very litile of modern
manufacturing industries. Unemployment, or rather underemployment, is
widespread and universal for lack of capital and modern tools of production.
Facilities for education and medical care are extremely meagre and
sometimes almost non—existent. Naturally, there is also a great scaroity
of scientific and technical perseonnel.

3.3 A very small group of families or persons have the largest share
of wealth, inoome, and political and economic influence. In faot, the
greater the lack of economic development the fewer would be the mmber of
persons vbozu%;u the effective power of making political and
economic decisions. This makes it possidble for a foreign power to exert
lmow on a small group or[porlou to give concessions in favour of the
foreign powers Suoch arrangements, because they depend on the will of
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only a small group of persons, are necessarily subject to violent
changes from time to time.se—that Rﬁlat:lou between foreign powers and
underdeveloped countries are, therefore, contimually subjeot to counter—

pressures and remain basically unstable.

v

41 The world situation has changed in a most significant way with
the emergence of USSR and other sooialised economios. It is now accepted
that economic planning in USSR (and more recently in other sooialised
oountries) has led to a far more rapid rate of industrislisation than that
had been achieved in West Burope and North America in the past. Also, the
Western Powers do not any longer have a monopoly of ability to supply

sl 7N 4o
capital goods and technical know-how. a growing belief
among underdeveloped countries that the only way of achieving a rapid rate
of industrialization is through economic plamning.

4.2 Very rooontly’tho monopolistic superiority of the West in atomic
and miolear weapons and ballistio missiles has also gone. In this
situation, it is inevitable that the confliot of interests between East
and West in regard to spheres of influence in the underdeveloped countries
would become more and more sharp. This, in brief, is the present position.
Recent events in the Middle East, for example, corroborate the above
analysis, and it is not necessary to go into further details.
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v
5e1 With the progress of industrialisation of a country it would
automatioally follow that its own natural resources would be inoreasingly
In faot, economic development consists of increasing

With inoreasing

exploited by itself.
exploitation of a country's own natural resources.
industrialisation it is also inescapable that commercial and economie
relations with other countries would inoreasingly tend to become as
between equals.

5.2 It is [generally/agreed that the very process of economic
development would/broaden the base of social and political decisions.
That is, with the progress of economic development a larger and larger
number of porsons would become involved in making economic and political

decisions. External economic and political relations with other countries
would, therefore, tend to become more stable.

5¢3 A quick transformation of the underdeveloped countries inte
industrialised evonomies would, therefore, reduce the sphere of conflicting

interests; and hence deorease the tension between East and West.

i
6.1 Hinee Worli—Wer II moméstteftioh isBethg given 16 The problen

The General Assembly of the United Nations

passed a Resolution No. 400 (V) on 20 November 1950 “recognising that a
more rapid economic development of underdeveloped ocountries is essential
for raising the level of productive employment and the living standards of
their populations, for the growth of the world economy as a whole and for

the maintenance of intermational peace and security"; and also that there
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was need of "an inoreased flow of international public funds® for this
purpose. A Committee of Experts was appointed by United Nations in 1951
"to prepare a report ... on unemployment and underemployment in undexr-
developed countries, and the national and international measures to reduse
such unemployment and underemployment" [UN Publications No.1951.11.B.2/.
T /This Committee msde a valuable review of the position and reached the
oconclusion that economic development was the only radical solutiom of
underemployment; and that external assistance, in the form of capital and
technical knowledge, was essential for this purpose. The Committee also
made a very tentative estimate, on a per capita basis, of capital require-
ments and came to the conclusion that for about 1500 million persons inm
underdeveloped countries (including China) the external capital required
would be about # 14 dillion U.S. dollars per year and expected that this
would lead to a rise of income of 2 per cent per capita allowing for
growth of population.

6. 3 In recent years efforts are also being made to give economio and
technical aid to the underdeveloped countries through the United Nations
Technical Assistance Board, the World Bank, International Monetary Fund,
USA "Point Four" (under various names), the Colombo Plan ete. It is,
however, generally agreed that such efforts have not been adequate and
very little improvement has occurred in the level of living of under-
developed countries. Mention may be made, for example, of Gunnar
Myrdal's recent essays and articles in which he has stressed the fact
that rich nations are getting richer more and more rapidly while poor

nations are not showing any improvement or are sometimes even getting poorer.



6.4{. It is also being inoreasingly appreciated that special efforts

have to be made in the initial stage of industrialisation which Rostow

has called the period of "taking off". P.M.S. Blackett in his presidential

address to the British Association for the Advancement of Science in 1957

stressed the importance of giving external assistance, in the form of
oapital and techniocal knowleige, during this initial stage which he called

"assisted take off". He also made some rough estimates of requirements,

again, on a per capita basisy and thought that ;/w;tq‘.'18 mmﬁ Lolon
sterling) per head per year or about £1000 niluoa[per year of external
aid would be required for 1000 million inhabitants for 8 or 10 years for
effective industrialisation of the group of underdeveloped countries under
consideration. This estimate of requirement of external aid at the rate
of $2.8 US dollars per head per year is less than one-third of the earlier
estimate of #9.3 US dollars per head per year made in 1951 by the UN
Committee of Experts. This wide divergence shows that these estimates
are very tentativey and that much detailed studies would be required at

a concrete level to supply more realistic figures.

ViI
Te1 Unfortunately, no economic theory of development is at present
aveilable to guide our thinking in this matter. It, therefore, seems
urgently necessary to start serious and systematic studies to build up a
general conceptual frame-work to handle questions of economic development,
and more particulerly, to formulate a programme of action (including the
supply of external ocapital and technical aid) to assist the underdeveloped

countries to "take off" on the way to industrialisation.
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Te2 It is not possible to subsidize the underdeveloped couniries
indefinitely. The aim must be to make each country suffiociently developed
to reach some kind of a steady state or a balanced economy in the ocourse
of say 10 years (or 15 years at the moast) =o that the inflow of external
aid would gradually deorease and, preferably, cease aftor 5 or 10 years.
That is, it is necessary to make some realistioc estimate of the total
external aid required for this purpose so that the industrially advanced
countries can get some idea of the magnitude of the task,

q;j Estimates prepared by the?%%léommitteo of Experts in 1951 and
by P.M.S. Blackett in 1957 were both on a per capita basise. Some broad
general considerations would, however, show that capital requirements
per head would differ from one country to another. The bigger a country
(as measured by its goographical area, unexploited natural resources, and
population) the greater would be the possibility of achieving its industrial
development out of its own resources. In a big country it is possidble and
desirable to push back the mamufacturing process to the utmost limit in
order to expand continually its capacity to make investments increasingly
out of 1ts own domestic resources.

2.9 We may consider the oase of India as an example. In India it
would be economical to establish a heavy machine building industry which
would manufaocture heavy machines and equipment required for the installatior
of factories for the production of steel, fertilizers, aluminium, etc.,
or for the production of heavy electrical equipment 1ike big generators,
transformers, switohgear etce It would be also economical gradually to
establish large scale industries for the manufacture of synthetio raw

materials of many kinds (inocluding the production of petrol from coal
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in case an adequate supply of oil is not discovered). Once such basie
industries are established it would be possible to expand g5GEh the produec-
tion of electricity, ocoal, steel, aluminium, fertilisers, mining and
transport equipment eto.j and then, with the help ofzmévgmhMOH)
producer goods and energy, to mamufacture machinery for the inoreasing
production of consumer goods. It follows that a big country would require
a comparatively small amount, on a population basis, of capital from
oqtsidy,){ It is of interest %o note that in the case of China, with &
population of roughly 600 milliem, the Soviet loan of roughly #1.25
billion U.S. dollars, given for economic development during the first
Five Year Plan (from 1953 to 1957), represented only about 2 U.S. dollars
per head spread over 5 years or 40 U.S. cents per head per year. This
seems to have been quite emough to make China "take off" on its way %o
rapid industrialisation, but is clearly a lower limit of external ocapital
requirement per head.

3.4 m for a big country external economic transactions (of which
foreign trade is a most important form) would be comparatively small in
relation to the magnitude of its internal economy. In the USA, for example,
external trade is only about 5 or 6 per cent and in USSR only about 2.5
per cent of the total national product. It should not be very difficult,
therefore, for a big country to attain a fairly stable balance of payment
with other countries.

2.$ It is E¥E@ clear that planning must have a fairly long perspective
of time. Factories can be established for the production of consumer goods
in 2 or 3 years; large scale production of steel and other metals,

electricity, fertilisers etc., would take at least T to 10 yearsj heavy
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machine building and heavy electricals would take from 10 t0 15 years.
The most slowly maturing sector would be that of scientifiec and technieal

manpower which would require planning over a period of at least 25 or
30 years.
VX

qu In the case of a small country (as measured by its area, natural
resources, oOr populution) the problem is more difficult. There is a limit
beyond which the mamufacturing processes cannot be pushed back because
there is a minimum sise of a factory below which production is uneconomic
in the case of many important commodities like heavy machines, steel eto.
In the case of a small country, it may not be economical to establish a
heavy machine manufacturing industry becamse it would not be possible for
the country itself to utilise the output every year. There is also a limit
below which it may be difficult to undertake in small countries the economic
production of steel and other metals on a large scale. A small oountry,
therefore, would have to depend, to a larger measure than a big country,
on the import of capital goods as well as of many producer or consumer
goods. The industrialisation of a small country (unless it has large
natural resources like oil or other minerals which it can export om
profitable terms) would presumably require comparatively more external aid

on a population basis.

q.z Also, the smaller a country the greater is likely to be the
magnitude of its foreign trade in relation to its whole economy. In the
case of a small country it is, therefore, of great importance to consider

the expansion of foreign trade in desirable directions. In a paper



prepared for the Bandung Conference of Afro-Asian countries in Apwil 1933
I hed given some preliminary consideration $o this problem (oopy attashed),

pem\.u has suggested that for a m,of wiiodevilopel eountries
it would \o mogt desiradle te create a "regional commen market" protested
from outoido but v}ti a Tree flow ot omuti,( u\i wpeocialisation of
mgfafactures within tlhqxosnu( area.

Ge3  The patiern of development is likely to be more or less similar

for big oountries. But it is not possible to reduce the same pattern
mechanically to scale to suit the needs of small countries. The
developmental plan for a small country must have a specifio relation te
its own natural resources and also to possibilities of expanding its

foreign trade in cooperation with other countries of the same regiom.

X

J0| 1t is suggested that attempts should be made to set up as soon
as pcuiblo) small groups of experts to study the problem of industriali-
sation, at a oconorete level, for the underdeveloped countries. The aim
would be %o formulate the droed strategy of plamning for economie
development over a peried of 15 or 2 or 25 years. This would imply
preparing a rough time programme for the development of agriculiure
and the establishment of modern industries with appropriate priorities.
Speeial attention will have to be given to health, education, and the

supply of scientific and techniocal munpower.



§-2  Consideration will have %0 be given %o the expansion of
foreign trade not merely as an extrapelation of current trends but
with a changing pattern over time which would be in keeping with amd
would also promote rapid economic development. Naturally, economis
relations with other countries, especially the underdeveloped countries
in the same region, will have to be considered; and economic measures
will have to be devised which would promote both the expansion of
trade and the economic development of the couniries oconcerned im the
regional group. GOunnar Myrdal, for example, in a recent lecture in
India (1958) has pointed out the advantage of a group of underdeveloped
countries in a particular region forming, by mutual agreement, a "common
market” protected from ocutside with, however, a free flow of trade and
specialization of mamfactures within the protected area.

[Ge3 Studies will also have to be made of not only the amount dut
also of the pattern of external aid, in the form of capital and technical
knowledge, which would have to be supplied by the more highly industrialised
countries to start the process of industrialisation and to ocarry it
through until some kind of a balanced economy has been established when
no further special subsidies or long-term developmental loans would be
required. Formulation of even rough estimates would be of great value
in supplying a starting point for further thinking on the subject.

‘9.4 I% is believed that enough information is available at least for
a g00d number of countries to enable studies being immediately initiated on
the above lines. It would be necessary, of course, for experts from the
sivanced countries to supply the leadership. At the same time, it would be
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essential to associate with these studies, as early as possidle,

technical personnel from the underdeveloped countries. In faot, one
important aim of such studies would be to provide opportunities to

personnel from underdeveloped countries to acquire knowledge and

experience of /umw..ao ﬁy ecr e Viww?&ma'

(9’5 The task proposed in this section would not be easy and would

call for patient study and the collection of much essential information.

It may indeed be necessary to carry out special surveys for this purpose.

The formulation of a programme of surveys with indication of priorities would
indeed be & most useful piece of work as a first step for development.

The approach will have to be of a "spiral" type. Attempts would be made

to make rough estimates on the basis of available data. This very

process would indicate gaps in information. As these gaps are filled upy
the firet estimates would be revised; and the process of revision would
disclose the need of further information; and so on. It is necessary

to begin serious studies as early as possible.

xi

14.1 It is true that 4@ mere formlation of even a sound teohniecal
plan for development would not be of any use until social and
institutional conditions within a oountry become favourable to industria~
ligation. But the very formulation of a general conceptual frame-work
for economic development would serve as a powerful stimulus to set

social foreoes in motion in favour of industrialisation.

1.2 A mumber of countries in Afro~Asia, such as India, Pakistan,
Burma, Ceylon, Indonesia, Egypt and Syria (United Arad Republie), bave
already started plamning for economic development and would welcome and
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greatly profit by the studies of the type discussed in this note.

B T T P e e M ey
participate in such studiess Thons. ot m g 0 Lhar rnndri A WA,
1‘-3 There are other countries in whioh there is as yet no definite
movement for economic development. But, in such countries also,
individuals here and there may have already started thinking or may soon
begin to think on this subjeste The proposed studies would give them
encouragenent and guidance and thus help in the creation of favourable
oonditions for industrialisation.

12.’ With the progress of m%dintion, disparities, both
absolute and relative, between the highly imdustrialized countries and
those which are at present underdeveloped, would decrease. Also, some of
the advantages which the highly industrialised colonial powers (in
either the political or the economic sense) now enjoy in having preferential
aocess to sources of cheap raw materials or of markets wuld)d;y, no
doubt, decrease, but this does not mean that there would be any worsening
of their absolute level of living. On the contrary, with fuller and

better exploitation of the resources of all the couniries of the world

it should be possidle to recomeile conflicting interests in such a way

as t0 safoguard the level of living of mx%mu,}( Ko arndd s
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12,2 Once it is realised that the industrialisation of the under-
developed countries is inescapable, and also that any country which
aotively helps in the process of transformation would steadily gain in
political and economic influence, it is inevitable that both bloos
would try to assist in the process. The advantage will lie with that
bloc which approaches this task with greater intellectual honesty,
emotional sincerity, and practical efficiemcy.

12.3 In any case, the proposed studies would be of help to all
industrialized countries in giving them guidance in the efficient
utilization of their economio and technical aid to underdeveloped countries,
With the progress of industrialization, rolling adjustments would tend
to be made in areas of conflioting interests. Gradually, it may be hoped,
badth bloocs would begin to appreciate the advantages of co—operative
efforts in the industrialisation of underdeveloped countries as an

indispensable copdition for world stability and peace.

Cgloutta 3 August 1958



BCONOMIC DEVELOPMENT OF AFRO-ASIAN COUNTRIES
(Paper prepared for the Bandung Conference, April 1955)

1. The enduring basis of Afro-Asian understanding must be ultimately
established on mutual cooperaiion to bring about a steady inorease in the
level of 1iving through economic, sooial, and oultural development in the
Asian and African countries. Anti-colonial and peace movemenis must be

looked upon as essentially attempts to secure favourable cenditions for such

developments.

2. The aim must be to promote the exploitation of &1l available natural
and human resources for the national development of each individual country.
The Afro-Asian region or even South-Faet Asia as a whole has such large
resources that there is not the slightest difficulty, at the technological
and economic level, to attain a rapid rate of growth of all the national
economies. A great deal of capital goods and technical aid from the more
advanced countries would be required in the begimming. Fortunately, with
the improvement of international relations, such aid is likely tc become
inoreasingly available from different parts of the world. It would be of
advantage if such aid can be channeled through the United Nations or similar
internation agencies.

3. It is, however, not necessary to wait for U.N. to take action. I%
is possible and, indeed, desirable to initiate action at the level of the
countries concerned. For example, a Standing Technical Committee (with a
small permanent secretariat) may be appointed to study possibilities of
fostering economic, social and cultural cooperation among the Bandung coun—
tries. The work of the proposed Committee would be mainly concerned with

the study of problems of long range development. This would not duplicate

but would be complementary to activities which are direoted to solving more



urgent problems in the Economic Commission for Asia and the Far Rast
(ECAFE) and the Colombo Plan.

4. The proposed Committee may, for example, examine possibilities
of long term industrial developments in the countries oconcerned, and
possibilities of expansion of international trade not on the basis
primarily of the current pattern of imports and exports but from the point
of view of promoting a changing pattern of international trade deliberately
directed to the national development of all the countries oconcerned.

India at present has a good export market for cloth and some other
manufactured products. In a static approach, the current pattern of trade
would be sought to be maintained which would retard industrial development
in the importing oountries (as bad happened in India in relation to the
United Kingdom). In a dynamic approach, India would actively promote a
rapid industrialization of the more backward countries fully recognising
that the pattern of Indian exports much ohange thereby but also appreciat-
ing the possibilities of a steady expansion of the foreign trade of all
the countries conocerned at increasing levels of manufactures.

Se The dynamioc approach necessarily calls for a wide horizon of time.
Trade agreements and understandings have to be visualised as extending
over a period of 5 or 10 years or even more. Prices and terms and eondi-
tions must have much greater flexibility than short period trade contracts.
The aim would be to maintain at an agreed level or expand in a sui table
way, over a number of years, the total volume of imporis and exports
(measured, say, at constant real prices)s and, at the same time, to try to
change the pattern of trade in such a way as %o promote inoreasing
industrialisation of the countries concerned. For example, if India can
be assured of a steady supply of, say, rice frow Burma over a number of

yoars (preferably at constant real price), then India may undertake to
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supply not only manufactured consumer goods but also to help in the
industrial development of Burma through the supply of minerals, raw
materials, capital goods, and technical assistance. In this approach
India must give up the idea of earning large profits through the
continuing export of particular types of productsj and adopt the poliey
of mutual help and benefit to attain increasing levels of industrial
development of both Burme and India.

6. A dynamic policy of mutual development over a number of years
oan be promoted most effectively at Government level with, however, the
fullest participation of the private sector which would be entirely in
keeping with the economic poliey of India.

T. As already mentioned, a first step may be to set up a small
Working Oroup or Technical Committee to initiate economic, social and
cultural studies to supply a scientific basis for preparing long term
developmental schemes on a regional scale. A large membership is not
essential; and work oan be started with a small group of couniries or
even on a bilateral basis by agreement between two countries.

8. To make a beginning, India may offer certain physical facilities
like accommodation, library, a small professional and offioce staff to
serve as the nucleus of e seoretariat. It would be desirable to have a
Director from outside Indiaj and the professional staff musi come chiefly

from the participating countries.

w—-
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