ECONOMIC GROWTH
IN A FREE SOCIETY
by
W. W. Rostow *

The problem of economic deve-
lopment is sometimes discussed in
the modern world as a question
of the relationship between rich
and poor nations.

It is true that there is an enor-
mous gap between the average
levels of income among the
nations which share life on this
small planet—a gap ranging from
$50 per head per year to almost
$3,000, measured in terms of
gross national product. It is also
true that the richer nations have
a duty of enlightened self-interest,
combined with the basic impulses
of religion, ethics and humanity
to help the less-advanced peoples.
But there are three things wrong
with posing the question of eco-
nomic development as a matter of
the rich and the poor.

First, the most critical differ-
ence among nations is not whe-
ther they are rich or poor, but
whether they are regularly grow-
ing or stagnant. The critical phase
in the life of a nation which wishes
to modernise its society is the
stage in which it so adjusts its
system of education, its social
organisation, political life, and
commonly accepted aspirations as
to develop the capacity to produce
each year at a substantially higher
rate than its increase in popula-
tion,

Regular growth is the first and
critical operational objective. His-
torically, once regular growth
begins, it has taken about three

generations for a nation to absorb
and diffuse to the bulk of its peo-
ple what modern science and tech-
nology could provide. Compared
with the centuries of fluctuating
but essentially stagnant levels of
life in traditional societies 60
years is not long, and, in any case,
the relatively rich in the world are
not so rich and so numerous as
to be able to elevate significantly
the level of life of the poor simply
by income redistribution. The task
of development for us all—what-
ever our citizenship—is to help
aspiring nations to learn how to
grow and then to make growth as
regular a phenomenon as possible.

The second thing wrong with
posing the question as a matter of
the rich and the poor is that, with-
in most of the major nations,
whatever their average level of in-
come, there are rich and poor
areas. One of the reasons that we
in the United States of this gene-
ration have a reasonable good
understanding of the economic
development process is that we
have seen an important part of the
American south move into what I
would call the take-off during the
last thirty years. It was not so
long ago, you will recall, that
Franklin Roosevelt referred to
this problem as the greatest single
problem in the domestic life of
the United States.

What is true of the United
States is true of most of what we
regard as the more advanced na-
tions. Italy and France, for exam-
ple, still have special problems of
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under-development in their south-
ern regions. And in Latin America,
many of the most critical problems
of development cannot be per-
ceived by looking at the over-all
statistics of growth but are, in
their essence, regional; for exam-
ple, the problems of the north-
east in Brazil. In short, the criti-
cal problems of difference in level
of income and of growth rate may
not lie as between different na-
tions, but within developing na-
tions themselves.

Our third objection to the rich-
poor nation formula is that there
are rich citizens and poor citizens
in all our societies, including so-
cieties with low average levels of
income, and one of the critical
problems for all of those who
enjoy the benefits of high levels of
income is to play a part appro-
priate to their advantages in the
common development in their
societies.

This is a problem of equity and
social responsibility in all nations
—rich and poor alike. One of the
most interesting and promising
aspects of our Peace Corps, for
example, is that it is inducing the
organisation of counterpart units
in some of the developing nations,
within which the educated and
technically trained youth can go
out to work in the village to help
lift the standard of life of their
less advantaged fellow citizens.

What this comes to, then, is
that we are all, whatever our na-
tion’s stage of growth and average
level of per capita income, caught
up in the development business.
My purpose in these articles is to
set down a few general lessons
that I believe can be drawn from
the record of the common experi-

ence both during the years since
World War Two and from the
longer past.

Some limited generalisation is
possible from and some lessons
can be drawn—because the deve-
lopment of nations is a little like
the development of human beings.
Each human being is growing up,
faces a fairly uniform sequence of
problems. It is possible to specify
in broad terms the kinds of prob-
lems, which, inevitably, must be
confronted by an infant of nine
months, a child of five, an adoles-
cent of fourteen, a young man of
twenty-one.

The study of economic develop-
ment, to the extent that it can be
a science, consists primarily in
identifying the sequence of prob-
lems to be overcome and the
kinds of efforts to solve them
which have succeeded or failed at
different times in different nations.

But there the science of econo-
mic development—-like the science
of human  development—must
stop short. For each nation—-like
each individual—is and must be
unique. As I say, there is a com-
mon sequence of problems which
had to be faced, at similar stages,
by, for example, Great Britain and
Japan; by the United States and
Mexico; by Russia and Egypt and
India. But the form in which those
problems arose and the solutions
which were tried, succeeded, or
failed could only be determined by
the peoples involved.

Differences of history and cul-
ture, of resources and available
technology, and of political and
social aspirations which inevitably
affect the contours of economic
development have varied and will
always vary. There is no single



correct prescription for economic
development. There are, as in all
human enterprises, only problems;
some limited guidance from the
experience of others; and hard
lonely choices to be made.

All of us in the world today,
whatever our nation’s stage of
growth, are concerned directly or
indirectly with problems of econo-
mic development. Basically, we
want to know how to achieve regu-
lar and steady economic progress
which will improve the livelihood
ot each citizen. As we look about
us, certain lessons seem to emerge
from our common experience in
economic development thus far, I
should like to consider briefly
several of these lessons which
seem particularly appropriate.

My first proposition is that the
aid from outside a country can
only be helpful to its development
to the extent that the government
and people of a nation organise
their own resources. Economic
growth is primarily a national
enterprise. The amount of resour-
ces made available from outside
can be a critically helpful margin,
but it is a margin which will have
its effect only to the extent that
those receiving aid are effectively
committed to the development
process as they wish to see it and
are effectively mobilising their
human and material resources to
do the job.

It is sometimes said that the
Alliance for Progress, aiming at
the higher development of Latin
America, is an enterprise of the
United States Government, and
not a co-operative venture within
the Western Hemisphere. For the
simple and basic reason, 1 have

just cited, this cannot be so. The
Alliance for Progress is a partner-
ship or it will fail. It can only
work if what we organise in the
United States by way of aid—and
what our friends in Western
Europe and Japan contribute-—is
merged in an orderly way with
massive efforts at self-help within
the nations of Latin America.

The Alliance for Progress is truly
an alliance, not because we are
contributing money to Latin Ame-
rica, but because the policy of the
United States is committed to
work with those in Latin America
who would develop their econo-
mic and social life among lines of
their own choice and make of
their nations the kind of modern
States they wish their children to
enjoy in the light of their culture,
values, and aspirations.

My second proposition con-
cerns national planning or, per-
haps better, national program-
ming. We believe national pro-
gramming of the development pro-
cess is required as a basis both for
the domestic mobilisation of re-
sources and effective foreign aid.
National programmes are needed
because, as Adam Smith noted
long ago—when prescribing for
underdeveloped Britain of the
eighteenth century-—governments
must help create the basic frame-
work within which a modern eco-
nomy can develop.

It is the government which must
organise and finance the educa-
tional system and reshape it to the
nation’s changing needs. It is the
government which must lay out
and, in most cases, finance the fun-
damental social overhead projects
—highways, irrigation projects and



the like—on which private, agricul-
tural and industrial development
depends. It is the government
which must solve problems of land
tenure and create the framework
within which agricultural produc-
tivity can be improved by the indi-
vidual peasant,

It is the government which must
assure that the savings of the com-
aunity are effectively mobilised
by equitable taxation, so that so-
cial overhead projects can be
financed without inflation and on
terms the people will regard as
fair. It is the government which
must devise policies which insure
that the foreign accounts are kept
in the balance and that the deve-
lopment effort is not frustrated by
a foreign exchange crisis.

These minimal functions were
performed by governments even
Iri nations most deeply committed
to private enterprise, blessed with
ample land and an old tradition
of private entrepreneurship—like
Canada and the United States. It
may seem strange that we in the
United States, who are so deeply
attached to the virtues of private
enterprise, should be the advocates
of national programming in the
underdeveloped areas. There is, in
fact, no incompatibility between a
belief that national programming
is essential in the early stages of
development and a belief in the
wisdom of relying on private en-
terprise to conduct a wide and ex-
panding range of economic acti-
vities.

How wide that range is, each
country will, of course, decide for
itself in the light of its own prob-
lems and possibilities. But the
framework within which a mo-
dern private enterprise system can

develop must, in large part, be
created initially by the effort and
initiative of governments.

Thirdly, I should like to say
something quite directly about
our view of the role of private en-
terprise in the development pro-
cess. What I am about to say not
only conforms to the policy of my
government but fits with what
J have been able to learn as a his-
torian and social scientist, about
the development business.

It is clear that, especially in the
very stages of development, differ-
ent nations, out of their history,
differ in their capacity to mount
eflective private enterprise sys-
tems. We in the United States, for
example, had a lively private en-
terprise system in commerce and
small-scale manufactures long be-
fore our first major surge of indus-
trialisation. The transition into a
competitive private enterprise in-
dustrial system was relatively easy
for us, although some of our first
ventures failed. ,

But some other nations—for ex-
ample, Japan—began their indus-
trialisation with no one about to
assume initial responsibility for
industrial development but civil
servants and military men, The
first industrial plants were manag-
ed by the government and the first
generation of private businessmen
emerging in the 1880’s was drawn
largely from the old warrior class—
the Samurai. And so it has been
with many other nations in first
stages of development.

But when self-sustained and re-
gular growth was attained-—and
even in the process of attaining
that stage—the natural course of
events appeared to be for the pri-
vate sector to expand rapidly. The



development of private enterprise
over the past decade in India and
Pakistan is, for example, illuminat-
ing. The most immediate reason
for this evolution is that efficiency
in producing many diverse pro-
ducts is hard for a government
bureaucracy to attain, and besides
there are not all that many com-
petent bureaucratic managers.

The lesson of history is that the
interests of an advancing society
are best served when the bulk of
industry and agriculture is manag-
d by individuals or firms forced
by competition to maximum effi-
ciency, their accounts reflecting
true costs, and their output res-
ponsive to the changing tastes of
the people.

We have learned, both in the
less-developed and more-developad
nations, when such competitive
private sectors have emerged, that
their emergence in no way need
divert resources away from the
objectives laid down in a national
plan. In India, for example, the
vitality of the private enterprise
sector and the direction of its de-
velopment are -essential ingredi-
ents in current national planning.

In the United States, Western
Europe and Japan, we have found
that there are ample indirect
means for insuring that a massive
private enterprise sector can keep
within the bounds of the common
interest and, in fact, be an essen-
tial reinforcement to it.

It is interesting to observe with-
ir. the Soviet Union and the coun-
tries of Eastern Europe how the
difficulties compound in attempt-
ing to manage by central State
ownership and control an increa-
singly complex industrial system.
The disciplines of competition of
honest prices and interest rates,
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and of the consumer’s right of
choice are beginning to be recog-
nised as missing; and the gap is
being discussed in the technical
literature, this quite aside from the
gross inefficiency of collectivised
agriculture.

The old debate, which focussed
on government versus private en-
terprise, is an old-fashioned, out-
of date way to put the problem of
economic growth in the contem-
porary world in both developing
societies and in more advanced
societies; the most natural and
fruitful relationship between pub-
lic and private enterprise is one
partnership towards larger
national purposes.

Experience derived from econo-
mic development points to the im-
portance of national programmes
which rely upon substantial pri-
vate enterprise to reinforce their
objectives.

National programmes, however,
cannot afford to ignore two other
facts made obvious by common
experience: the need for rural
growth and the need for human
freedom in the development pro-
cess.

Statistics show the over-all rate
of growth increasing in many
developing nations of the contem-
porary world. But the gains are
concentrated excessively in the
cities and in the industrial sector
of the economy—with a marked
lag in the development of agricul-
ture and the rural areas. Our
common task is to diffuse this nar-
rowly channelled momentum out
over the entire race of the deve-
loping nations. For rural develop-
ment is more than a social duty to
the less advantaged portions of



the population. It is also a funda-
mental condition for the mainten-
ance of a high rate of develop-
ment for the society as a whole,
especially its industrial sector.

There are three distinct major
roles that agriculture must play in
the early stages of the develop-
ment process. Obviously, agricul-
ture must supply the food neces-
sary to meet inevitable rises in
population. Furthermore, agricul-
tural expansion is required as wor-
king capital for non-agricultural
development to generate raw ma-
terials for industry and to earn
foreign exchange.

Finally, a rise in agricultural in-
comes can provide important
direct stimulus to other aspects of
development; it can provide ex-
panded markets for chemical ferti-
lisers, equipment and manufac-
tured consumer goods, and form a
critically important source of in-
creased tax revenues.

In the broadest sense, what I am
asserting is that the present state
of a good part on the underdeve-
loped world requires that we take
seriously two of the oldest propo-
sitions in economics. One of these
propositions is that agricultural
output is the basic working capital
of a nation in its early stages of
growth. The other proposition is
that industrialisation depends for
its momentum on a progressive
widening of markets. The time is
past, if it ever existed, when we
can afford to regard industrial and
agricultural development as simply
competing for scarce capital re-
sources.

With so much of the world’s
population concentrated in agri-

cultural areas, my final point about
the developmental process has
particular—though by no means
exclusive—pertinence to the prob-
lems of rural growth, My point
concerns this question. Is it pos-
sible, given the tremendous revo-
lutionary changes required for
modernisation and the effort de-
manded of a relatively poor coun-
try in mobilising a high rate of in-
vestment, to combine human free-
dom with the development pro-
cess itself?

As we look at the test cases
presented by the world’'s Commu-
nist nations, it is perfectly clear
that the attempt to grow food by
police-State methods leads not
merely to inhumanity but to gross
inefficiency. There appears to be no
way of developing an efficient agri-
culture unless that effort is rooted
in the incentives of the peasant
and his family. There are simply
not enough policemen in the world
te follow the peasant around in his
long and complex daily round of
life to insure that he does the
things that he must do to make
things grow.

In underdeveloped nations, the
proportion of the population in
rural life is often 75 per cent or
more. And so it becomes a tech-
nical essential to leave large areas
of human freedom to the farmer
ii economic development in an
underdeveloped area is to proceed
successfully or if development in
more advanced countries is not to
be dragged down--as it is in the
Soviet Union and in those coun-
tries of Eastern Europe which still
maintain collectivised agriculture.

But this is not all. Economic
development depends on engaging



the energies, the talents, and the
personal commitments of millions
of human beings. A friend of
‘mine, who holds a high post in a
developing country of the Middle
East, spoke recently of the major
lesson he had learned from his
period of responsibility. It was
that, no matter how powerful a
revolutionary  government they
created, the government could not
do the job of development itself.
Its major task was to provide the
framework and then to stimulate
and educate the people themselves
to take the necessary initiative.

It is true that a powerful police
system, combined with a discip-
lined single party, can get many
things done—especially  things
which relate directly to the main-
tenance and the extension of the
system’s power, But, as we watch
the evolution of the developing
nations of the Free World and the
course of events in the nations run
by Communist governments, and
as we look back on the lessons of
our own experience, there is in-
creasing reason to believe that
systems of society committed to
the maintenance of individual free-
dom—and its essential .counter-
part, individual responsibility—
have proved more efficient as well
as more humane than those which
seek by forced draft and the power
of the State to drive development
forward by’ totalitarian methods.

Only a few years back, it was
common to believe that, whatever
their demerits, Communist socie-
ties had the capacity to sustain
much higher rates of growth than
societies based on human free-
dom. This is a proposition which
can no longer be scientifically

maintained. Leaving aside Com-
munist China, which has gone
through a radical decline in its
economic fortunes, here are some
current growth rate figures for
recent years,

In 1962, the rate of growth in
Gross National Product, for the
nations under Communist govern-
ments was 3.6 per cent. For the
NATO nations, the figure was 4.8
per cent. The figure for the Soviet
Union itself was somewhat under
4 per cent; for the United States,
recovering from recession, a higher
than average 5.4 per cent.

These data may vary over the
years. But the fact is that the eco-
nomic gap between the Free World
and the Communist bloc widen-
ed, and the same is true, of
course, in the grand historical
competition between the develop-
ment of Communist China and the
two great nations of the Indian
sub-continent, which, against great
difficulties, continue to make re-
gular progress with societies root-
ed in the principle of consent.

I cite these figures not because
rates of growth are the decisive
measure of a society’s worth. Our
values begin with the integrity of
the individual and his equality
under God and law. They extend
to the right of nations to shape
their lives in the light of their own
history, culture, and aspirations,
protected by the principle of self-
determination.

As we look about the world
scene—and at the trends of the
past several years—two things are
clear. We will face great prob-
lems in enterprises, such as the



Alliance for Progress, designed to
demonstrate the compatibility of
human freedom and economic de-
velopment. But equally, we can go
forward with the greatest under-
lying confidence. The underlying
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forces of history are clearly on the
side of the great humanistic tradi-
tion, if we have the wit and the

will, the faith anl the persistence
to work with them.

(Reprinted, with kind permission of the editor, from “Hindu”, of

September 2, 3 and 4, 1963.)

The views expressed in this leaflet are not necessarily
the views of the Forum of Free Enterprise.
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Have you joined the Forum?

The Forum of Free Enterprise is a non-political organisa-
tion, started in 1956, to educate public opinion in India on free
enterprise and its close relationship with the democratic way
of life. The Forum seeks to stimulate public thinking on vital
economic problems of the day through booklets and leaflets,
meetings, essay competitions, and other means as befit a demo-
cratic society.

Membership is open to all who agree with the Manifesto
of the Forum. Annual membership fee is Rs. 10/- and Associate
Membership fee is Rs. 5/- only. Bona fide students can get our
booklets and leaflets by becoming Student Associates on pay-
ment of Rs. 2/- only.

Write for further particulars (state whether Membership
or Student Associateship) to the Secretary, Forum of Free
Enterprise, 235 Dr. Dadabhai Naoroji Road, Post Box No. 48-A,
Bombay-1.
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