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Meeting No. 24 

THE RELATIONSHIP BETWEEN POPULATION GROWTH, CAPITAL FORMATION. 
AND EMPLOYANT OPPORTUNITIES IN UNDER-DEVELOPED COUNTRIES 

Raul Prebisch -/ 

1, On this occasion I shall refer particularly to economic development in 

Latin America, The problem of development has essentially two main aspects; 

firstly, the absorption of the rapid growth in population end, secondly, the 

low productivity of labour, 

Latin America as a whole has the highest rate of demographic growth in 

the world. At present (1954)* the population of the region stands at 170 

minions; the recent annual rate of



such as Honduras and Nicaragua, between 70 and 80 per cent of the active 

population is still employed in primary production, minly agriculture, while 

in Argentina, basically an agricultural country, this proporción barely amounts 

to 25 per cent. This is due, among other factors, to Argentina's relatively 

late colonization, the absence of the dense population that for centuries has 

occupied the land in other Latin American countries, and,thirdly, to technical 

progress in rural activities. Between these two extreme cases, a whole range 

of intermediary situations and degrees of under-development exist, 

As the population employed in primary production approaches a relatively 

low proportion of the total active population, it is more difficult to draw a 

dividing line between under-developed and advanced countries, because, even 

in the latter, there are sometimes important sectors with a low productivity 

in relation to the technical knowledge available in the world. With this in 

\ mind, the process in the under-developed countries may be characterized by the 
1 

assimilation and adaptation of the existing techniques in order to increase 

per capita gross product, while in the more advanced countries a rise in the 

gross product is principally the result of successive innovations in productive 

techniques, 

2, This process of gradual assimilation and adaptation of techniques is taking 

place in both densely populated countries and those that are relatively sparsely 

populated. The fact that this latter situation is prevalent in Latin America 

is well known. But it is also necessary to distinguish between countries, and 

even between areas in the same country. There are republics such as Mexico» 

Ecuador or Guatemala where areas sparsely populated but offering great 

possibilities for exploitation, contrast with others which have been cultivated 

for centuries and are now exhausted and over-populated, Brazil, with its vast 
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possibilities, also shows a similar contrast on a large scale. The consequent 

necessity for internal migration is a factor which further complicates the 

problem of immigration from overseas, 

3. With regard to the relatively sparsely popule.tad countries with land 

available for cultivation, it might be arsumed that the need for transferring 

the active population from primary production to Industry and services 

concomitantly with the expansion of technical progress, is not as acute as in 

countries with a relative scarcity of land. Without denying that here again 

there is a question of degree, it would be erroneous to suppose that a 

considerable proportion of the annual manpower increase will find employment in 

agriculture. This fact is mainly due to the slow increase in foreign demand 

for primary commodities. In the United States, for example, the coefficient of 

the income elasticity of demand for Latin American exporta is barely 0.7, while 

In Latin America the elasticity of demand for manufactured goods is 1.6. This 

explains why only deman



4# The stage in which Latin American growth was directed almost exclusively 

towards the overseas market has now come to an end. This does not imply that 

full utilization is being made of every opportunity for increasing exports, nor 

that grave errors are not sometizies coirmitted in wasting such opportunities. 

But, even in the best cases, the shift of the active population from primary 

production to industry and services is an inevitable feature of development. 

Hence the dynamic significance of industrialization in Latin America. 

In general this is still an incipient process. Between 194.0 and 1953 the 

industrial labour forct in the region as a whole increased by 3.7 per cent 

annually, while the annual rise in the agricultural labour force was barely 1.4 

per cent. Notwithstanding, approximately 58 per cent of the active population 

still remained within the agricultural sector in 1953» as compared with 62 per 

cent in 1940. 

This shift has been the most important element in the growth



rate of 4.9 per cent in the gross product of Latin America as a whole. 

This growth is exceptional and has been influenced by temporary factors 

whose recurrence appears improbable. The principal d ,eme:it was the improve-

Kent in the terms of trade, follcving the serious deterioretion during the 

thirties. Approximately one fifth of the overall rise in the gross product 

is due to this factor and, If its Influence is eliminated, the rate of in

crease would be reduced from 4.9 to 4.0 per cent. 

The improvement In the terms of trade has not only directly influenced 

the gross product, but it has also done so indirectly by permitting larger 

capital investments. The gross investment rate ¿/during this entire period 

averaged 14.5 per cent of the gross product. During the thirties this average 

coefficient was barely 11.1 per cent. 

6. At present there are no indications that Latin America's terms of trade 

will again improve within the near future; on the contrary, they are tending 

to deteriorate. Furthermore, consumption has been absorbing an increasing 

proportion of the effects of this improvement upon the gross product. Thus 

the investment coefficient tends to become weaker, as also the unusual rate 

of growth during recent years, 

In order to accelerate the rate of growth once more, an inflow of foreign 

capital Is required because it is very difficult, in fact practically impossible 

to reduce consumption substantially in favour of investment in Latin American 

countries. This additional capital contribution is required until such time as 

the region's gross product rises sufficiently to provide a satisfactory 

Investment coefficient. This point is of fundamental importance. An increase 

in the coefficient is not usually a spontaneous phenomenon, Nor has inflation 

proved to be an adequate means of raising it, except during short periods and 

¿ / The gross investments referred to in this article only include those 
carried out in construction and equipment, 
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20 per cent would be necessary,-/ which is equivalent to a net rate of 13.3 

per cent. In order to understand its significance, it is necessary to recall 

that, during the years of the most favourable terms of trade, investment 

reached a maximum gross coefficient of 18 per cent for Latin America as a whole, 

Of that net coefficient of 13.3 per- cent, epproxLmately 4.4 per cent 

would be needed to absorb the growth of population in the various activities, 

and the remaining 8,9 per cent would be required to increase productivity and 

the per capita product in the manner referred to above, 

8, Let us now look at the probable size of foreign capital requirements. 

It would not be advisable to calculate an actual savings coefficient higher 

than 14 per cent of the gross product, that is, approximately the 194.0-1953 

figure. As a consequence, in order to obtain an investment coefficient of 20 

per cent, a substantial initial contribution of foreign capital would be needed, 

equivalent to 6 per cent of the gross product during the first years, that is, 

2,000 million dollarB annually over and above the yearly average of 500 million 

dollars of foreign capital invested during the period 1945-1953» 

Obviously, this initial contribution could be diminished, as the rise in 

Income permits a higher coefficient of domestic savings which could with time 

reduce to a lo











this problem has not received all the attention it deserves. !£/ 

13. The nature of this paper only permits a very general outline to be 

given of sane of the aspects of the problem of population and capital forma-

tion in the process of economic growth. Naturally, thé accumulation of 

capital is only one requisite, although a fundamental one. Nevertheless, 

it does not necessarily follow that Latin America will be able to expand 

during the next twenty-five years at the propjsed rate even if the requisite 

capital is available. There are other formidable obstacles to be overcome, 

such as the proper utilization of the land, the training of the labour force 

and the preparation of experts. In the last instance, an accelerated rate 

of development will not be a spontaneous phenomenon, but will largely be 

the result of deliberate measures and a firm development policy in countries 

which have the necessary resources. 

12/ There is a further important aspect of the problem of raising invest
ment. The assumption of an annual rate of growth of 4.1 per cent of the 
per capita gross product, and the corresponding capital requirements, have 
a considerable influence on the composition of industrial output. Since 
approximately one third of current investment in Latin America is based on 
imports of capital goods, and as it will be difficult to increase per capita 
imports of such commodities, the projected increase in investment per worker 
would have to be entirely based on domestically produced capital goods, 
unless Latin America benefits from a.substantial inflow of net foreign capital, 
or carries out a policy of import substitution on a large scale. This expan
sion in domestic d53es



STATISTICAL APPENDIX 

Table 1 

LATIN AMERICA: POPULATION, GROSS PRODUCT, OUTPUT 
AND AVAILABLE CAPITAL, 1940 - 53 

Total population (millions) 

Active population (millions) 

Percentage of active population 
to t o t a l population 

Gross product (millions of dol lars 
a t 1950 prices) 

Effect of the terms of trade in 
r e l a t ion to 1953 (millions of 
dol lars a t 1950 prices) 

Effect of the terms of trade in 
r e l a t i o n to 1953 (per centage 
of the gross product) 

Output (millions of dollars a t 
1950 prices) 

Existing stock of cap i ta l 
(millions of dol lars at 



Table 2 

LATIN AMERICA! INVESTMENT, CAPACITÏ FOR EXTERNAL PAYMENTS 
IMPORTS AND DOMESTIC OUTPUT OF CAPITAL GOODS, 1940 - 1953 

(millions of dollars at 1950 prices) 

Gross investment 

Net investment 

Capacity for external 
payments 

Capacity for external 
payments a/ 

Imports of capital goods 

1940 

2,774 

1,120 

3,195 

5,295 

692 

1953 

5,954 

3,119 

7,242 

7,242 

1,650 

1940-53 
(annual 
rates of 
exchange) 

6.0 

8.2 

6.5 

2.4 

6.9 

1940 1953 
(percentages 

of gross 
product) 

12.4 

5.0 

14.3 

23.6 

3.1 

14.3 

7.5 

17.4 

17.4 

4.0 

Domestic output of 
capital goods 

Gross product from industry 
and construction 

Gross investment per 
active person b/ 

Existing capital stock 
per active person b / 

2,082 4,304 5.9 

5,491 10,639 5.2 

63 102 3.B 

9.3 

24.5 

10.3 

25.6 

1,204 1,552 3.0 

SOURCES! See Table 1. 

a/ Excluding the effect of the terms of trade 

b/ Dollars at 1950 prices 
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Table 3 

UTIN AMERICA) GROWTH OF ACTIVE POFUUTIüN, GROSS PRODUCT AND 
PRODUCTIVITY. BY SECTORS OF ACTIVITY, 1940 - 1953 

Agriculture and 
livestock 

Mining 

Industry and 
construction 

Transport and public 
u t i l i t y services 

Trade, government and 
other services 

Total 

Active 
population 

1940 195> 
(millions of 

persons) 

?7.5 

0.4 

6.0 

1.3 

9.0 

44.3 

33.9 

0.6 

9.6 

1.9 

12.3 

58.3 

Gross 
product 

1940 1953 
(millions of 
dollars at 1950 

prices) 

5,995 

674 

5,491 

1,559 

8,708 

22,387 

10,284 

1,680 

10,639 

2,903 

16,071 

41,577 

(percentage of each sector in the total) 

Agriculture and 
livestock 

Mining 

Industry and 
construction 

Transport and public 
u t i l i t y services 

Trade, government 
and other services 

Total 

62.1 

1.0 

13.5 

3.0 

i 20.4 

100.0 
(annual rates 

Agriculture and 
livestock 

Mining 

Industry and 
construction 

Transport and public 
u t i l i t y services 

Trade, government and 
.other services 

Total 

1.4 

2.4 

3.7 

3.0 

L 
2.4 
2.1 

58.1 

1.0 

16.5 

3.3 

21.1 

100.0 

26.6 

e 5 4 .26.6 



The relat ionship between population growth, capital formation 

and employment opportunities' in under-developed countries 

Raul Prebisch — 

Summary 

This paper discusses the rate of economic growth in I/itin America and the 

absorption of population increase. The assimilation of tbchnical progress and 

the transfer of active population employed in primary production and other 

activities of lov; productivity to industry and services are analyzed as essential 

factors in this process. The rate of absorption and change in the structure of 

employment are shovm as being largely determined by the rate of investment. The 

paper demonstrates that domestic savings must be supplemented by a considerable 

amount of capital inflow in order to attain an adequate rate of development. 

Lastly, estimates are given of the amount of capital required to absorb a given 

number of immigrants. 

1/ The author of this article is the Executive Secretary of the United Hâtions 
Economic Commission for Latin America, but the opinions given herein are 
purely personal. The author is particularly grateful for the collaboration 
of Mr. Alexander Ganz, Chief of Analysis and Projections of Economic 
Development in the Commission. 
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