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INTRODUCTION 

Education, in the broadest sense of the term, is as old as 

man himself, but the .J.ttention devo teu to it has fluctuated to 

extremities over time. The ;'Economics of Education", as a separate 

ctudy, has suffered the same cyclica l life, but has in recent years 

experienced a prolonged revival of interest, eapecially with regard 

to the concept of "Human Capital". 

In the wr itings of the early economists the importance of 

education was stressed, but detailed econouic analysis gave way to 

the reputations of subsequent creat wr iters and to the pressures of 

strongly held opinion. As a result, at the present coint in the 

history of economic thought, there is no Hreceived doctrine" on the 

subject comparable, in extent, to ~he other fields of economic 

theory .,nd the ran~e of a.sreement on t he vi tul concept of human 

capital is extremely narrow, e.nd ·. ,u ch theory is based on a dicho­

tomisation. 

The present up-·swing in interest may represent a were phase in 

t he c,;rclical movement ':.'i tnessed in the history of' the concept, but 

the fac t that it has co::1e to be treated in terms of a :'missing link' 

in underdevelopment theory, proposes t:'le i de l that iluman capital 

cou l d become a major, permanent consideration in economics, whatever 

t ile state of the economic theory concernins it. By returning to the 

fie ld of original concern in lluman c_.~.pi tal 9 contem11orary economists 

have beel1 thrust into a whole .:'~alaxy of peripheral fields on a some­

w~J.at unsure footing . 

1 

This paper is <m g ttempt to :)resent s ome insight into the basic 

ques t ions and i nstitutions of the economic aspects of education, with 

specL.l re:;:·erence to the fuoda iental concept of ~1wn'm capital. First 

the ~istorical course of the conceut is sketch0d 9 followed by an out­

line of the major econorr,ic tenets ernbodieli ·,.·ithin education, and then 

by an indicttion .s to its applicability and importance in the devel­

opment process of underd eveloped countries. The essence of this 
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dissertation is t '1e dealin:·· wit h a topic of contemporary and i ntel-

lectual importance, emplo.) ing techniques <:lra'•h1 .r om a well-

esta blished discipline. 

Economics has been, ?nd is, concerned with tl1e less LlO ble side 

of life, ·.,herea.s education is basically a~jud;::ed as a virtuous 

activity aud it is questio.Jable whether t~1e ·, o em be r eCOL1Ciled. 

A modern beli ef is that education can l1elp to . :ake :-. country rich~ 

and once rich it can be free tc be 1mecono,,tic . This infers that 

education can iJe a co:.1tri butory force to economic development , but 

t r1at it ic esser1tial ly an uneconomic one. The object of t .1lis llaper 

is to shov1 how education is in fact a positive economic fo rce. 

The volume of relevant research aud li ten.:.ture on the topic ~! s 

been incr easine at an explosiv e rate, especially over the last clec·:1de, 

and this paper aims to i.ocus attention on t h e cornolex and inter-

r elated :'1roblerns t ;1at attend the role of education in the development 

pr ocess . The field is broad and much compre::.ension h:ts been .lecess-

ary, and no apology is of:t'ereu for the emll~lasis on tlte humc-n capital 

concept 1 f or this is fundru:1ental to the ·,na.in problem1 ·1s t 1is Hork 

a. ~tempts to illustrate. 

The topic of education can be cl:·.ssifiecl into an a .. ·tal ysis of 
. . I \\' 

the economic value of educ .··.tion aud :..1.n an ... lys i :... o..:: t ne economic a spects 

of educa tion systems. The emphasis of this ;·>aper is larc;ely confined t o 

the former classification, thou:::,h t his is in ao way meant to detract 

from the importance of the latter. The motivation behind the virtual 

exclusion of education systems is t Jut t ,;.ey ure <n .. bsequential to the 

acceptcmco of t :1e conviction that edi.lCa tion is desirable . The central 

theme of t.:.is hork is to sho·. · that education is in rec.li ty an economic 

proposi tio.a 'Lld th~t this renders it both desirable and viable . It 

a j_ms at .lnswerin,'.j the purely statistical questio~1 of t l.te value of 

education, which is a ilecessary precondition before t l1e econemist 

can rationally pursue t ::te ... atter in terms of ,oli tical economy. 
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There appears to have been a marked tendency in the writings 

of economists merely to assume that education was economically, 

apart . from socially, justifiable and then to analyse which system was 

most beneficial under given conditions. The essential problem is not 

so much which alternative system is preferable, but whether education 

is actually economically viable in itself. This implies that a 

tailor-made system of education can only be implanted for optimal 

benefit once it is ascertained exactly how, if at all , education 

encourages, or hinders, economic growth and development. 



PART ONE 

HISTORICAL DEVELOPMENT OF THE CONCEPT 

"The most valuable of all capital is that vested in 

Human Beings 11
• 

Alfred Marshall 

4 



CHAPTER 1 :- THE CLASSICAL ROOTS OF fillMAN CAPITAL 

"It is human because it becomes part of 
man, and it is capital because it is a 
source of future satisfaction, or of 
future earning, or both of these.n 

- Theodore V. Schultz 

5 

The f act that there has been a recent emphasis on t he economics 

of education in contemporary economic literature,does not necessarily 

suggest that thi s is an example of '~clustered innovation11 resulting 

from an entirely new field of s tudy, or even that the constituent 

components have latterly been discovered. It is, in fact 1 represent-

ative of an upswing in the cyclical history of the concept. 

The concept of human capital was prevalent, both explicitly and 

implicitly, in the writings of the early economists,
1 

but due to a 

concatenation of forces, was subsequently suppressed into obscurity 

and the primacy of material capital became the order of the day. The 

modern revival of interest in the original field of human capital and 

hwnan resource development represents a current (and probably permanent) 

reversal f rom a purely materialistic orientation towards capital, as 

expounded by latter-day economists. 

Adam Smith (1776 )2 believed that a perso;.1' s capi tal was that 

part of his stock f r om which he expected to derive an income, and 

boldly included all useful abilities of inhabitants of a country, 

whether inherited or acquired, 3 as part of capital. He does not, how-

1 Those in whose \lri tings the concept appeared include A. Smith (1776), 
W. Petty (1691- posthumously), D. Hume (1752), J. Bentham 
(1748-1832), J.B. Say (1803) , Ricardo (1817 ), T. Malthos (1820 ) , 
J . S. Mill (1829 ) , F. List (1841), Angel (1883 ), A. ~:arshall 
(1890 ) , and others. It is, however, important to note that none 
of these ·.-,ri ters recognise~ education as a prime mover of 
economic growth. 

2 A. Smith, The Wealth of Nations (London, 1869). 
3 Though these abilities differ importantly in the formation of human 

capital, they are a clear effort to incorporate human capital 
11i thin the over:1ll definition of capital. 



ever specifically define the term "capital", but includes in his 

c~tegory of fixed capital 1 the skills and use;ul abilities of hwnan 

b 
. 4 

elngs. He does, however, enumerate four different methods whereby 

c8pital is <:-::mpJ.o~-ed; in ~p~·lir:!ation to natural resources, m.·.mufact­

6 

uring1 \'lholesaling and :::-etailing. 5 Here no specific r ·ention of human 

capital is ":lade, but his strtement th•J.t 1 ll'l'he expense of t 1e insti t-

utiona :t.or educ·ltion (is) ••. no doubt, beneficial to the ·.vhole 

society, and may therefore, without injustice be .:.efrayed by the 

eeneral contribution of the whole society",6 implies that skilled 

l <bour is not excluded from the cntalogue of hum'l.Il wealth, nor is the 

Olltlay d·~voted to the production of such labour denied the naJD.e of an 

investmGnt of capital. It is,however, not e8sy to determine under 

which of tlte p:cecedine; schedules such a form of expenditure would 

7 cowe. 

Others who contended that human capital was part of the capital 

concept as it incre:_sed skills and abilities , was acqnired at a cost 

and i .ndv.ced hi·~:her labollr productivity, were Say, -:'ill, Bentham and 

List. All believed that cnpi tal was defined E-~S :1
'\ produced means of 

production:', but t \1ey did not :Lrwluc.le the human being himself, only his 

acquired capabilities, a.:J t -tey considered it neces ··ary to llave a clear 

8 
division between capital and labour to some extent. B~entham dist-

inguished labour iL1to its physical exertion and skill or mental power 

components; 1iill s tated; 11That the productiveness oi' the labour of a 

people is limited by their lmowledge of the nrts of life, is self -

eviaent; nnd that any progress in these arts ••. enables the s'TI!e 

4 

5 

6 

7 

8 

'here the skill of a man may be re,:sarlleJ as a tachine .1hich has a 
genuine cost and returns a pro .• :i t. 

A. Smith, ibid., Vol. 1, .dlc . 2, Ch.5, pp . 363-4 . 

ii:lid. , Vol. 2, Bl::.5, Ch.l, rJ .403 . 

It would, perhaps, be best to include a 1 ifth head to incorpora te it. 

The modern approach, in general, does a•.'·a y with this exclusion, bu t 
tts will be shown later, this is ·1t t·.·1e expense of disrec-ardine 
an inherent trait resisting the subjection of man to the in­
dienity of pure statistical a:t1alysis and the diminution of his 
freedon and rights in any way. Yet, even at that st:1.ge in the 
history of econmnic thou;~ht , there were ot'1er s who claimed th:~.t 

ec··momic ''!lalysis h~ d to c.bstr:tCt from consideratiot1s of justice 
a.nd practical expedienc~r ~ and r ec;c..r u human bei q s exclusi '.rely from 
t he point of vie.,, of exchan.:;e. 
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quantity of labour to raise a .:;reater produce. 119 

Sir \hllia.m Pe tty wa8 one of tl::e firs t to attempt to estimate 

t h e iDOne value of a human being. To him labour was the '1father of 

wealth" und had to be il1cluded in any estimation of national wertl th. 

He attempted his evaluation of the stock of human capital by capitalis-

ing the ;;nge bill to perpetuity at the market rate of interest. Such 

.m 8-llal~·sis was obviously very :;;;eneral and thereior e in"dequate, and 

Petty wac t1eavily criticised for his ef.t'orts, 
10 

because it required too 

restrictive ..J.S:31'.IDiJtions, aild the price paid for the simplific :J.tion of 

his b~sic hypothesis to render it practical, was too 3reat to affor d 

my really meaningful conclusions. 

William Farr (1853 ) attempted an analysis of the prP-sent value 

f tl • d' d l t n t • ll k • ll ' t. 1 o 1e ln lvi ua s ne i.U ure earnlne;s, rna lng a owances 1or un lme y 

death and length of life . To him, however , human capital raised an 

irreconcilable contradiction, for if hu an being s were capita l, he 

believed they should be treated as such. This \:ould, however, oblige 

people to pay tax on wealth they did not ·l<lve on hand F.t.nd would lead to 

absurd results . Engel (1883) preferred the cost-of-production proced-

ure (based on Petty ' s approach) a,1d connidered it a way of overcoming 

Farr ' s complicati ons . 

During this period •any empirical and analytica l studies of human 

capital were carried out, but the results of all were !jenernl ly incon-

elusive a11d devoid of any real accur .. cy and s i gnifi(·'l.nce. One of t he 

l atest suc·:l studies \'.-as h sed on the belief tha t the yield value of 

cer ~ain human be ings (for ex.:.unple, a -:ewton) could not be determined, 

9 J .s. l'!Iill , Principles of Political Econo.ny (London , 1862), l3L l, 
Ch.7, p. 130. 

10 ·rhe greatest fai l in·2: of Petty's attempt was that it took no cognisance 
of values by a ::_;e , sex alld economic status. A bitter s·~tire 

11 

of 11is anal ysis was rendered by D. Swift in his "A . ·odest 
Proposal for Preventin:_: the Children of Poor People from Being 
a Burden to their Parents or t !1e Country'1

• 

Here net means Hnet of r.:taiatenancen. It i s derived :fr om future 
earnincs l e·1... personal living expenses . 
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but as their rearing was a positive cost, they had a social money 

12 
value. 

Analytically, the hypothesis was as follows:-

Cx = Co 

where X 

Cx 

Co 

k 

r 1 +X+ k Cx (x+~/,/ i) J 
= any age. 

= total cost of producing · hwr.~n being. 

= costs incurred up to point o1· birth. 

13 = annual percentage increuse in costs. 

In 3eneral, both the cost-of-pro·.~uction and the capita lised-

earning approaches of t •.,e early writers had i nsignif'icant and in-

consequential reAults in further developing and quantifying the con-

cept of h~~an capital. Throughout the early stages of the history of 

econondc thought, estimates of the value of human capital were attempted, 

based on the belief that the costs of rearing ''Jere real, the resultant 

product -1.doled to national eal th and nny expenditure on human beings, 

which increased individual rroducti on, ceteris paribus, increased 

national .1eal th. Although no exact theoretical formulntion or accurate 

empirica l research emanated fro .. l the early economists, they were un-

dou btedly aware of t~1e existence of the concept; all they lacked .vas 

the adequate apparatus to quantify it rurd the perception to appreciate 

its real si,3nif'ic8.nce . 

. ~he fact that there was so lone a tir .. e interval between t~te pre-

va lence of t :1e concept in t he era of the early writers l'trld the modern 

revival of interest in it, ha> often been attributed to t !·1e works of 

Alfred · arshall (1890). It was his opinions, ancl t~1e esteem in which 

12 
A study by Dubli n and Lotka, quoted in : B. :l!' . Kiker , "The i-tistorical 

Roots or t he Concept of :'ltunan Capi tal 11
, Journal of Political 

Economy , Vol. 74, (1966) p.485. 
13 'rhis f'ormulation has an inherent fallacy in that t :.rere is no simple 

and neces~ary r el ati onship between the cost of produci ng an 
item and its econowic va lue - especially human beings, ·,vhere 
costs are by no '"'eans always profit motiv8.ted . (Social cos ts 
are as appro~riate a:.. econoJ.tic costs). Also its accuracy 
depends upon t .l1e doubtful proposition of obtainin:s accurat e 
cost :t.'i [,rures. 
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they were held , that was perhaps the greatest cingle motivating force 

which can be said to account for the :1eyday of a materialistic capital 

t . t t • 14 concep or1en a 1on. 

15 
~~arshall , under the heading of wealth, gives a detailed expose 

of a man's wealth. He classi.2.ies 11non-materialn goods into an 

"external 11 and an "internal" croup; "One consists of his own qualities 

and faculties for action and enjoyment; •.• All t ilese lie within himself 

and are called 'inten1al 1 • The second class are called 'external' 

16 
because they consist of r elations beneficial to him with other people." 

t~arshall then further subdivides eac~1 class into 11 transferable" and 

"non-trans1·erable 11 aspects and in all gives a ::. ully comprehensive classi­

fication of we~lth, 17 which includes the concept of human capital as 

internal personal goods- that which man finds in himself, given to him 

by nature, or which he educates in himself by his own free action, such 

as muscular strength , health and mental attainment. Everything that 

the out-world offers for the satisfaction of his wants is considered an 

external good to him. 

After an exacting analysis of wealth ... arshall then states that in 

:::·eneral, a man 1 s "·.veal th" i c taken to exclude all his own personal 

14 

15 

16 

17 

There appears to be a strange conflict of op1n1on over the evaluation 
of the role played by Marshall . Although all writers concede 
that he comJented in detail about education and human capital 
and acquiesed that such a concept did exist, they do not 
unanimously a cclaim that he believed it did not have great 
relevance to t he ordinary economics of everyday life. 
J. Vaizey, in his works, makes no reference to the important 
Marshallian view that human capital is of no real importance 
in "the market place 11

, and only refers to the favourable 
analys is performed by the great economist. In the author's 
opinion , such a preclusion of an essential view and the "other 
side" of the argument , tends to give a false impression of 
the essence of ;~rshall' s credo in the human capital concept. 

A. Marshall , Principles of Economics (London,l898) Bk. 2 , Ch.2, p.45-6. 

ibid.' p . 45 . 

This classification :~y be shown as follows:-

Goods 
\ material 

l. personal 

- external transferable 
non-transferable 

( transferable - external ,, ,\ non-transferable 
I 

l - internal- non-transferable 
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qualities and faculties, even those which earn him a living. This 

is a complete rejection of the concept of human capital, a concept 

over which he went to great pains to include in wealth. His justific-

ation for this apparent contradiction and the acceptance of a narrow, 

more restricted definition of we~.l th is; 

aThis use of the term wealth is in harmony with the usage of 

ordinary life ••• For it includes all those things, external to a man, 

which (i) belong to him •• • and (ii) are directly capable of a money 

1118 measure; •. • 

Altogether, though Mar shall admits that a broader view of wealth 

does exist, and that it is useful for some purposes, he maintains re­

course must be had t0 a speci a l interpretation clause to prevent con­

fusion, that is , a definition of personal wealth to include everything 

which directly contributes to human capital. He believed that "Con­

fusion would certainly be caused by using the term wealth by itself when 

we desire to include a person's industrial qualities ••• " and t hat "the 

question whether it is ever worth to speak of them as wealth is merely 

one of convenience, though it has been much discussed as if it were 

one of principle . 1119 

To Alfred Marshall there was a necessary distinction betvveen 

human capital and material capital and this laid the foundation to the 

capital dichotomisat~on, which was perpetuated until the present decade. 

His basis for this is summed up in his own words, "··· the term Capital 

has many different uses both in the language of the market place and in 

the writings of economists. In fact there is no other part of economics 

in which temptation is so strong to invEnt a completely new set of 

technical terms (but) This would throw the science out of touch 

with real life; our uses of the term must be based upon the uses of the 

20 market place." 

18 
ibid . ' p.47. 

19 
ibid.' p.48. 

20 
ibid., 7th ed., Bk. 2, Ch.4, p.l4l. 
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Although Marshall rejected the incorporation of human capital in 

t he ordinary econo!nic use, 1::.e did not believe that it was insignificant 

- "The ,-;ro·.:th of ,Jankind L1 numbers, in :1eal th and str ength, in ':now-

l ed.:... e, abil ity, and in readiness of character, is the end of all our 

t d . 11 21 s u 1es . . • To this end he 1.taintained that education, in i t s 

br oadest defin i tio~1 , was the ul tiutate means . So important did h e 

consider education that, even t houth he explicitly maintained that t h e 

econ01aics of education and h1L'718.n resource development were ex traneous 

to t .. le useful defini tions of wealth and capital and could be ami tted 

in t he ordinary se.1se of t 1e terms, he ·,'lent to extreme lent:ths to 

elucidate t he value of edu cation . On education, he declared ; "It is 

true t ";at there are .. ~any kinds of work v;hich can be done as et·ficiently 

by all uneducated as by an edacuted workman; • . . But a good education 

confers .~reat indirect benefits even on t L1e ordinary workman. It stim-

ul a tes his ;.~ental activity; it fosters in him a il.abi t of wise inquisi t -

iveness; it makes him more intelligent , ... ' it is t hus an important 

22 
means towards the production of material wealth.'' 

He ':·elieved that educ:.:.tion was a means of securing gr eater material 

and non-material wealth, and t hat 8.fl. education was a necessary invest-

ment of both capital and labour 11up to that margin a t . .'hich any further 

investment a :·pears to offer no bo.l ance or ga i n , no excessor surplus of 

utility or uisutil i t y . 1123 To him education and ~1uman capital were of 

p.~.ramount importance and he believed that, "There is !10 extravagance 

more prejudicial to the growth of national ·. ·eal th t han that wasteful 

ne3lig ence which allows ~enius that happens to be born of lowly parent-

t d . t l f l 1 . ·•24 a: e o expen 1 se on ow y worK. ' i"Iarslmll, on these e rounds , 

believed that material we1.lth, when wisely used to incre:1s e human r c-

sources via health and education , was fulfi lling its chief role, and 

21 

22 

23 

24 

ibid . 7 Bk. 4 , Ch . l, p. 212. 

i biu . , C.1. 6 , ::>· 291. 

ibid ., Ch. 8 , p . 700. Here ! :arsh~~ll uses the investment approach and t he 
criterion of mar:;inal returns. This a _., i)roach has become more 
sophisticated , bu~ is essentially in its pr esent form, a n~nifest­
ation of t he above ~lilarsl1allian i deas . 

i bid., p . 292 , Ch.6 . 
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tnat t l .. ere was ;·:isdom in expending both public and private funds for 

such purposes. 

Altogether .Marshall, like many of the classical economists, 

appreciated the essence of t i.1e concept of human capital. His analysis 

of the concept indicates the importance he attached to it in a theoret-

ical capacity, but he rejected t~'le incor ,,oration of t he concept into the 

pr~ ctical economics of ever yday life upon ~rounds which to him, and the 

m'J.jori ty of his s1·ccessors in the neo- classical schools, seemed justi-

fiable. It was a combination of the pressures of sl..'ch forces which 

created a situ<:t tion in which the economics of education could be 

refounded in the present era. The t•lain point is, however, that 11 the 

concept of human capital is by no means new .•• (it) was somewhat 

prevalent in economic thinking, until i.'Ershall discarded the notion as 

I 1 ' 
i f 25 unrt.8 istic 

Since the writings of Adum Smith many great economists have been 

interested in educ~tion and human resource devel opment, and although 

the :u1ain statements were 'obiter dicta', there 11 is a long and honourable 

tradition from Adam Smith to Alfred narshall w~:ich assigns to publicly 

supported educJtion a major role not only in promoting social peace 

and h.:1rmony ac"d self-improvement, but in the process of wealth creation 

•t lf 1126 
1 se • 

25 B.F. Ki \ er, op .ci t . , p.481. 
26 

J, Vaizey, The Economics of Ed~cation (London, 1962 ), p. 23 . 



CHAPTER 2 :- Ri~JUVENATION OF THE CONCEPT 

"This is the age of ascendant man, 
not triumphant machine." 

- J. L Galbraith 

After the Wiarshallian approach to the concept of capital and 

human resource development, 1r.ost economists employed a narrower con-

13 

cept that identified capital ~ith 1naterial capital goods and equipment 

used in the production process, distinguishing it sharply from labour. 

27 This departure fl~om the 11classical 11 outlook was entrenched in 

economic thought until a new upsurge i n the fiel d of education and 

human capital was initiated by very recent writings . During the 

depression of interest in the concept, there were a few prominent 

economists who challenged the materialistic orientation of capital, 

but in ;:;eneral it can be safely asserted that t he 11more modern econ-

omists have not paid as much explicit attention to human resources in 

economic growth as did some of the great classical economists like 

Smith and .,,arshall. "28 

For a long time after the Glassical concept had been abandoned, 

material capi~al held the centre of the stage, but the overall import-

ance of its pooition was increasingly challenced by the supporters of 

the ;1non-conventional", or human, aspect of capital. The use of the 

restricted wealth concept accounted for only those classes of wealth 

that were bought and sold, and this excluded hum~n capital by definition. 

27 The term "Classical" as cited from here onwards will be taken to 
ir1dicate the basic views on human capital as enunciated in the 
previous chapter. Such views will be ·~aken to be represent­
·'J.ti ve oi' t he whole classical school of thought, though it is 
probable that many of the Cldssical group never held the 

28 

exac t views us t hose ascribed to them. This generalisation 
of their individual analysis is taken to be representative of 
the basic ideas of their writings on the concept, though it 
is obvious that the generalisation of such a heterogeneous 
group will tend to violate the postulations of some of its 
oembers . 

F . Harbison and C.A. Meyers, (:.:"?ds . ) Education, Manpower and Economic 
Growth (New York, 1964), p.4. 
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In 1906 Fisher clearly and cogently established the economic basis for 

an all-inclusive concept of wealth. 29 The prestige of Marshall, how-

ever, proved to be too great and his ideas prevailed over Fisher's. 

Of the Ji'isherian concept · arshall said, "Regarded from the abstract and 

mathematical point of view~ his (}i'isher's) position is incontestable. 

But he seems to take too little account of the necessity for keeping 

realistic discussi ons in touch with the language of the market place."30 

In an appendix on the nDefinition of Capital11 Marshall enhances his argu-

ment by stating "we are seeking a definition that will keep realistic 

economics in touch with the market place. "31 In all, Niarshall 1 s market 

place restriction overcame all early (and logical) attempts to incorpor-

'J. te into ,;capital 11 that capital which becomes part of a person. 

The incorporation of human capital into the concept of wealth~ 

though logical in theory even in the immediate post-Classical years~ was 

hindered so effectively that by the 1950's there was hardly such a subject 

as the economics of education and human resource development . The strAngle-

hold of material capital was re-iru'orced by the fact that during the 

industrialisation of the Western economies a sharp distinction between 

I capital goods and raw labour power made more sense t han it does Ullder 

modern indust:rial conditi ons . Also the impact of Keynes' ''General Theori' 

(1936) further entrenched its position, for he emphasised fixed capital 

29 I. Fisher, The Nature of Capital and Income (New York, 1906). In 
this work Irving Fisher laid a basis for the attack on the 
Marshallian restrictive wealth concept by expounding a broader 
concept, referred to as 11The Fisherian Concept of Capital. '1 

Borrowing from · ·;il ton FriedrrJ8.n 1 s terminology, Fisher 1 s postul­
a tion was in ess ence as follows : -

. WT = WH+WN-H where WT = total wealth 
WH = human wealth 
'1/N-H = non-human wealth 

and Y = r W where y = income stream 
r = return r a te on wealth 

and wealth represented the capit'J.lis ed value of an income 
stream. (This formed the b3.sis of J!'riedi!lan's permanent income 
hypothesis). The f act that WH was non-transferable and could 
only be sold from a sellers viewpoint (e . g . knowledge) , pre­
cluded it by definition from the !.larshallia..a concept, but 
because of its importance in the overall concept, Fisher 
challenged the restrictive definition. 

30 A. Marshall, op.cit., (7th. ed.), pp . 787-8. 
31 ibid., p.790. 
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investment as the key variable in the economic system and assumed a 

h 1 b f f . l"t 32 omogeneous a our orce o a glven qua l y. Another obstacle in 

the path of the rise of human c~pital was that the treatment of human 

beings as capital, even i1' only conceptually, appeared offensive to 

many economists as being contrary to democratic political philosophy. 

The end result was that the overwhelming maj ori ty of economists, follow-

ing Alfred Marshall, tended to use the concept of capital as applicable 

only to that portion of the non-human, T'laterial, man-made stock of 

wealth which is util ised directly in further pr oduction. 

Nevertheless, in spite of 11majority opinion", the application of 

human capital in economics did not disappear from economic literature, 

and has, in the past decade especially, experienced a dramatic revival. 

In the f orefront of the efforts in this direction stand the works of 

Theodore Schultz .33 Although writings appeared under the label of 

;'economics of education'' 9 it is eenerally concurred that his works 

represent the "take-off11 stage (in Rostowian terms) of the revival of a 

disused subject, and t hat the "birth" of the economics of education can 

clearly be dated to his presidential address to the 73rd. Annual 

Meeting of the American Economic J.cssociHtion in December 1960. 

The revival of the concept of human capital, based on Fisherian 

terms~ 34 has challenged the Marshallian view that human capital is a 

metaphor without substantive economic meaning. The modern view is 

couched in the belief that education is a form of investment in human 

beings, (besides having a purely consumption element). It is maintained 

that tl1e acquisition of skills and capabilities form human capital, 

32 

33 

34 

Although the Keynesian assumption was obviously for a short-run 
period, the subsequent conversion of this equilibrium model 
(albeit a short-run one) into the Harrod growth model, 
rendered a setback to the hurnan capital concept . 

A fairly comprehensive list of his relevant and more important 
works is indicated in the bibliography (see items numbered 
from 60 following). 

The basic tenets are that the absence of a capital market .for human 
labour does not preclude an examination of the services of 
human investment 'as if:' they were capitalised . 
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which is an integral part of total capital, and that this human capital 

is the product of a deliberate investment (that is, a produced means of 

production), which has t:"rown in ~i~esternised societies at a noticeabl~­

faster rate than the conventional, non- human capita1. 35 It appears 

then, that this modern concept is, in ~tlany respects, very much akin to 

the CJ,assic<1l concept of' hu· an capital which existed prior to Marshall. 

The O{ily major difi erence, ho·:1ever, was that the Cl:::.ssic is ts were 'not 

aware of the significa~ce of their concept. Prior to as late a date 

as 1960 econotnists were .)enerally unaware of the fact that v:idely 

different observed economic phenomena could be rendered intelligible 

by the idea of huma:1 capital formation. 

Al to:;ether the absence from popular economics of the notion of 

human resource developinent has been ascribed to a ran~e of factors 

varying from unrealistic to sentimentalism. The fact remains that 

although the Classicists attempted to use an unsophist).ca'ted approach to 

the concept in estimating the economic po·.ver of nations, calculating 

·.ve?.lth; accounting for productivity increases ..1nd suchlike, no attempt 

was made by more recent economists to follow up and hybridize the 

concept, to evaluate it in 1::oney terms or to employ the concept for 

any specific P'J.rpose . The .. 1odern relevance of t he subject is based 

upon an analogy between technological improvement in material capital 

and educational improvement in human capital. The study of human re-

source development (and the notion of human capital and investment) 

has become so prevalent that it has led, in many ;.·,·ays, to a tram:form-

ation of orthodox econOir.ics, wldch is acting as an inducement mechanism 

to further development of t he concept. 

35 This claim is very subjective as to date there is no really accurate 
measurement of hur.tan capital or its growth rate . 
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PART TWO . 

THE ECONOMIC ASP=CTS OF EDUCATION 

11Education ha s become a major source of ski lls 

and trained talent. Indeed, from one point of 

view, this is education's critical economi c role." 

John Vaizey 



CHAPI'ER 3 : - EDUCATION .ANI) .. JHiAN CAPITAL36 

"Now art thou what thuu art by Art 
as well as by Nature." 

- ··filliam Shakespeare 
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The recent emphasis in economic literature has been on dev)loping 

and quantifying human capital and then analysing how such factors as 

investment in education and health facilities enhance human resource 

development. 37 The modern concept of human capital is basicalJy a 

more sophisticated version of the Classical concept and is essentially 

manifest in the i,iherited and acquired abilities of producers and con­

sumers.38 Inherited atili ties are those !
1given by nature" and can, 

for all intensive purposes, be regarded as constant. Any genetic drift 

affecting these abilities occurs so slowly as to be irrelevant in econ-

omic analysis. Alsu the distribution of such abilities can be assumed 

given and does not depend upon the state of development of an economy 
' 

or country. 

Acquired ~ tiJa_s., however, are different and it is through -{..._ 

these that education is linked directly to human capital and human 

resource development. The formation and maintenance of such abilities 

are analogous to the formation and lnainten•nce of reproducible material 

capital in most regards. The distribution and level of acquired 

abilities can be importantly altered over a time span relevant to econ-

omic analysis and historically they have altered in harmony with the 

36 

37 

38 

Thus f ar in the paper t he terms hwnan capital, economics of education 
and human resource development have been used in a similar 
lexical sense ,but it is of relevant importance to know exactly 
how they are interlocked, which is the aim of this chapter. 

Human Resource Development is the resultant of the elements of 
education economics and health economics, which comprise it. 

This statement of the concept takes no cognisance of the relatively 
minor, but nevertheless contributory, aspects of migration 
and population growth. 
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economic development of an economy or ~ountry. 39 Such abilities are 

acquired in numerous ways, varying from the most informal to the most 

organised activities . 

The princ i pa l form in which such abilities are usually attained 

is through direct investment in education. The analytical scaffolding 

upon which t his postulate rests is that people enhance their capabilities 

as producers and consumers by investing in themselves . Acquired abilities 

that have an economic value usually entail identifiable costs and conse-

quently e3ch process that enhances the income-earning prospects of any 

person has the attributes of an i nves tment. Modern theory supports 

the belief that education, in conjunction with health and other such re-

source developing factors, fulfils this investment function. 

That education is the road to greater hU'nan capital formation is 

the contemporary creed, but it is as yet not unequivocally proven . There 

is no adequate means at present of measuring the consequences of education 

and this often results in the imposition of educational systems which 

are not suited for optimum benefit under modern conditions. Thus 

al though there is a battle being fought fo r the acc11mulation of human 

capital via an education process, too often this battle is being fought 

with the tactics of previous decades. At present the evaluation of 

education is a raere number s grune, with the quantities of money and 

children given, but with no apparatus to link the two together and 

evaluate the result. This is because it is e.<1.sier to count children 

and money than such aspects as motivation, morale and knowledge . 40 

Although no highly accurate statistical verification exists to 

prove the importance of education, there is a common tendency to give 

39 This renders acquired abilities more i mportant than inherited abil­
ities in the economic analysis of the development process, for 
they can differ greatly between rich and poor n0.tions (often 
dependent solely upon educational facilities) , whereas inherited 
abilities show no such tendency. 

40 This all-important question of measurement of the benefits of educ­
ation, upon which the ultimate objective verification of 
modern h~1 resource development depends, has stimulated many 
empirical attempts, especially in the U.S.A., at deriving an 
analytical formula which can be applied to the problem. Such 
aspects of measurement are included in a l ater chapter. 



20 

the highest priori ties t o formal educ,:.:~.~ ... cn systems and public health 

units in the acc~ulation and development of human resources. This has 

been further enhanced by the ~·ecogni tion of human resources as a sub-

stitute fo r natural resources on the margin 1 even though the principles 

f or developing and consuming this resource have not yet been precisely 

formulateu . It is generally conceded that "Educated persons, working 

collecti~ely 1 can extract a better livinc from a given environment than 

41 uneducated persons can." The result has been that human capital h:ts 

been sou~ht to ba accumulated by expanding the number of persons acquiring 

an education and by ensuring that the education received is relevant to 

the needs of society. 

Thi::J emphasis of a need for education, however, represents a 

f:mdamental schisn: between the economic and social provision of education. 

The economist sees education as a means of resource development towards 

the accum:J.l ation of greater human capital. The sociologist (and 

associated disciplines) advocates educa.tion on moral grounds. The basis 

of the confl].ct thus stems from whether education shoul d be viewed as an 

. t t . h b . f . . k 42 
~nves men . ~n uman e~nes or or ~~s own sa e. The economist s argu-

ments centr e around the basic tenet that education 1 as an investment in 

human capi t a.l, must be orientated t owards optimal productivi t y and 

material benefits which accrue both to the state and the individual. 

41 R. L. Meier, "Human Resources", Encyclopedia of Social Science Vol.l2? 
p.l4l. 

42 The obvious solution would be that, if it is the people themselves 
that count , their talents must be conserved and enhanced via 
education. This would in effect reconcile the two a :)proaches. 
This is not so simple 1 however , because although their ultimate 
aims may be reconciled by a common means (education), ther e 
tends to be further conflict over the form the education should 
take . In general, most economists support the view that a 
slender , tall , narrow-based education column is desir able as 
an educational system, as it is from secondary education that 
the greatest benefits are derived (though Vaizey has a contra­
di ctory opinion) . The moralists, however, demand a broad-based, 
Universal, education pyramid and this leads to a further 
dichotomy. The greatest relevance of this confl ict i s obviousl y 
to underdeveloped economics, where resources are generally such 
that they are inadequate to allow for investment in both uni­
versal and higher education facilities , and one choic.e is at 
the expense of the other. 
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The moralists , however, believe this ~s ",ne wrong reason and that human 

beings should be vie·.ved as endl:l, not means. This conflict has resulted 

in the manipulation of Article 26 of the Universal Declaration of Human 

Rights (1948), ·.vhich is a pleF.L for more educf'tion, better facilities and 

4.1 
gr eater fin~nce, ~ to suit opposite objectives . 

EC.ur;ation is commonly claimed to be t he largest source of human 

capital i :.1 t he form of acquired abilities, thouch there are other 

t .b t 44 con r1 u ory sources . In the Lroadest sense of the definition 

education can be taken to consi st of the formal, informal F.~.Ud self-

educating 1acets . The first ··, spect includes primary and secondary 

school anC: institutions ol higher learnine. Informal educ::l tion incor-

porate8 on-the-job training, adult education programmes, and politicaly 

social~ relig ious and cultural croups. Self-education is essentially 

an inforlli3l process which overlaps to some extent with the latter aspect. 45 

Thus it can be generalised that almost every education consists of a 

general stage f ollowed by a more specif ic stage. 

The educati on process can be analysed as a system of flows , beginning 

as a very broad flo.w (at the J:eneral and lower lev8l) and result ing with 

an increasing number of smaller flo.ws at the s pecialis ed level. Also it 

can be classified into qualitative and quantitative aspects; the former 

being t he methods of educa tion and the latter being the totals (or 

aggregates) of factors en~aged in the concept, (for example, funds in-

vested or students). As rnentj'Jned in the introducti on,this paper 

atte~pts t o analyse only the latter aspects, though not deprecating 

importance of the former, for it is a well-established f a ct that 

43 L. Francois, The Right to Education (U.N. E.s.c . o. , 1968 ), Art.26. 
44 In order not to detract .from the r::3.in line of thought on educati on, 

thes e subsidiary sources are discussed in r elevant detail in 
Appendix A. 

45 Classificati on adapted f rom: F. fiarbison and C. Mjers, Education, 
Manpower and Economi c Growth ( :~ew York, 1964), p . 2 . Though 
t his classif ic:ttion was t he most comprehens ive encountered, 
it made no specif ic refer ence to retraining and r efresher 
programmes and it is doubtf ul, in the author's opinion, whether 
such can be merely assmned as part of on- the-job tra ining . 
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"empirical results lend support to the nypothesis that education can 

be considered as a factor of production and tha t differences in school 

systems can affect the productivity of schoolinr;." 46 

Education, as an ecor.omic activity a:;."fects both the distribution 

of lmowledge and the stock of knowledge, and in this way affects human 

capital. 'file main el ement in any education system is the physical unit 

known as a ;'schooln. In economi c analyses this is defined 11as an 

institution specialising i:~ the production of training, as distinct from 

a firm that off ers trainine- in conjunction with the production of goods.A7 

This formal education and training imparted by the school creates human 

capital by adding to the €conomic value of a human being and the cost 

may be considered an investment in human resources. 

It is necessary, perhaps, to elucidFtte the specific functions of 

on-the- job training, for there is a proL'linent tenuency amongst contempor.1ry 

wri ters to treat it separately f rom formal education. It is considered 

the most important aspect of informal traininG. Ae one economist has 

stated 9 "In the context of the economists concern wi t:1 education as a 

process of investment in manpower, it is i m:1ortant to be reminded that 

formal education is neith~r an exclusive nor a sufficient method of 

training the labour force." 48 In fact , this writer considers all forms 

of formal education as a preparat ory sta~e for informal trainina, which 

itself can be sub-divided into formal (organi sed programmes) and informal 

aspects (what is called ;'learning f rom experience") . 

Altogether it can be seen t~~t there is a close and direct conn-

ection between education, human resource development and human capital. 

Education, in its many facets, is a meRns whereby human resources are 

developed and j_mproved, and the economics of education is a study of this 

46 F. Welsh, "Measurement of the Quality of Schooling", American Economic 
Revj~, Vol.56, (1966). p.39l. 

47 G. Becker, "Investment in Hun1an Capital", Journal of Political 
Economy, Vol. 70, (Supplement, 1962, xfo. 5), p.25 . 

48 
J. Mincer, "On-the--Job TraininG : Costs, Returns and some Implic­

ations", Journal of Political Economy, Vol. 70, (Supplement, 
1962, No. 5), p. 50 . 

1\-· 
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development. An improvement in human re~ources results , ceteris par ibus, 

in a direct increase in the stock of human capital. There thus exists 

a constellation comprised of theue forces, with a direct causal-effect 

relat ionship between them. Any variation in one concept will , via the 

circulatory process, affect the others . I n this way education, being 

the factor most susceptible to the whims of man, is t aken as the key to 

human capital , for through it human abi lities can be directl y influenced. 



CHAPTER 4 :- CONSUMPTION OR INVESTMENT ? 

"Once one leaves the terra firma of 
material capital and branches out 
into the upper aether of human capital 
there is endless difficulty in finding 
a resting place." 

- Bauer and Yamey 

The whole economic analysis of education and its role in human 

capital formation is based upon the seemi~ly controversial division 

of education into investment and consumption components. The modern 

belief is that education entails the attributes of an investment, but 
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that it is difficult to delineate which parts of it are in f act invest-

ment ru1d which are consumption; for education, like health and other 

contributory elements to human capital, has the faculty of providing both 

sumptuary satisfaction and a produced means of production. 

In the era of ruaterial-orientated capital, education was considered 

a consumption good - a social service w~ich was provided without being 

subjected to any ~alysis under criteria relevant t o investments. 

Contemporary economic thought, however, has singled out social "invest-

ment" for special consideration, as it is considered crucial expenditure, 

and education is perhaps the most vital social investment of all. 

Previously communities only spent on social services that which ~­

they could afford and educational expenditure was in some sense a 

residual left over from other expenditures. This approach was the result 

of an inherent belief that one can "invest" in physical capital, but only 

"spend 11 on education. When, however, education was seen as an investment, 

it sanctioned much larger outlays for an investment hqs a return and 

education, .like most other investments, was considered to pay for itself 

in the long run. This new outlook necessitated a reformation of en-

trenched ideas on education expenditure, and as Galbraith states "The 

system was adequate, even admirable , so long as education was a socially 

provided service designed to insure ••• rough equality of opportunity. 
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It has ceased to be efficient as education r~s become a form o~ inveat­

ment.1149 This change in attitude has rendered physical capital 

investment no longer the primP measure of progress, it has, in fact, 

become an obsolescent one due to the shift in recent years in the 

comparative importance of rnan and machine. 

The less-modern tendency was therefore, to regard education as an 

end in itself and no importance was attached to its relevance to the 

50 human capital concept. Only recently have economists become aware 

of the economic effects of social expenditure on produt-tivity and human 

capital. The result has been that no longer is education treated as a 

pure welfare 9xpenditure , for which funds are ~rudgingly spared : it has 

become fashionable to compu1,e measures of the 11rate of return" on 

11 investment 11 in education. 51 The emphasis of importance attributed to 

education as an investment varies, with some economists regarding it 

mainly as an investment, and others holding the directly opposite view 

that 11most education is clearly an aspect of consumption ••• yet 

education can also be regarded, by analogy, as investment. 1152 

As a consumption expenditure education relates to both the private 

and publ ic sectors. Pri.vat8 individuals value i+. in itself and spend 

on it for immediat e satisfaction and benefit. Similarly the state spends 

income on it in the form of public welfare facilities. Such expenditures 

have a long-standing bias in that they are treated wholly as consumption, 

because t hey a,,n no way enhance the abilities of people as producers and 

consumers - This is indicated by the fact that 11most of notions of 

attaining an optimum rate of economic growth in poor countries are ser-

iously biassed du& to s trong emphasis on investment in steel mills 

49 J.K. Galbraith, The Liberal .Hour (London, 1963) p.44. 
50 As alraady mentioned. this could be accounted for to some extent by 

the fact that human resources wa.s regarded as a cant phrase 
with unpleasant overtones, wl1ich were contrary to democratic 
political philosophy. 

51 These measures, however, are generally based on inadequate theories, 
due to the unmeasurable aspects of many facets. 

52 
J. Vaizey, The Control of Education (London, 1963 ), p.37. 
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with no comparable emphasis 0:1 provision for the corr.plementar~· invest-

t . h t rr53 men J.n uman agen s ••• 

Education as an investment has been seriously handicapped by its 

long time horizon and the fact that returns are both direct and indirect. 54 

However, it can be theoretically adjudged an investment in that not all 

economic capabilities are inherent and many are developed via activities 

that have the attribute8 of an inves~ent. Thus education, like health 

and other ~uman resource factors, is an i nvestment by analogy to invest-

ment of material capital. All theRe require costs, anu people invest 

in themselves or their children, or the state does it for them, quite 

consciously and deliberately. 

It can be concluded that social outlays, on such factors as educ-

ation, contribute to both consumption and inve~tment, resulting in direct 

personal satisfaction and in future increases of reproducible output 

respectively. Education cannot be classified as on~ or the othe1·, and 

although intellectually it makes little difference which it is, econom-

ically it is of vital importance, for its future promulgation depends on 

the determination of its relative importance to the economy. In 

practice no comprehensive study of the expenditure on education has 

revealed a simple way of determining what constitutes investment and 

what constitutes cons~mption, apart f r om the fact that both are inherently 

incorporated. 

53 T.W. Schultz, "Human Capital", Encyclopedia of Social Science, 
Vol. 2 , p.282. 

54 This has resulted in a reluctance to invest because of the length of 
time which elapses before returns are received, and additionally, 
returns do not accrue solely to the person or body making the 
investment. 
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CHAPTER 5 :- ED~CATION AS AN INDUSTRY 

"When in doubt, educate 11 1 

- Benjamin Higgins 

The educati0na: process is a form of investment in human capital, 

producing a more economically valuable human being. Along such lines 

the activities of education can be regarded very much akin to an inC:..ustry1 

for it absorbs inputs, both material and human1 and creates a final 

product ~n t he form of trained a~d educated people. It is ques t ionable 

whether such tradi tlo11al apparatus as the theory of the firm is applic­

able to edueation, but the general similarity between education and more 

conventional industry renders it useful and feasible to evaluate educ3tion 

in such terms. The economy of any country requires a spectrum of skills, 

all of which are developed by educa tion either in its forrual or informal 

state. The links be tween educat~on and the supply of skills arc very 

close 1 though it j_s questionable if this can be uniquely determined by 

tecrmical considerations. 

As an industry, education competes with ~ll other activities for 

resources. The m'Jst noticeable field of 0ompet~tion is for skilled man­

power, for nthe scarcest resource used in the greatest quantity in 

education is ability.n55 Beside8 competing for such resources, where 

education is publicly financed it ha.s to compete directly with other 

social services for expenditure, especially defence. In external f i elds 

it would appear as if education i s in a very similar position to other 

industries and t hat it is jus tifiable in r eferring to it as such • 

. As concerns thefuternal operations of the education industry, it 

also has some common features, though it hRs some which are peculiar to 

itself. In general, like other industries , it is planned to operate at 

optimum efficiency with the bj nary o bj ec ti ve of' s.ttaining a higher level 

55 J. Vaizey, The Economics of Educati on (London, 1962), p.l08. 
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56 of education and producing the edl.!cative means to further goals. The 

operations to attain such objectives can be best expounded as follows. 57 

In diagram 1 o~tput is measured in terms of numbers of students 

reaching th~ required academic level and is indicated on the ordinate; 

inputs of the variable factor of production (the intake of students) are 

measured in the abscissa. The amount of factors such as classrooms, 

teachers and so on is taken to be fixed, (though it is necessary to real­

ise that this fixed factor could become a bottleneck in practice). From 

the above framework a total productivity curve for the education industry 

can be construc-l;ed (Ql) and this may be expected to assume the shape of 

a normal gro~'lth curve, as indica ted in the diagram. This means -~he 

number of students "turned out" can be expected to increase at an in-

creasing rate, as the intake of pupils rises, up to point M, after which 

diminishing returns set in. These returns decrease and become zero at 

point T, after which tney fall fnrther. The point of maximum returns per 

pupil taken into the system is at point A, the point of diminishing average 

returns. The assumption of efficient operation of the education system 

requires that with a given stock of educational capital, the ~umber of 

students admitted be between A ar!d T, as up to A marginal returns to the 

fixed factor are actually negative and beyond T the marginal returns to 

additional intake of students are negative. 

Changes in the stock of educa tional capital (or different levels 

of education, such as primary, secondary and higher) can be accounted for 

by curves Q, Q2 and Q3. With the st0ck limited to Q, only S1 stude~ts 

can be expediently admitted to the industry, and assuming the total number 

of stunents is s2, there will be S2 - S~ students left uneducated. How-

ever, if the stock of teachers io increased (vither by ir1troducing ex-

ternal teachers or by inducing more incumbents to become such), the 

56 The following analysis of ~rtucation as an industry is largely adapted 
from : B. Hig~ins, Economic Development. Principles, Problems 
and Policies (London, 1968), pp.437 ff. 

57 Such an explanation in analytical terms overlooks any objections which 
may arise out of moral views, which maintain human beings should 
not be subjected to the indignity of mathematical analysis. 
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curve can be shifted to Q2 and then Q3 . The number of pupils absorbed 

will increase, and ideally it should increase quicker than the population 

growth to have a universal intake and to reduce a:ny existing backloe . 

From this analysis it can be seen that education as an industry 

is a feasible concept. The peculiarities attached to it are that the 

outputs are not sold, though the inputs are obtained at a cost; the 

production cycle is relatively long; and in some instances it would be 

questionable whether profit maximisation should be strictly adhered to 7 

58 that is, whether social forces can be totally abstracted from. As an 

industry it is difficult to quantify just how efficient education is and 

how efficiently it promotes resource allocation, but one important con-

elusion f rom such an analysis is that it helps destroy the classical 

concept of homogenuity of labour, in that those students who do not enter 

the industry are considered uneducated and lese valuable, in terms of 

human capital, than those who are processed by education as an industry. 

58 This is a common problem i n any economic a1alysis, and in general the 
11naivety" of economics as a social science is assumed, in that 
it is convenient to abstract 1rom inter-disciplinary conflicts , 
in order to rench more profound conclusions. 



CHAPTER 6 :- INVESTI~, EDUCATION lJrD EARNINGS 

11As technical developments have altered tech­
niques ••• society has begun to recognise that 
economic prog~ess involves not only changes in 
machines, but also in men- not only expendit­
ures on equipment, but also on peoplen. 

- B.A. Weisbrod 
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It has been shown that education has both an investment and a con-

sumption component, anti that it can be taken to function as an industry 

in many respects. It is, however, a matter of some importance to also 

know the conn8ctiou between inv-estment, education and earnings. 59 

Any society has to face the choice between investing in more educ-

60 ation or in other Rectors of the economy. On the face of it such a 

choice would appear relatively easy in economic analysis, but it is made 

more difficult in that education has both a consumption and an investment 

component. The problem can be concentrated on the determinatic n of an 

optimal time path of investment in education, taking into account both its 

ncaJ:ital good 11 and "consumption good" component. 

In diagram two, 61 investmer.t in education in the current year is 

measured on the abscissa; and on the ordi~~t8 , related gross nati onal 

product (G.N.P.). It is a well-known fac t that the impact of education 

on production in any one year is limited. A point is reached where the 

devotion of more resources to education gives a net reduction, that is, 

negative marginal returns (as opposed to diminishing margi1ml returns). 

This results in a fall in the G.N.P. curve as invel;ltment is increaf'ed. 

(See diagram 2) . The full impact of an i nvestment in educA.tion is, 

however, only felt aft er a reiatively extensive time :ag. 62 This can 

be shown analyticall y on the diagram. An investLent increase i n education 

59 This chapter is an attempt to indicate the general connections between 
the three concepts, prior to a detailed analysis of costs and 
benefits in the next chapter. 

60 
Such a choice i s the essence of economics and is the resultant between 

scarce means and alternative ends. 
61 Adapted from B. Higgins , op.cit., p.443. 
62 

A direct consequence of the long time horizon and productivity cycle 
inherent in the education industry. (See Chapter 5). 
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in period t . will raise the G.N.P. more in four yea:L's than in one, and 

again, more in eight years t :1an i n four. The point of diminishing 

returns will be raached at l~gher and higher figures as future time is 

taken J.nto account. Yet, theoretically, diminishing returns must event-

ually be reached, but the incl usion of this phenoBenon renders a quantit-

ative analysis of investment in education a relatively complex affair. 

As r egards eaxnings (and their distribution), education has been 

attributec an effective role. Earnings have been analytically =epresented 

in many different forms. 6~ They all, however, by definition contain 

64 coilllt.on essentia:!. elements and a r epresentative typification is as follows. 

It is assumed total earnings after an education i s complete equal 

t he rettrrns of the investment plus earnincs derived from origi nal human 

capital (inherited abilities). If it is assUP'ed t hey are constant for an 

indefinitely long period, then 
I!l 

Ei Xi +.L ri j Cij -(1) 65 
= 

j::l 

1.- c· · t t b · th .th · tm t wr.ere ~J = amoun spen y ~ parson on J ~nves en 

rij = ratG of return on that investment 

Xi = effects of o:-:·iginal capital 

63 See also : G.S. Becker, "Investment in Human Capital", Journal of 
Political Economy, Vol. (0 9 (Supplem~nt, 1962 , N~ . 5), p.26. 
Here he m1alyses net earings as; 

64 

where 

W = MPo •• (MPo - MP + K) - (1) 
= MP - C - (2) 

MP 
:rt'rPO 
K 
c 

= marginal pr oduct (assumed equal to earnings) 
= that MP that cou~d be earned, 
= direct costs and 
= sum of direct and forgan~ costs and where net 

earnings are difference b'3tween potential earnings 
and total costs . 

Adapted from : G.S . Becke:;_~ anc'l. B. R. Chiswi:::k, 11 The E~onomics of 
Education: Education and the Distribut j on of Ero~rlings", 
American Economic Review (Vol. 56 , 1966) pp. 1-12. 

65 This applies only to earnings , which form a dominant part of total 
income . It could be extended to include non-monetary earnings , 
but this would render it almost invalid due to the 
immeasurability of such eaxnL~gs . 
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Using the two concepts described above, an ~lgam of i~vestment 

and earnings can be indicated 1 assuming investment decisions result from 

th t . 1 b h . f ,f . . t• 66 era 10na e av1our o we_:are max1m1sa 1on. 

In figure three the curve demarcated D is an individuals marginal 

rate of return, and 8 is the marginal "interest" cost. Equilibrium will 

be at point P, where the total amount invested will be OC, giving a gross 

income of O.D. P.c. 67 Then considering the distribution of curves and 

earnings :::l:i is seen that curve 8 depends upon the factors of in~ome a.:nd 

wealth of parents; willingness tc forego consumption; and availabili~ 

of s cholarsh::.ps an.d loo.nso Such :factors can obviously vary from person 

to person, t~us the supply of funds can vary between s, Si and Sj in the 

diagram. 

The demand curve, D, if it was the same for all, would give 

equilibrium points at P, Pi and Pj. Then the distribution of earnings 

would be dependent on the distribution of t ile supp::..y curves, th<::ir shape , 

and the shape of D itself. More usually, however, the demand for funds 

would also vary, due to differences in ability, attitudes towards risk 

and other personal characteristics, giving curves Dk, D and Dl. The 

result would be numerous t3quilibrium positions c.t the various inter-

sections of the relevant curves, thus affecting the income distribution 

according to each individual's (or country's) particular curves. 

This analysis indic~tes inequalities of opportunity. These can / 

be ovorcome by offsetting low parental wealth and income by other factors 

so as to attain a common S-curve for all (for example , by making 

education a free good). This, however , would not imply equality of 

i !lvestment, but mere~.y equal opportunity t o inv~st 3.0 the a::: t ual amount 

depends upon personal characteristics, which are inherently diff erent. 

Thu contribution of human capital and education to the distri-

bution of earnings could be e!llpi rically calculatAd if the rates of 

66 Adapted from : G.S . Becker and B. R. Chiswick, ibid. 

67 This analysis is as applicable to individual investment and income 
a s it is to national aggregates. 
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investment in equation (1) were known. Such information is, however, 

lacking in quantity and quality, and this has reduced the scope of 

such analysis to a theoretica l level only. 



CHAPTER 7 :- A COST-BENEFIT AN.ALYSIS OF EDUCATION 

nwe may then conclude that the wisdom of expend­
ing publ ic and private funds on education is not 
to be I1:easured by its direct fruits alone. n 

- Alfred Marshall 

Analyses have indicated that investment in education is as 
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beneficial, return wise, a~ investment in physical assets. 1~is is t he 

fundamental motiv~tion behind an economic analysis of, and interest in, 

education, but measurement is still inaccurate and is only in its 

earliest for:native years. The general belief, ho ever ~ is that the 

formulation of a systematic study to establish the r•..; turn from invest-

ment in education would verify that education is economically viable in 

all countries , and would offer a unified explanation to many phenumena 

which have been given ad hoc sol utions . This desire has been fostered by 

t he re-discovery of human capital, which has led to subsequent effort s to 

incorporate educational investment into the mainstream of economic analysis. 

"Costs" and "benefits0 !ire necessary concepts in investment dec i sions, 

especially when taken by non-trading bodies such as education authorities, 

because "the enumer.!tion and (if possible) valuation of social costs 

and benefits is the only means of assessing value for money in quantitative 

68 terms." Costs are any expenditure, or abstention from expenditure in 

an alternative project, which is motivated by the proj ect under consider-

ation. Benefits from education include anything which pushes outward 

the utility possibility function for t he society. Both can be internal 

and external in part or total. 

Recent studies in the measurement of the 1nany fq_cets of investment 

in education have gone a long way to clarify certain cost components. 

In general, costs can be classif ied as direct or indirect, monetary or 

non-monetary. Direct, money costs usually prove fairly easy to ascertain 

and correlate, but indirect, non- monetary costs are at the opposite end 

68 J.L. Carr, Investment Economics (London, 1969) p.?5. 
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of the spectrum of diff iculty. In such costs, opportunity costs are a 

large component and t hey provide both practical and conceptual problems 

in their measur ement. Problems that arise in determining the extent of 

such costs are disagreements between economi~ts J S to the effects of 

unemployment, the nat ure of census data and suchlike. The concept of 

opportunity cost in this instance, includes all earnings forgone by 

mature students, which have been found to be substantial, especially in 

more recent years. As Schultz claims for America, "For all levels of 

education taken together, earnings forgone were 26% of total (social) 

costs in 1900 and 43% in 1956. "69 

The inclusion of earnings forgone clarifies the distincti on between 

private cost s and total costs to the community and economy. This division 

between private and social costs hel ps explain differences in incentives 

to invest in schooling , shifts in favour of for mal education r elative to 

on-the-job training and in ascertaining rates of return, important in 

optimum investment decisions. "As a general rul e , private cos ts of educ-

ation are obviously bel ow social costs because of contributions by gov­

ernments, • • • In more subtle ways may schooline; impose costs upon society. ''
70 

The benef its of educat ion can be derived both at the present time 

of investment and in the future, accruing to the student as well as to 

society. A.J yet there is little empirical verification of the assumed 

amounts of benefits which accrue to others. Direct benefits to the 

student are in the form of current consumption, ability to enjoy psychic 

satisfaction and abilities to increase productivity and earning power. 71 

On the matt er of indirect benefits Marshall claims that "whatever differ-

ences the modern methods of business may have, they have at least this 

69 T. W. Schultz, "Capital Formation by Lducation'', Journal of Political 
Economy, Vol. 68 (Dec . 1960) , p. 577. 

70 W.L. l'ililler, "Education as a Source of Economic Growth", Journal of 
Economic Issues, Vol. l (Dec. 1957, "ro. 4), p.287 . 

71 Another benefit conferred to investment in hunan capital is that of 
"the value of t he option" to obtain still further educati on 
and the reward accompanying it. The value of an option is 
real for many s tudents who are discovering their talents via 
education; See B.A. Weisbrod, op.cit., p . l09 ff . 



36 

virtue, that he who bears t he expense of production of ;nateri-3.1 goods , 

receives the price paid for them, 1172 

The estima tior. of the return to education has become a fashion"l.ble 

trend in ec.onomic studies, J.nd is an imj)ortant aspect of the human capital 

concept. Var:i.ous apuroaches have been propounded ~ i ncluding those of the 

residual, the rate of return and the stook of capital. Ail of t heoe 

approaGhes are basAd on the conviction that if education is an invest-

ment it m~st have a return, which accrues to someone and can thus be 

measured. 

The rc~idual approach is based on a survey 0onducted by Odd A~tst 

j_n 1959 73 i n which he ques tioned the hypothesis that the national product 

of a country will increase at about the same rate as the real capital. 

He believed that "the human factor11 was at leA.st as important as physical 

capital in generating gr owth. To reach this hypothesis he had to measure 

t he contributions of the Yarious f act or s of labour, physical ca~ital and 

human capital to total ca.pi tal. 

The inp,~ts of physical capital and labO'.:tr could be mear:ured, 

though with some difficulty due to their dynamic nature , but t~at of the 

third fact or cou:d not, by d~finitiou. By using a standardised equation 

it was found that Aunust's "third factor" could be given ~=~. r esidual 

value. The equatjon used was, 

where Rt -- national pr-oduct 

kt - rec:.l capit9.l (at dapreciated replacement 
cost) 

Nt = employment (in :an hours ) 

cht = ::Lndex of orgc.!'..isati on (E:.r::!::umed to i:-.:;rease 
by concta:nt r<?.tE. i:::. ). 

are constants. 

This equation was fmmd to give a residual trend in the growth of 

national output w~ich coul d not be explained by the accretion of physical 

72 A. Marshall , op.cit. , 7th Ed ., Bk. 6 , Ch. 4 , p.644 . 
73 Quoted in; J . Vaizey, Economics of Edu~ation_ (London, 1962) . 
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:::apital and manpower, and wa.a by elimination attritil-ted to tt.e human 

factor. 

The rate of roturn approach measures the contribution of education 

in both inuirect and direct benefits.. 'I·his assumes they are measurable 

to some extent. The general belief is that man is able to earn more if 

he becomes more skilled through education. The results of empirical 

studies are striking and the earnings of people with different educational 

backgrounas have proved to be very different, especially in America, 

where most research has been cond'lCted. 

ThesB ret·J.rr>.s are then related to t he costs incurred to acquire 

them and t h9 general trend is that the productivity of education has been 

found to be very high, even with the most cautious and conservative 

methods of calculation. The only fault in th~s approach is that there 

is no definite causal relationship bet~ween higher incomes and higher 

educa-tion levels. There is no necessary validity in the concepc that 

income distribution is a system of returns to education. 

The sto~k of capital approach is in essence an analogy between 

returns to investment and additions to the stock of capital by illeasurir~ 

the amount of education avaLi .. able in the population at large. Such a 

study was carried out by T.W. Schultz, in the United State3,74 who by 

adding up the edu~ational cap~tal of mankind (in dollars to overcome 

heterogenuity) and the costs to society of its production, computed a 

retu1·n on the investment. The biggest failing of this approach, how--

ever 9 is that it includes cultural values of education and knowledge 

given to non .. producers, so that it i s not a true !'leasure of the econ­

omic contribution :)f ed.ucation. 75 

Each of the above-mentioned approaches attampts to classify as 

accurate: ly r.s possible, and then to quantify 9 the ca tegories of "costs'' 

and nbenefits 11 in order to uE>e t hese concepts tc evaluate the role of 

74 T.W. Schultz , op~cit. 

75 In all fairness to Schultz it must be pointed out that he was aware 
of this factor and attempted to overcome it by stating he 
seeked to measure the "stock" of education, whether utilised 
or not. 

\ 
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investment in education. (See Appendix B on the "J:,1easurement of 

Returns 11 ) • Although they all have failings in that they are often 

conceptually naive and the :;->ractical problems can render them unfeasible, 

the general conclusion from their application is that education has a 

high rate of return as an investment and is viable on economic grounds. 

The concept of a cost-benefit approach to education obviously 

has its inherent difficulties and drawbacks, but is receiving an in-

creasing amount of support amongst modern theorists on the subject. 

Their b3sic belief is that education can be analysed as effectively as 

any other investment, but certain writers strongly criticise this view. 

H.G. Sha:ffe:::, in his critique of the concept of human capital, ..:la:ilns 

show 
"any attempt to;that rational individuals tend to undertake expendit-

ure on education up to a point where the marginal productivity of 

human capital produced by the process of education equal~ the rate of 

interest ••• would be a mockery of economic theory, 1176 He thus rP.nders 

inval.id any investment decisions which could be based upon a cost-benefit 

enalysis and believes therefore, that such analysis bas no real purpose. 

77 
Likewise Schumpeter · believed that even if such an analysis were 

carried out, it would have little weight~ He maintained that education 

increases the supply of skilled manpower beyond the point determined by 

cost·~benefi t considerations and justifies this by the occurrence of 

fractional unemployment. 78 

Although the s imple tru·~h is tha t there is, at present, no way of 

avoiding a cost-benefit approc.ch to E>ducation, it appears that a neat 

classification of costs and returns is aJ~ost impossible, though much 

work has been do.oe by a num.ter of scho::La.rs i n adYB.llc.:.ng solutior.s for 

76 H.G. Shaffer, "A Critiqu€ of the Concept of Human Capital", in 
Blaug, M. 9 (ed.), Economics of Education (Penguin, 1968) po48 . 

77 J.A. Schumpeter, Capitalism, Socialism and Democracy (London, 1944). 
78 This is questionable as th'}re are few historical examples of 

economies top heavy in skilled personnel, due mainly to 
the fact that higher education is a function of t he lower 
levels and that the existence of the latter is a precondition 
fox that of the former. 
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several procedural matters. It is thus feasible to assert that the 

"superiority" in investment decisions and resource allocation still 

often remains in a value judgement, though this is being increasingly 

challenged. 



PART THREE 

EDUCATION AND ECONo· UC DEVELOPlV!ENT 

"In the last resort the problem of international 

poverty is only superficially an economic one 

in a deeper sense it is an educational one." 

A.K. Cairncross 

40 



CHAJ?TER 8 :- HUMAN AN"D MA•.rERIAL CAPITAL IN ECONOMIC DEVEI.GPMENT 

11The supply of capital has so often been stressed as 
the key ·~o development and pros,eri ty for underdeveloped 
lands, but the supply of unlimited capital will not 
itself create development : sr~ll and willing hands are 

neednd to turn the key to open the door~" 

- A.B. Mountjoy 

There are :fashions in economic theory and material capital was 

once seen as the cruc:Lal ele::nent in the development of vnderdeveloped 

economies, but the modern trend has ~~n contrary to this view. A 
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growing sceptici8lli about the primacy of umterial capital accumulation 

has been en5endered by the i ncreasing importance placed on the concept 

of human capital and by the widening of knowledge on the economics of 

education. The result has been that while maherial capital is seen to be 

a necessary condition for development, it is by no means a sufficient 

condition. 79 

Despite the relegation of physical capital to a lower level of 

importance, ili is widely agreed that large amounts of it are necessary 

in the development process of underdeveloped countries. It is but one 

of a number of :forces 1 though it is an important one in t~~t it has a 

catalytic effect upon other factors. Those economists who regard it as 

the key factor bal:le their bel.Le:fs upon the fC:~.ct that "the a~cumulation 

of capital (physical) is the most effective way to create the other 

conditions required for economic growth; these requisites are created 

concurrently with and primarily by a high rate of capital formation. 1180 

This contention is thus based upon the high regard attributed to the 

external effects of physical invest!'!lent, and it stUJ.Ci.s or falls on the 

importance of these external effects . Such effects, however, which are 

79 Although this i.s the 11majority opinion", there are noticeable 
abstentions from suGh a stand" Such eGonomists as S.P.Schatz 
and H.G. Shaffer are amongs t those who believe that material 
capital is the key to economic development, being both a 
sufficient and necessary condition. 

80 S.P. Schat z , !!The Role of Capital Accumulati on i n Economic Development", 
Journal of Development Studies , Vol. 5 , (Oct. , 1968), Noe 1, 
p.40. 
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attributed the qualities of creating scarce factors of production and 

capital stock, and upgrading l:>oth labour and en·i:;repreneurship, are 

difficult to measure. 81 Th:i.s places t.~1e question to some extent in the 

realms of a mere value judgement, and "the pivotal difference between 

the capi tal·-emphasisers and the capital-depreciators on the "sufficiency 

of capital issues lies in t beir judgement of this slippery empirical 

question. 1182 In such a predicament it is obvious that neither side can 

unequivocRlly be declared the victor. 

Other ar~ent8 which supp0rt the case of the "capital-emphasisers" 

and the impo:da~:ce they attach to externalities~ are that it is wrong to 

consider edu8ation as a diract investment in human capital, for it is 

the result of the effects of other investment, and that the application 

of the capital concept to man would more often than not, 11 confuse more 

t han elucidate, it would create more problems t han it woul:i solve, and 

... 83 it would be of questionable ·value. 11 

In contemporary times there has been a shift away from regarding ',) 

physical capital as the general, though not universal , pre-condition for 

accelerated ~row~h. In ge~eral it appears at present that the more 

radical economists are ideuti fi.ed with th-e prinu..cy of capital doctrine 

while the em~hasis on human capital acc\mrulation has become the main-

stream trend. 

The importance of the concept of human capital in economic develop-

ment has been tacitly proven by recent empirical studies. It has been 

shown to provide an acceptable explanation tl) ma~y problems which were 

hitherto regarded as unexplainable economic phenomena in the rdalms of 

physical capital the;ory. Such verification o~ the ;:--art plays:d by human 

capital in the development process revolves aro1\lld both the misinter-

pretatio~ of the decline i n capital-income r atios and the seeming rise 

in factor p~oductivity. 

81 This difficulty is in exactly the same mould as those difficulties 
arising on the measurability of the external costs and 
benefits of education. 

82 S.P. Schatz, loc.cit. 
83 .H. G. Shaffer, op.cit., p.56. 
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As regards the former it was apprehensively viewed by flevelop-

ing economies that the more advanced nations experienced declining 

capital-income ratios. Thie was however~ the direct result of consid-

~ring capital to consist only of physical captal. The bias away from 

this restrictive view has led to ths inclusion of human capital to tive 

a Fisherian concept of overall capital, which renders the apparent 

substantial decline in capital relative to income an illusion and not 

84 indicative of the real situation imposed by development. 

The belief that the producti..vity of both capital and labour has 

risen substantially over time~ especially as economi;es develop, is 

also explair.ed by the human capital concept, which helps one an. i ve at 

the conclusion that "there is no strong theoretical or empirical basis 

for believing that the production of all factors of production treated 

as an aggregate, where the economy grows at an even pace, should either 

rise or fall. A much more plauRible hypothesis is that it re~ins 

appr oximately constant over time. 1185 

The basis behind the explanation to this is that m&~y factors of 

produc-tion ( espt:-cially human capital components), which are added to -!;he 

resources of an econom,v ever time, are not included among the inputs, 

but are merely swept aside under the carpet of 11technological change." 

This productivity illusion, which arise.3 out of development, is in a 

l arge part due to the neglect of human capital and its contribution to 

product:J..On. 

The general conclus1on from the above discussion is that human 

capital has played an important part in the d3velopment process of 

0conomics and toot ~.ts i.mpo:ctance has only of late o::::en :::-ecogniscd. 

Empirical stuJies have been conducted t o evaluate the part played by such 

human capital and although these evaluations have been hindered by 

84 
The bias towa~ds the omission of human capital is rendered even more 

serious by the fact that empirical results have shown such 
capital to increase at an even higher rate than that of 
material reproducible capi t al. 

85 T. \'.' . Shultz, 11Human Capital 11
, op.cit., p.28l. 
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conceptual problems and the lmmeasurability of many· factors, they have 

all rendered that favourable economic results flow from education and 

the accumulation of human cepital (see Appendix B). Human resource 

deveJ.c,pment not only contributes directly to economic growth~ but in-

directly as well, for it provides a method for the necessary transform-

ation of political and social institutions which are a pa-rt of economic 

86 development. 

It is obvious that both human and physical capital play en important 

part in the development of underdP.veloped countries and to consider 

eit~er as the singular factor, to the exclusion of the other, would 

be bad econC'mics. It is, however, feasible to attribute to eacr. a 

greater or lesser role, thuugh this could, of course, be reversed in any 

particular instance. In general it can be assumed that human capital is 

of more importance, though by i+.self it is not a sufficiP.nt condition 

for, ;'Development may be i.lllposs:i.ble without building the phys-i_cal 

apparatus of advanced countries; but it is still more impossible if it 

does not take place j_n the minds of the men who build. 1187 

~"len dete1·mining the part of growth associ- ted to one particula:r 

source, it would be a silliple calculation o:f the income values of the pro-

ducts of such sources were known. But this is not the case, especially 

with human agents. This inability to allocate growth to sources does 

not, however, mean that such attr1bution should not be attempted, it 

just renders exact allocation impossible, and necessitates to some extent 

the existence of a value judgement. The modern, popular view is tu 

86 In th)s light human resource development i8 an integral part of 
both economic growth and economic development. The former 
is manifest in an increase in nation'3.l aggregates whil~ the 
latter entails structural changes, technical advance, the 
closing of sector al and regional gaps and so on. The rel­
ationship between the two is that growth is a function of 
development. Such a distinction is of vital importance i n 
establis~ing the role played by education as will later 
become apparent. 

87 A.K. Cairncross, Factors in Economic D~vel.opment (I.ondon, 1965), 
p.3l. 
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11play up" the role of human capital in development and deprecate that 

of .naterial capital. In some wayo t.his exaggeration is the result of 

the tendency prone in all innovatiox1s, for the concept of human capital 

is undoubtedly undergoing an innovational process. While admitting that 

human capital is probably the key to economic development and growth, 

care must be exercised so as not to lose SiGht of the relevance of 

physical capital. 



88 
HUMAN CAPITAL - THE "PRIMUM MO:iJILE11 

It is human resou:rces 1 not physical capital, 
whicb are primarily responsible for economic 
growth." 

- Colin Clark 
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For a long time the situation of the primacy of physical capital 

in economic develcpment went unchallenged. Yet this belief of the 

s trategic importancA of material capital has recently been superceded 

by the ~re-eminence of human ca,ital. "The search for the 'primum 

mobile 1 of ecol!'Jmic development bas thus widened from physical to human 

capital. 1189 The modern approach merely replaces physical with human 

capital in the belief that with its collection an underdeveloped nation 

could finish the job. There has been a growing awareness "of the 

paramount place man h~mself holds in the process of econvillic develop-

ment. In t he long run success or failure must depend upon the ~ap~city 

and adaptability of the people in adopting new techniques and new ways 

Of l 'f .,90 
~e ••• 

Many economists have attempted to indicate analytically ~ust how 

h~~ capital ca~ affe~t 8CO~omic develo~ment. One such formulation, 

referred to by both Schultz and Bl aug, is that known as the "Horvat 

Formulation" , 91 which attempt~ to portray thP. critical r0le of human 

capital. In this formulation two of the factors used are pertinent to 

ht~an capital, namely health standards and knowledge~ ~1e former leads 

to an increase in the product~vity of labour if standards are improved 

(see Appendix A) and it can be generalised tl:':at a "Westernisation" of 

----------·-----------------·------------- -- --
88 This chapter is an attempt t0 show how anf why human capital has 

come to be regarded as the most jm~ortent factor in economic 
development by certain economists . It is i1eavily based in 
certain aspects upon the work of Horvat, a s quoted in the text. 

89 A. O. Hirscl~, The Strategy of Economic Development (New F~ven, 
1964)' p. 2 . 

90 A.B. Mour1tjoy, IndustrialisRtion and Under-developed Countries 
(London, 1966), pp.ll?-8. 

91 B. Horvat, "The Optimum Rate of I nvestment", Economic Journal, 
Vol. 68 , (1968). 
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the age composition and state of health of the people in underdeveloped 

countries would increase potential productivity by twenty to thirty 

92 per cent. 

The factor of knowledge comprises all degrees of skill, including 

research, and Ho !"'rat st:-1tes that nThe experience of planning seems to 

suggest that knowledge (ru1d certainly not investment resources) is the 

most important sc~rce factor in underdeveloped countries with an other-

wise favourable soc~.al climate. Thus growth of 1 know-how 1 is likely to 

pose th~ limits to the general ;conomic development. 1193 This means 

that the absor}tio~ of investment into the economy depends upon the 

human factor. To show this Horvat derives the following formulation:-

A, dA) dt • 
(1). 

where IP = investment production function 

I =quantity of investment 

A =absorptive capacity of the economy. 

Thus the investment production function depends upon the quantity 

of investment, the absorptive capacity of the economy and the speed of 

their expansion. The factor A in the above equation (1.) is complex and 

depends upon the four variables of personal consumption, h~alth, know-

l edge, and economic and political organisation. All other relevant 

factors are lumped together as a single exogenous factor (E). 

T11us equati on l. can be r e- writ t en incorporating the following 

for f actor A; 

- (2). A dA. = 
' at ( 

C, dC • H, dH • Kn, d~ • O, dO • E, dE \ 
g dt ' dt ' dt ' dt ' dy 

Horvat then believes f1om this a maximis:ttion cf production can 

be obtained, which results in economic growth f c!" underdev-eloped countries, 

where an underdeveloped country is one in which the share of f actor I is 

less than optimal , or where f'3.ctor A is a t a l ow level. 

92 Taken from Spengler, 11The Population Obst acle to Economic Better­
ment" , American Economic Review, (Proceedings, IvJay, 1951), 
p.344. 

93 B. Horvat, op.cit., p$752. 
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As the economy expands, the level of factors incorporated in A 

will rise, a.nd this will chant:e their prouuctive functions. IIervat 

maintains94 once poverty economics are left behind and people are well 

fed, have reasonable leisure time and enjoy a healthy life, factors 

G and H lose their place in the investment production function (that 

is, they are no longer productive aeents, but ends in themselves). 

Further, when a stage of relative stability is reached , political and 

econo,i1ic organisation is also reached, thus L.:ctor 0 can be eliminated. 

!lin this way A wi.ll be reduced to Kn. , which remains the only limi t a tional 

factor on growth. The 'intellectual capacity' of a community will 

provide unsurpassable limits for t he productive application of in­

vestment and~ for the speed of expansion of its economy."95 Thus 

Hervat believes, while lmowledge and skill are always increasing, there 

are limits and la~s on the speed of change, which will directly affect 

the speed of investment, via application of his formulation, and thus 

economic growth. 

This attempt by Servat to show the relevant role of human capital 

has both merit and failings. As a "premium mobile" this obviously f alls 

under the attack upon which Hirschman based his whole strategy, 96 in 

that development depends not so auch upon ·findin3 the single factor, 

but upon f inding the optimum combination with the greatest linkage to 

induce further growth. He believes one must not t~!ink in terms of a 

"missing agent", whose injection will solve the problem, but must 

instead concentrate on the need for a "binding agent."97 As analysed 

by Hervat, human capital i3 seen as the missinc agent, but it could also 

94 ibid., pp. 760 ff . 
95 ibid.' p. 761. 

It is interest in~; to note here that derva t pays no further 
heed to hi s exogenous factor E. It can only be presumed he 
considered it to be a constant, which is a hi ghly un­
realistic assumption in this case . 

96 See A.O. Hirschman, op. cit. 
97 ibid., p.7. 
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be viewed, quite feasibly, as a binding agent by a slight fuodification 

to the formulation to concentrate not on the lack of one, or several, 

nneeded factors or elements that must be combined with other elements 

to produce economic development 9 but with the deficiency in the com­

bining process itself."
98 

Altogether the role of human capital in economic development is 

crucial, but by i-l;self, education j_s not sufficient, as "Economic 

developm0nt is the result of a combination of social, cultural, polit­

ical and economic changes which :._n turn brings about further changes. 1199 

It thus s ee:!Ils :i.mpcssible to isolate any one of these variables as the 

inevitable prime mover, though education can be seen as "the greatest 

. 1 tt f' d ulOO slng e pace-se er o evelopment ••• In all, any attempt to 

indicate education as the only key to economic development would be 

erroneous, bu t it is apparent that its role has become a-.:claimed as 

more important, in the large majority of cases, than that of mnter;_al 

capital as an inducement mechanism for economic growth. 

\ 

98 ibid., p.25. 
99 P.T. Bauer and B.S. Yamey, The Economics of Underdeveloped Countries, 

(Cambridge , 1960), p.l28 . 
100 

E.G . •;.ialherbe, Bantu; Manpower and Education, (Johannesburg, 1969), 
p.32. 
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CHAP.rER 10 :- PLANNING EDUCATION FOR PROGR~~ 

"Although all governments profess a great 
concern 0ver increasing education, • •• econ­
omic development pJ.ar.s of backward countries 
usually place much g~eatcr stress on physical 
investment than upon human investment. 11 

- Stephen Enke 

Prior to this era, economists openly dealt in analysis with 

homogenaity of labour and capital, restricting any educational 

referenc~ to pure fi<llncial aspe0ts . With the realisation that 

improvements in the quality of the labour force could greatl y affect 

economic growth and devel opment, a transformation of such orthodox 

economics has occurred and t he modern tendency is to plan education 

to achieve specific economic targets and obje0tives.
101 

In the planning of education common difficulties er~erienced 

are those in combining the economic with t he social and political 

objectives for education. Such difficul ties a~e rife in both devel-

oped and under0.eveloped economies. Most developing countries have 

programmes for education but often they aim at universal prima1y 

education , which ~an be m0re a limiting tnan a conducive fact or in 

102 economic growth. Another complicating factor in education plan-

ning in developing nations is tha~ the demons tra t ion effect often en-

50 

courages prestige expendi ture and conspicuous consumption in education. 

This ;'lopsidedness" of expenditure is as equally a waste of resources 

and as disastrous to econcmic development as having t oo broad a base 

to the education pyramid, for merely being de&cribed as an investment, 

101 The 
---·--

rapid transJ:'ormation can be indicated, to some extent , by the 
fact that Jan Tinbergen in his book DeF.ign of Development 
(Baltimor e , 1959), written in 1958 , stat es on page 5, that, 
"Finally a very impor tant condition for development is the 
provJ.sJ.on of training and education .•• Since these a ctiv-­
ities are not as a rule considered par~ of economi c policy, 
they Wl.ll not be considered ••• ~~ Today t hey are an integral 
part of economic policy as wi ll become apparent. 

102 
Universal primary education is usual ly a social and political 

target , though i n some cases e . g . Japan 9 it has proved to 
be a useful vehicle for economic change . 
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does not render such expendi tur3 productive . 

Education, like other social ser vices and investments, does not 

operate in a vacuum and cannot justifiably cripple other progr ammes in 

its demand for resources . A resource can be descr ibed as "an opport-

unity in t 11e enviromnent that has been identified and appraised by a 

population of potential users,"103 and as such human resources are 

perhaps the greatest potential asset of any under developed country. 

Resource plannine attempts to lay out better programmes for the devel-

opment of ,:1atural resources than w0uld otherwise occur and to this end 

education plnnning serves a vital role . The planninc of education 

necessarily 0ccurs simultaneously with the planning of industria l 

sectors. 104 

The most essential task of education planning is to aim at pro-

viding the vario1.1s kinds of qualified, skilled or trained labour avail-

a0le at the right time in the right numbers to ens~e the smooth devel-

opment of society by avoiding both surpluses and shortages. In gener a l , 

short term planni ng is conducted a t a micro-economic level as it deals 

with individual specialisation flows, and long term planning is on a 

macro-economic level as i~ is basically c0ncern€d with aggregate volumes. 

(See Appendix C) . 

It has often been assert.ad in many diff':lrent ways that "Develop­

ment flows from applying skills to natural r esources"105 and a policy 

of improving skills is therefore fundamental to planning. This includes 

~11 levels of training and educa tion, and since a poor country cannot 

afford all the education which it desires, allocation of the limited 

resources available to educa tion and other services h _ts to be made. 

103 R.L.Meier, op . cit. , p.l37. 
104 The method of complementarity assumes that the ~ctivity of a 

number of social services is bound to expand in proportion 
to the expansion of production in ceneral. (See A~)pendix _,.;.--...,....-:=---

C) . Education plaru1ing is usually dealt with as a separate ~· , ~ 
sector (as apart from general soci2l planning) due to its . ~ .~.~1,q :_ ~ ~ ~, 
characteristics. ~·· · . :,-.· l I 

1o5 Ll -" ·- y 
W.A. Lewis, op. cit. p . l20. This implies t hat the qualities and ·~iiH" -' · 

abilities in hwnan resources are present in latent form and ~ 
that t he planners have the knowledge of how best to evoke them. 
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The allocation of these resource~ by public authorities is a difficult 

problem fo r it has to reconcile the demands l"or infrastructural services 

required to support a t;r owing economy with the public's demands for 

some services which are desired for their own sal:e, irrespective of 

productivity. In all, it can be maintained that public expenditure 

planning on social services, such as education, is as much a political 

as it is an economic decision and this renders education planning a more 

complex activity than it would at first appear. 

Illiteracy is a serious drawback to economic advancement and the 

planning of the raising of the quality of labour is a necessar y pre-

condition for development, where quality is taken to include both the 

physical and mental conditions of a peopl e : "In t his sense the poor 

quality of the population is ~robably the greatest handicap to the 

economic advance of the underdeveloped lands. 11106 By effective planning 

for education the negative drag of the great populations of underdevel-

oped countries can be transferred to have a positive value in capital 

formation, for the labour of such countries is undoubtedly their great-

est resource, provided it can be adequately trained . It is the role of 

planning to ensure that the optimum benefit is derived from this 

potential source . The planning for educational advancement is rendered 

even more crucial in econo:nic development when it is observed that 

=•Deficiencies in material capital can be more readily supplied i rom 

external sources, but kno\·.ledge and experience can be lent only in more 

107 
limited 'luanti ties and indigenous supplies . • • take .J-ears to develop." 

The planning of education c?n contribute .:-.reatly to economic 

Jevelopment in that it directly af.Lects the labour component of any 

economy, and it has been empirically found that this component earns 

between 70~~ and 80?~ of the nation.J.l incomes of th~ economics studied. 108 

106 A.B. jJountjoy, op. cit. , p. 58 . 
107 

ibid.' p . l2l. 
108 

E. F. Denison, Why Growth Rates Differ C'tas11ington, 1967), p.45. 
It is important to Jr.now, however, that all economies studied 
-,,.ere relatively advanced ones in ·.merica and tJ'urope . But the 
f~ct ctill remains that labour is potentially t~e greates t 
asset of ~n underdeveloped country. 



The educational backcround affects the quality of l3.bour in that it 

determines the type of work a person is able to perform and his 

efficiency. This .. eans that both the or ientation and standard of 

education requires careful planning. 

It is :enerally believed that education and economic growth 

have a close correlation, as earlier chapters in this dissertation 
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have indic~ted, but some economists maintain that the connection is not 

clear and the only positive knowledGe i s that ''education is connected -

we cannot say more - ··1i th econo:.1ic 3rowth. 11109 Such a vie\" would 

cast doubts on the effects ~nd applicabil ity of education plannine in 

both developed and underdeveloped nations. It is, however, evident that 

a greater insieht is possessed into the connection between education and 

economic ,:;rowth than such economists would admit, and t his ?;ives a 

practical value to plannin~ education for future economic growth. The 

purpose of an educJ tion plan in any economy is to provide J full and 

balanced educational pr oject with the view to enablin: every individual 

to rtake the maximum contribution to society, which his mental endowment 

and physical condition will permit. It is along these lines that such 

planning has become an integral part of both economic and social poli cy 

of many developing nationc, 1or it is a direct channel to facilit:1te 

economic growth and development in that it 3.dds to t he stock of know­

ledge and to the quality of labour inputs , both of which are incorpor­

ated in the concept of human capital . 

109 J. Vaizey, ibid. , p. 36 . 



CHAPTER ll :- EDUCATIOr .A!;D ECONO:'UC . BTAI;10RPHOSIS 

"Economic growth has become a race ··;i thout a 
finishing line .• • The la~gards have Lood 
reason to be concerned; the race is Getting 
faster all the t ime, and the rich get richer 
while the poor have children. 11 

- J.A . Henry 
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A growing body of econowic theory tends to support the view that 

economic development is not an automatic or ru1 inevitable process and 

that it has to be actively created a~d advanced. This stems I rom the 

belief that underdevelopment i s the normal condition and development the 

abnormal . The role of education in initiatin~ and sustainin6 development 

to enable an economy, or even a laggard sector of an economy , to transform 

itself from a traditional to a modern stage h<..s been attributed various 

amounts of importance by different economists . In the history of economic 

tho~~ht, education has been i ncorporated as a factor in both general and 

ptirtial theories, but as yet no precise role can be universally applied to 

it in the development process. 

In order to try to evaluate this role it i s necessary first to as-

certain exactly what is meant by a tradition~l or underdeveloped economy. 

Hla J:Iyint110 f ormulJ.ted a va luable distinction between 11underdeveloped 11 

and 11backward 11 which i s relev3.nt to t lle question of the role of education. 

He believed that the terms underdeveloped and developed could be applied 

only in relation to the natural resources of a country , whereas those of 

backward and economically adv3.llced were descriptive of the human re-

sources in the country. It is thus quite often a misconception when poor 

nat i ons are V3.r iously described as t ackward, underdeveloped and develop-

i ng in the same sense . With education it is, ironically , the most 

emotive word 11backv:ardn . hich eet s closest to the essence of the problem. 

Underdevelopment is therefore often a Jirect result of backwardness 

and in this context the role of educa tion c3.n be seen as both vital 3nd 

110 H " . t • •·•yln ' The Economics of Developing Countries, (London, 196 5) . 
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necessary in the metamorphosis of an economJr• The task of education 

is nade even more difficult where both backwardness and underdevelop-

ment exist together, fo r under such circumstances its initiatin~ role is 

heavily sv,amped . A common feature of underdeveloped and backward 

countries is the existence of ''a vicious circle of poverty" . In the 

words of Ra.gnar Nurske this "implies a circular constellation of forces 

tending to act and react upon one another in such a way as tu keep a 

lll poor country in a state ol' poverty. 11 This concept explicitly en-

tails the concept of human capital,for ill health and l ack of training 

can reduce a . orkers productivity, which in turn induceo poverty, which 

leads to under- nourishment and little human resource development, which 

perpetuc:tes ill-health and lack of education. 

Education is thus directly included in the poverty of poor nations 

and many economists see it us the key to breaking the vicious circle,Qs 

described above; for the only \'lay to break the circula:ri ty process is 

to promote human resource developnent by education (and by health) . In 

this way education, by raisin3 labour productivity can be both a necess-

112 
ary and s~.-.fficient condition ::.·or development. In such an instance 

education can be seen to be 11not only a process for transrai tting the 

values of a particular society, but also .•• as an aid to rapid 

economic development . "ll3 

Education's most important i acet as an inducement mech~ism for 

economic growth is that it h~s the ability to increase the productivity 

of labour. The way in which education achieves such a rise in product-

ivity is both by inducing the use of better techniques and methods and 

by inducing <l r e-ori entat ion of economic and social outlooks. A common 

lll R. ·:uroke , Problems of t :1e Ca}i tal Formation in Underdeveloped 
Countrie~ (Oxford, 1958 , p.4. 

112 
In terms of a Rostowi an an::1lyeis of development, education would 

become the key pre- condition to at a.ke-off rr from the 
tradi tional society .lith its production ceiling into the 
stage of self - sustained econo::ic growth. See :.w. Rostow, 
The StJ.ges of EconoLic G-rowth (Cambr id:_:e, 1965) 

113 
Phoenix Group, P~anning_for_ ~~~8ress (s~lisbury, 1963), p.49 . 
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feature of any underdeveloped 11ations (especially in Africa) is that 

there is no ''dynamism" blatantly present. Economically the outst :mding 

feature is a l :1ck of the strategic f:1ctor of production - modern 

industrial entrepreneurship. This is directly bound up with the total-

ity of factors which make up a way of life in underdeveloped economies . 

Education, by re-orientation, attempts to overcome thi sy but it cannot 

produce an adequate supply within a reasonably short time. This is per-

haps the gr eatest failing of education; that it has a relatively long 

time horizon, though shortcut methods can be attempted. , according to 

psychologists, to develop the necessax-y :•eta- achievement" in selected 

. d' 'd l 114 1.n 1.v1. ua s. Also it is feasible to import outside help t o 0ver-

come the problem in the shvrt run. In the lone run, however , the 

economics of importing skills does not solve the problem,
115 

for unlike 

physical capital, human capital cannot be l&ffi in unlimited quantities. 

Another aspect 9 in which education r~s a crucial r ole in over-

coming, is that of "dualism", which is the by-product of the uneven 

impact of modern culture and technology on backward and underdeveloped 

nations. Hirs:!hman describes it as i! the prolonged co-existence and 

co-habitation of modern industry and of pre-industrial , sometimes 

neolithic techniques."116 lhis results in a striking coLtrast between 

islands of modern economy i n a sea of subsistence, creating two separate 

economics employing different techniques and different values. 

The critical role of edu~ation and hUllli:l.n resource development in 

this instance is to iJarrow the gap between these two almost-opposite: 

economies both socially and economically. Such a change cannot merely 

be e roJted on, but must be induced via re-orientatior.. of the subsistence 

sector 7 "To make a rn0dern economy , you ·!Ust wake a modern man. n 117 

114 On this point see D. :!tcClelland , "The Achievement Motive in 
Economic Growth , in Novack and Lekachman, (eds.), Development 
and Society, p.l80. 

ll5 See T.W. Schultz , Transfor~ing Traditional Agriculture (New Haven, 
1964), pp.l90 ff. 

116 
A.O. Hirschman, op.cit , , p.l25. 

117 D.H. Houghton, "Aspects of Economic De-velopment in Africa" in 
J.F.Holleman, Problems of Transition (Natal ,l964)p.l6l. This 
statement has been criticised in that motives which characterise 
a fully-developed modern man differ from those necessary in a 
transition period. 
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The concept of dualism origit~ted f r om a study by J.H. Boeke on 

the Indonesian economy, which he claimed had gener al applicability. 118 

He envisaged social dualism as "the clashing of an imported social system 

119 with the indi genous social system of another style" , and used this 

t o validify his rejection of "Western" economic theory and its applica-

bility to dual economics. 120 He suggested that the acceptance of 

dualism is an irretrevable fact, but Higgins refutes such ideas in the 

light that dualism is not natural to society per se; it is more readily 

expl ained in economic and technical terms. This means that it is not a 

pure sociological phenome11on, otherwise devel opment would never occur. 

This b~lief as postulated above r enders it possible for education 

to overcome dualism, for whil st it is not possible to me r el y graft on 

modern economic and technological methods , it is feasible t o educate the 

inhabitants of the subGistence economy to i ncorporate them, for it is 

obvious that no s ingle race ha.s the monopoly t o social develop;nent 0r any 

kind of labour skill. In this way, by educationa l re-orientation, a 

modern society can be built up to incorporate modern economic sectors . 

The type of education instituted , however, poses a problem, for as 

W.A. Lewis found in an em~irical study of West Africa, the limited 

absorpti ve capacities of the economies, especially owing to t he back-

war dness of agriculture, made "frustration and disl ocation inevitable 

if more than 50% of children ent er s chool. 11121 There thus exists a 

tolerance level which destroys certain aspects of the pl ea for universal 

educat ion. However , the opposite extreme is just as disastrous for 11 the 

negative amount of human investment in underdeveloped countries ha~ done 

118 
J. N. Boeke , Economics and Economic Policy of Dua.l Societies (New 

Yorlr. , 1953 ). 
119 ibid., p. 4. 
120 

In this vein he propounds the same ideas as Gunnar Myrdal in his 
work Economic Theory and Under ueveloped Regions (Loddon, 1957), 
who believed the ap,lication of the po~icies of advanced 
econoillles did not fulfil the needs of underdeveloped lands, 
and t hat accepted theory was by no means universal in i ts 
applicability. 

121 
W.A. Lewis , "Education and .3conomic Devel opment 11

, International 
Social Science Journal , Vol.l4 (1962 , i.Jo. 4), pp. 685- 99 . 
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little to extend the capacity of the people to meet the challenge of 

122 accelerated development." The result has been that the rich have 

been getting richer and the poor remaining poor. 

There is a definite and close connection between cultur e and 

education, and it is obvious that educa tion can change social and 

economic values by a re-orientati on of outl ook and custom. I t is 

f irmly believed by many economists that "the attitudes and social 

va l ues of a people, their willingness to abandon t r aditional ways and 

values and to adopt a new way of life are essential, if not indeed the 

mos t important, i.ngredient s of economic progress . 11123 

Such a role has often been attri buted t o the impact of education 

and other forces in creat:c.ng "key groups" . Such groups have differed 

under analysis by technicians, polit icians and economists, but as con-

cerns the last, the emphasis on the key i mpor tance of a group llas 

fall en on entrepreneur s and innovators. In the terES of Hershman's 

analysis this group helps to overcome the scarce resource of decision-

making ability in his absorptive capacity t hesis. The economic key-

group outlined above represent Schumpeter' s "New ~Ien", who are provided 

by the process of education ~~d whose task consists of breaking up old 

and creating new tradition. 124 

Schumpeter's "New Men" may fulfi l the r ole of entrepreneurs in 

the s ense that they lead the means of pr oduction into different channel s 

and draw people into these branches of production. This does not imply 

that economic leadership necessitates "invention11
1 but innovation, 

which is more difficult to impart into primitive society. The only 

alternative is to build up a pool of such l eaders by education , for 

such people are the key to stimulating growt h and development . Such 

122 G. M. Meier , Leading Issues in Development Economics (New York, 
1964), p . 268. 

123 S. Van der Horst , ''The Effects of Industrialisation on Race 
Relat ions in South Africa", in G. Hunter Industr y and 
Race Relations (London, 1965 ). 

124 J.A. Schumpeter, The Theory of Economic Vevelopment (Massachussetts, 
1949). 
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development as initiated by these £Tew Fen te;.1ds to occur in leaps and 

bounds (Schumpeteria.'1 "Tidal Waveo 11 or "Clustered Innovation·') g iving 

an ungradual and unharmonious process . In essence then, Schumpeter 

advocates unstable f;rowth and 'ilaintains that "Economic growth occurs 

when the social climate is co11ducive to t ' ,e a:ppe:.1.rancc of a 3ufficient 

flow of !"!'ew 1\:en. 111 25 

Other writers who attr ibute a hi::;J.·1 degree of economic development 

as the resul tant of cultural determinism are HaGen and HcClelland. Like 

Schumpeter, HageA~eals with the 11 creative 11 or "achieving" persono.lity 

type, who is the result of the disruptive forces on a traditional 

peas~t-based society. McClelland
127 

attempts to establish a chain of 

causation to show that high levels of "n-ac:1ievement ;1 are associated with 

entrepreneurial endeavour, and C01lcludes that this factor (n-achieve •. ,en+;) 

is a variable which actively promotes economic development and tl-w:t it 

originates from education, in t~e broadest sense of the word. 

Education is o. prime mover in attainin.:: n-:::tchievement, but it is not 

the only r elevant factor. 

The e eneral conclusion of the studies of these writers, who can 

be regarded as "non-economists", is that where cultured stability is 

incompatible with rapid economic ;:;rowth, education must accompany any 

economic big push for the optimum ad:J.ption. In other words, ? . socio-

cultural big push thesis is necessary .3.S well .san economic one. 

From the above comments it i s feasible to f oresee the day when 

the distinction betwee ~ economic and social development will disappear, 

and the role of education will not be considered in the lig~1t of each 

Jiscipline, ab-:;tracting .• .'r om inte r-diuciplin'-' ry connection. 

In the a bove analysis the role of educJ.tion has been indicated as 

the underlying factor in the .Lietamorphosis of an economy from a primitive 

125 
B. Higgins, op. cit. , p.l04. 

126 ( E.E. Hagen, On the Theory of Social Chang e Illinois , 1962) . 
127 D.C. !.icClelland, The Achievin.~ Society ( ~Jew Jer sey , 1962) . 
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to an advanced stage . It h~s been indicated how education affects both 

man and society to produce economic development. It is necessary to 

motivate 3nd ch~nge both, because development is essentially a process 

of continual change and woul d not occur if either of the above as~ects 

was ne3lected. The importance of education and social development is 

real, for as O!le economist states, 'fThe real ~-'roblem is not the adapt-

ability of mr.n , ·:;hie:~ is almost infinitely greater than we once supposed, 

but the suitnbility of inJtitutions and their policies And 

education is the fundamental means to this end. It is, however, not the 

final cure to all ails, for the existence of 11intellectual unemployment" 

is a phenomenon which sho·. ·s that education can often be abortive and 

irrelevant to econouic browth. 

Altor,ether education helps facilitate the nabnormal' process of 

economic development. It helps to condition primitive societies for 

their :' take-off" and to keep them f rom lapsine back to the ori ginal 

stationary state once this is achieved. It t herefore fulfils a vital 

role in the economic metamorphosis of an underdeveloped nation, or of 

t he laggard sector in a dual economy. 

128 c. Kerr, "Chancirl3 Social Structures", in "i.' .E. Moore and A.S. 
Feldman , (eds.), Labour Com.1nitment and Social Chan ,e in 
Developing r.reas New York, 1960 , p.350. 
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C 0 N C L U S I 0 N 

It has become recognised t ·at the economics of education is no 

longer a study of secondary importance, tagged on to the general field 

of economic study. Although no all--embracing or correct version of its 

many facets exists, it has become an integral part of the overall study 

of econo1nics and is one of the fastedt growing arenas of contemporary 

economic study. The concept of human capital is no longer cast aside 

amongst a meaningless plethora of theories and sub-theories, but is 

emerging from obscurity tu be tested and applied in everyday situations 

in order to ~rovide an insight to economic problems hitherto insoluble. 

To disregard this concept r.ow, as was done in the not so distant past, 

would be as if nwe had a map of resources which did not include a mighty 

river and its tributaries.ff129 

The presently accepted all-inclusive concept of capital has the 

advantages of preventing an over-emphasis of material resources and 

euabling an analysis of the activit~es which augment human abilities. 

In this way an objective analysis of education and its role in the develop-

ment process is facilitated. It has been shown that physical capital 

is not of paramount importance, thoueh the initiative to accommodate 

such capital is - the will, as well as the ability, to succeed must be 

present. 

!aterial capital, to some extent , can induce growth, but in the 

long run this enforced growth has to ~e augmentea by t he role of 

human capital fo r sel f - sus t ained economic deve:J.opment and growth . History 

cit es many examples of rapid economic development v~1ere social capital 

has been rela~ively illore produc tlve than the average . Human capital 

is a factor of producti on by definiti on, for it i s property, vested i n 

a person , Xrom which income is derived . I t i s an investment, not a 

lia bility , in that bes ides being a creation of human wealth, i t has the 

capability to create wea lth. 

129 
- T.W . Schultz, ffRefl ections on Investment i n Man", op.cit., p. 2. 
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The role of education in the development process has been 

elucidated as well as t he economic aspects of educ.ltion. This pro­

vides the background necessary for an understanding of how and why 

education promotes economic growth and development, indicating that it 

is more of an investment in the future than a liability of the present. 

In this dissertation a genuine attempt has been n:1de to re, ,ain in t:-le 

sphere of statistical questions, cut value judgements have been ex­

pounded >.here necessary, ;:;specially re :;ardinc t ;_,_e .iznmeasurable aspects 

of human capital :1nd t he policy i mplications of the economics of 

education. 

T~1e world in which >.e live is a picture of appalling contrasts 

in econor.ric s tandards of material ,Jell- being. Such facts ca:mot be 

ignored-and h1ve com~ to dominate intellectual thou6ht and action. To 

the economist education is a --:,eans in the armoury available to overcome 

the situation, ~or above all , perhaps, the major influence of education 

is its yeneral effect on both the moral and economic standards of a 

s~ety . Yet all too often is education prescribed as a cure for the 

ills of the poor, for 9.1 though it has a ver~- definite part in ini ti3.t­

ins and coercing economic developmer1t, one r:!us t not be unav;are of the 

:Jul tiplici ties of t he problems of underdevelopment and education is 

not t he ~"iversal panacea. 
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APPENDIX A 

SUBSIDIARY ffihJAN RESOURCE COMPONENTS 

11People in poor health will lack even the mental 
vigour to improve their lot." 

- Stephen Enke 

Although education is considered t he most L1fluential activity 
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on tmman capital, it is by no meo.ns the sole force which improves human 

resources. Other ~enerally recogni s ed forces are heat}h, migration and 

knowledge of the labour market. Euch of t hese in its own way enhances 

the value of human capital. The basic question of c!tanges in the qual-

ity of people and its cause has aroused more than a pure a cademic 

curiosity <J.rld in the uodern world it refl ects certain desires in that 

action t :> i mprove qua.li ty is based on hu'-'lani tar·ian motives as well as 

on its economic growth contribution. 

The im~;ortance of i1eal th was no t a s prevalent in t .e writings of 

t he Classical economists a s •~as education 7 and it is of ten claimed that 

it has only ;;een brou~·ht to the fordront by the prestie;e enjoyed by 

education 7 to which it is associated . The ~~.lsic postulation behind 

this a sJociation is that if it is economically viable for a country 

to invest i n education , then surel y one v;ould expect the same fo r health . 1 

Like education 7 health has not only an investment conponent 7 but a lso 

provi des St@ptuary satisf~ction. 

Health patently includes more than ~1eal th ser vices and r e lated 

commodities in their provision 7 

2 
and t~1e gener~tl result is to improve 

the ph:·sical conditions under .:hich a person lives . The effec t of such 

improve, tents not or1ly increase.s the rea l populati on 7 but also r ender s 

1 
This ar :ument could E~sily be rever sed and as convincingly expounded. 

'l'he only conclusion that would then be derived is tlla t 'people 
behave as t ."ey behave ' 7 and this ur8ument therefore l ays it­
self open to a charge of circular i t ;r of l ogic. 

2 
It i s generally taken to include food 7 housin: 7 recreation and 

clothing. 
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the actual population more effective. 3 

In this way health acts similarly to education in hum~m resource 

development . Human capital formation can be seen to rest on the twin 

notions that people improve as productive a~ents by investment both in 

educ~tion and health~ and that outlays may yi eld a continuing return in 

the future. On the complementarity of these forces~ it can be said that 

"Health ?nd Education are joint i nvestments made in t:·~e same individual 

•• • and often the return on t he investment in health is attributed to 

education. 114 This could account for the fact that education is 

considered more important than health in human resource development. 

The confusion o..rises from the dij _._'icul t,/ in delineatir>e between the two. 

Education increases prvductivi t~- and this renders more valuable the re-

turn on a lifesavin; investment in heal th; and health has the effect of 

lengthening life expectanc~- 7 which reduces t~1e rate of depreciation on 

educe.tional investments and incre- s es t~1eir return. Thus a complete 

separation is difficult, as the scme returns accrue partly to both. 

The similarities between health and investment are : .. any, for 

example , a COII!.non division ia costs (public and private) <nd in returns 

(individual a. ·d social). ·r here are, ho· ever , important differences, 

which include t1'1e fact that '~_eal th increases t be numbers in the labour 

force as well as their quality~ whereas education only affects quality. 

Also, though both have conceptual and practical problems in ~easurement 7 

the iunda:11ental approaches to quantifyin.= the i i' results -~re diverse. 

3 Adapted from : S . Enke 7 :economics f or Oevelopment (London, 1964), 
p.405. i'he effect of :1ealth improvements has a double r esult 
\':hich Enke shows analytically as follows:-

(l) pl = H .£1?.1 
dL 

(2) p 

where dpl 
dL 

pl 

- H~ - dL 

= extra effective popul:ltion occasioned 
by health inprovement. 

= extra effective , but not necessarily 
real, population. 

wnere P = real population. 

4 S . Mushki n, ;·Health as an Investment '', Journal of _._'olitical bcon~; 
Vol. 70 7 (Supplement, 1962, :zo . 5), p.l30 . 
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_·,s regards migration as an activity creating human capital, the 

basic hypothe~is is that migration is an equilibriating force in a 

changin.:: economy, if it is assumed that it occurs in an appropriate 

d . t• 5 1rec 1on. This is regarded as an i nvestment in hwnun beings by 

analogy 1 as it entails both costs and returns, thow;h the corvmon diffi-

culty of estimation is prevalent. 

In general, migration i s considered a method of resource re­

allocation.6 It is a response to spatial earnings differentials and a 

search for oppor tunities in higher-paying occupations. The costs involve 

both direct money costs and non-monetary cost3, in t~e form of apport-

unity costs (these bein;r a function of distance and time). ueturns are 

in similar form, both monetary and non- monetary. It is along these 

lines that migration is considered ~n investment in human capital; and 

information of the labour market is treated as such in a very similar 

vein. 

Complete knowledge by either buyers or sellers is ; enerally a myth 

and is only very infrequently the case . However, there are costs att-

ached to theefforts of a worker searching for inform~tion about any 

specific factor, such as wage offers. As with investment in education 

it is assumed that such costs will be borne until they are equated with 

t ~e expected mar e inal return. On the other side of tlle coin, gains 

are purely the reward for success f ul search. 

Altogether, both market information and r.1igration are r elatively 

i~significant aspects of investment in human ca pital, but have been in-

eluded with health to give the neces~ ary, cornpre:1ensive picture of the 

concept, and to provide some f orm of neasuring rod a zainst which the 

im.Jortance of education can be gauged , They are ree;arded as investments 
'-' 

merely by analogy to the . .iateri a l capital inves tment process in that 

5 T.W. Schultz bases hi s inclusi on of migr9.tion in human ca~)ital because 
analyt ically a mis placed r esource is equivalent t o a l ess 
productive resource pr operl y located . 

6 
See L. A. Sjaastad, ''Costs and Eetur nn of Human -ii gration" , J ournal 

of Political }~conomy, Vol. 70 , (Supple:'lent, 1962, ~Jo . ~5 ). 



:rThe in£orrnation a ;;an possesses on ttle labour mar1ret is capital ; it 

\T' S produced [l.t the cost of search and it yields ::J. higher wage rate 

than on average would be received in its absence . n7 
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In conclusion, it is app:trent that a group of activities work in 

conjunction to effect an inprove!t1ent in overull human capacili ties . 

All are r ) sarded as investments in human capital and cs such contribute 

towards t J e total stock of human capital. It is also apparent, however 7 

that educ, tion can be sincled out as the key force amongst them ~nd that 

the economics of education i s the most applicable apparatus whereby 

hwQan resource development can be motivated. 

7 G. Stigler, 11 Inform.~· tion in the Labour · 'arket ir , Journal of Political 
.:;.:;conomy, Vol. 70, (Suppler.lent, '\:o. 5, 1962.) , p. 103 . 
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APPENDIX B 

MEASUREMENT OF RETURNS 

1. Expenditure and Incvme Appr oach:-

As expounded by T.W. Schu.ltz and F. Machlup this process at·tempte 

to determine the relationshi p between expenditures vn education and 

the contribution to growth in incoffie or physical capital formation 

it engenders. For the U.S.A. Schultz found that durLng the years 

1900- 1956; 

"resources allocated to ~ducation rose about three and a half 

times (a) relative to consumer income in doll ars. 

(b) relative to 6ross formation of physical capital in 

dollars. 111 

This means t hat the income-elasticity of demand for Gducation 

was 3. 5 over the period or that eC::ucati on as an investment v.as 

considered 3. 5 times more attractive than investment in physical 

capital. 

In measuring t he stock of educational capital by costs and ex-

penditures, Schultz founc that t~e total stock rose f rom 63 to 1957 

billion doll ars over the period at constant 1956 prices, 2 giving a 

high rate of return on ed'.lCation r elative to other investmentR . 

2. The Residual Approach: -

The main exponents of this approach have heen R. Solo.w and 

E.F . Denison, and their conclusions are that the proportion of the 

incr€ase in G.N.P. of the U. S.A. over a period of time can be 

attributed to the measurable inputs of ca~ital and labour, leaving 

a residual, which is a cousequence of other things . This residual 

can then be broken down into its components of which "the advance 

of knowledge :' and "economi~s of scale 11 are considered the most 

1 T.W. Schultz, 11Education and Economic Growth" , op.cit. , p.73 7 Table 14. 
2 'b 'd l l • 
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APPEr!DIX C 

RELA.I'IO_: BETWEEi.~ &IJANPmJER STOCK JI}D ECOHOI'liC LEVEL 

The concept of complementarity states that the activi ty of social 

sectors is bound to expand in pr oportion to the level of general econ-

omic activity. The reb. tionship in reality is ~lot as simple as this 

method would imply, and in :eneral education activities do not occur 

in proportion to ...-eneral economic ac ti vi ty, but vary ~7i th the r ate of 

crowth. To indicate t! ~is relationship a model was constructed and the 

essentialities are ~iven below. 1 

The volume of production tends to be proportiongte to the level 

of man-power required for that desired ~roduct , if viewed in isolation. 

Such an assumption is erroneous L1 the long run, for as long as there 

are unused reserves of peopl e (a common phenomenon in underdeveloped 

countries) production can be expanded by incre ·s ing t !' e number of people 

employed . This proportional r e lationship can also be destroyed b;;- an 

increase in t ile productivity 0f labour and by chant;es in t~1e production 

emphasis P.s per capita income rises. 

The Economic Institute of t.'~e ~~ietherlands attempted to empirically 

2 
attain the influences of such f '"' ctors, and by r.1ul tiple correlation 

analysis found tt1e following: -

"y \ 0 .67 
N2 = C2 N ( IN_,) 

N3 = c3 N' ( y/N ) 1.05 

where y = national i ncome 

n = population 

y~ = per capita income 

N3 = number of persons with third level education 

N2 = number of persons with second level e\iucation 

1 Ad:: pted from J . 'r i n bere;en, Dcvelopmen t Plan..'1in~-! ( 1967) , pp .13 2ff . 
2 

Quo t ed in J. Tinbergen, ibid . 
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The conclusion derived was that i:i th increasing prosperity 

C'Yif) the number of persons \7i th secondary education increased very 

s l owly, whereas the number with a higher level increased rapidly, and 

that t he absolute income resulted i n greater demand for more qualified 

persons. Thus t~e education S}'Stem requires careful planning in order 

to meet the requirements of a growing a nd developin: economy and it 

cannot oerely be assumed that the proportions existin:__ at one stage of 

development will suf'fice for the next. 
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important. Though this has obvious limitations arising from the 

overlapping of components inherent in t he residual, it has the 

advantage of generally indicating t he magnitude of t he evident 

contribution to national output made by education and its comp­

onents. 

3. Rate of Return Approach: -

This approac\:1 has been favoured by G.S. Becker and .:.A. Bowen 

and is based on the i ncome flows of an individual' s earnings 

a ssumed to result f rom educati')n. They are measur·ed taking into 

account future ear nings, which are di scounted to a present value. 
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Inher~nt difficulties in this. measurement of return are tl~t 

differentiation between levels and types of education is difficul t , 

and the compilation of social returns is more a "guesstimate" than 

an obj ective analysis. 

In conclusion, ~easurement of the economic contribution of educ­

ation is vir t ually impossible because of the difficulty in deciding 

how much pertains to consumption and how much to i nvestment . Also 

any bias t o ~onsider human resource development only in economic 

terms is misleadi ng for it i s incorrect to &ssume that education 

has t he ningular purpose of maximisation of material welfare. 

Yet it is equally as fallacious to abandon all economi c cr i t eria 

and consider education solely as a 11human r ight 11
, for t his dis­

torts t he true meani ng of the aspira t ions of both modern man and 

modern society. 
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