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The outstanding economic records of Japan, Taiwan, and other Asian economies in recent decades 
dramatically illustrate the importance of human capital to growth. Lacking natural resources—they 
import almost all their energy, for example—and facing discrimination against their exports by the West, 
these so-called Asian tigers grew rapidly by relying on a well-trained, educated, hardworking, and 
conscientious labor force that makes excellent use of modern technologies.   

Economists regard expenditures on education, training, medical care, and so on as investments in 
human capital. They are called human capital because people cannot be separated from their 
knowledge, skills, health, or values in the way they can be separated from their financial and physical 
assets. Education and training are the most important investments in human capital. Many studies have 
shown that high school and college education in the United States greatly raise a person's income, even 
after netting out direct and indirect costs of schooling, and even after adjusting for the fact that people 
with more education tend to have higher IQs and better-educated and richer parents.  

Similar evidence is now available for many years from over a hundred countries with different cultures 
and economic systems. The earnings of more educated people are almost always well above average, 
although the gains are generally larger in less developed countries.   Of course, formal education is not 
the only way to invest in human capital. Workers also learn and are trained outside of schools, especially 
on jobs. Even college graduates are not fully prepared for the labor market when they leave school, and 
are fitted into their jobs through formal and informal training programs.  

The amount of on-the-job training ranges from an hour or so at simple jobs like dishwashing to several 
years at complicated tasks like engineering in an auto plant. The limited data available indicates that on-
the-job training is an important source of the very large increase in earnings that workers get as they 
gain greater experience at work. Recent bold estimates by Columbia University economist Jacob Mincer 
suggest that the total investment in on-the-job training may be well over $100 billion a year, or almost 
2 percent of GNP.  

No discussion of human capital can omit the influence of families on the knowledge, skills, values, and 
habits of their children. Parents affect educational attainment, marital stability, propensities to smoke 
and to get to work on time, as well as many other dimensions of their children's lives. The continuing 
growth in per capita incomes of many countries during the nineteenth and twentieth centuries is partly 
due to the expansion of scientific and technical knowledge that raises the productivity of labor and other 
inputs in production. And the increasing reliance of industry on sophisticated knowledge greatly 
enhances the value of education, technical schooling, on-the-job training, and other human capital. New 
technological advances clearly are of little value to countries that have very few skilled workers who 
know how to use them.  

Economic growth closely depends on the synergies between new knowledge and human capital, which is 
why large increases in education and training have accompanied major advances in technological 
knowledge in all countries that have achieved significant economic growth. The outstanding economic 
records of Japan, Taiwan, and other Asian economies in recent decades dramatically illustrate the 
importance of human capital to growth. Lacking natural resources—they import almost all their energy, 
for example—and facing discrimination against their exports by the West, these so-called Asian tigers 
grew rapidly by relying on a well-trained, educated, hardworking, and conscientious labor force that 
makes excellent use of modern technologies.  

To most people capital means a bank account, a hundred shares of IBM stock, assembly lines, or steel 
plants in the Chicago area. These are all forms of capital in the sense that they are assets that yield 
income and other useful outputs over long periods of time. But these tangible forms of capital are not 
the only ones. Schooling, a computer training course, expenditures of medical care, and lectures on the 
virtues of punctuality and honesty also are capital. That is because they raise earnings, improve health, 
or add to a person's good habits over much of his lifetime.  

Therefore, economists regard expenditures on education, training, medical care, and so on as 
investments in human capital. They are called human capital because people cannot be separated from 
their knowledge, skills, health, or values in the way they can be separated from their financial and 
physical assets. Education and training are the most important investments in human capital. Many 
studies have shown that high school and college education in the United States greatly raise a person's 
income, even after netting out direct and indirect costs of schooling, and even after adjusting for the fact 
that people with more education tend to have higher IQs and better-educated and richer parents. 
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Similar evidence is now available for many years from over a hundred countries with different cultures 
and economic systems. The earnings of more educated people are almost always well above average, 
although the gains are generally larger in less developed countries. Thinking about higher education as 
an investment in human capital helps us understand why the fraction of high school graduates who go to 

college increases and decreases from time to time. When the benefits of a college degree fell in the 
seventies, for example, the fraction of white high school graduates who started college fell, from 51 
percent in 1970 to 46 percent in 1975.  

Many educators expected enrollments to continue declining in the eighties, partly because the number of 
eighteen-year-olds was declining, but also because college tuition was rising rapidly. They were wrong 
about whites. The fraction of white high school graduates who enter college rose steadily in the eighties, 
reaching 60 percent in 1988, and caused an absolute increase in the number of whites enrolling despite 
the smaller number of college-age people.  

The economics of human capital have brought about a particularly dramatic change in the incentives for 
women to invest in college education in recent decades. Prior to the sixties American women were more 
likely than men to graduate from high school but less likely to continue on to college. Women who did go 
to college shunned or were excluded from math, sciences, economics, and law, and gravitated toward 
teaching, home economics, foreign languages, and literature. Because relatively few married women 
continued to work for pay, they rationally chose an education that helped in "household production"—
and no doubt also in the marriage market—by improving their social skills and cultural interests.  


