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HUMAN CAPITAL

Gary S. Becker

Some activities primarily affect future well- 
being; the main impact of others is in the pres-

ent. Some affect money income and others psychic 
income, that is, consumption. Sailing primarily 
affects consumption, on-the-job training primar-
ily affects money income, and a college education 
could affect both. These effects may operate either 
through physical resources or through human 
resources. This study is concerned with activities 
that influence future monetary and psychic income 
by increasing the resources in people. These activi-
ties are called investments in human capital.

The many forms of such investments include 
schooling, on-the-job training, medical care, 
migration, and searching for information about 
prices and incomes. They differ in their effects on 
earnings and consumption, in the amounts typ-
ically invested, in the size of returns, and in the 
extent to which the connection between investment 
and return is perceived. But all these investments 
improve skills, knowledge, or health, and thereby 
raise money or psychic incomes.

Recent years have witnessed intensive con-
cern with and research on investment in human 
capital, much of it contributed or stimulated by  
T. W. Schultz. The main motivating factor has 

probably been a realization that the growth of 
physical capital, at least as conventionally mea-
sured, explains a relatively small part of the growth 
of income in most countries. The search for bet-
ter explanations has led to improved measures of 
physical capital and to an interest in less tangible 
entities, such as technological change and human 
capital. Also behind this concern is the strong 
dependence of modern military technology on 
education and skills, the rapid growth in expen-
ditures on education and health, the age-old quest 
for an understanding of the personal distribution of 
income, the recent growth in unemployment in the 
United States, the Leontief scarce-factor paradox, 
and several other important economic problems.

The result has been the accumulation of a tre-
mendous amount of circumstantial evidence 
testifying to the economic importance of human 
capital, especially of education. Probably the most 
impressive piece of evidence is that more highly 
educated and skilled persons almost always tend 
to earn more than others. This is true of devel-
oped countries as different as the United States and 
the Soviet Union, of underdeveloped countries as  
different as India and Cuba, and of the United 
States one hundred years ago as well as today. 
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Moreover, few if any countries have achieved a sus-
tained period of economic development without 
having invested substantial amounts in their labor 
force, and most studies that have attempted quan-
titative assessments of contributions to growth have 
assigned an important role to investment in human 
capital. Again, inequality in the distribution of 
earnings and income is generally positively related 
to inequality in education and other training. To 
take a final example, unemployment tends to be 
strongly related, usually inversely, to education.

Passions are easily aroused on this subject and 
even people who are generally in favor of education, 
medical care, and the like often dislike the phrase 
“human capital” and still more any emphasis on 
its economic effects. They are often the people who 
launch the most bitter attacks on research on human 
capital, partly because they fear that emphasis on the 
“material” effects of human capital detracts from its 
“cultural” effects, which to them are more important.  

Those denying the economic importance of educa-
tion and other investments in human capital have 
attacked the circumstantial evidence in its favor. 
They argue that the correlation between earnings 
and investment in human capital is due to a cor-
relation between ability and investment in human 
capital, or to the singling out of the most favorable 
groups, such as white male college graduates, and to 
the consequent neglect of women, dropouts, non-
whites, or high-school graduates. They consider the 
true correlation to be very weak, and, therefore, a 
poor guide and of little help to people investing in 
human capital. The association between education 
and economic development or between inequality 
in education and income is attributed to the effect 
of income on education, considering education as a 
consumption good, and hence of no greater causal 
significance than the association between auto-
mobile ownership and economic development or 
between the inequality in ownership and incomes.
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