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Human capital theory: implications for human resource
development

Fredrick Muyia Nafukho, Nancy R. Hairston and Kit Brooks
University of Arkansas

Abstract: This article reviews definitions of ‘Human Capital Theory’ by leading
economists and HRD scholars. The origin of the term ‘capital’ is explained, and the link
berween Human Capital Theory and HRD is discussed. It is argued in the article that
HRD scholars and practitioners should explore further the link between human capital,
HRD and development at individual, organizational, community and international levels.

Keywords: human capital, human resources, Human Resource Development,
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Introduction

Human Resource Development (HRD) as an emerging field has borrowed from
other disciplines such as systems theory, psychological theory and economic theory
(Swanson 1999). Although often thought of as a discipline of assumptions and
theories, economics has played a major role in the development and application of
HRD. In this article, we seek to explore Human Capital Theory and its implications
for HRD rescarch and practice. We explain the origin of the important term ‘human
capital’ and its definitions. This is followed by an exploration of the links between
human capital and HRD.

Human capital: its origins and links to investment

In the 1950s, the main factors of production consisted of physical capital, labor, land
and management (Mincer 1962; Becker 1993). However, in the early 1960s,
economic growth accounting studies had difficulty explaining the growth of the
United States economy in terms of these four traditional factors of production
(Denison 1962; Krueger 1968; Schultz 1961). The gap, known as the ‘residual
factor’, was identified as ‘human capital’ (Schultz 1961). Thus, ‘capital’ became
multidimensional in the economic literature of the twenty-first century and has been
extended to include such terms as “financial capital, organizational capital, intellectual
capital, human capital, structural capital, relational capital, customer capital, social
capital, innovation capital, and process capital’ (Edvinsson and Malone 1997: 52).
The fundamental principle underpinning Human Capital ‘Theory is the belief that
peoples’ learning capacities are of comparable valuc to other resources involved in the
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production of goods and services (Lucas 1988, 1990). When the resource is
effectively utilized, the results are profitable for the individual, orgamzation and
society at large (Schultz 1961). Becker (1993: 15-16), noted: ‘I am going to tatk
about a different kind of capital. Schooling, a computer training course, expenditures
on medical care, lectures on the virtues of punctuality and honesty are capital too, in
the sense that they improve health, raise carnings, or add to a person’s appreciation of
literature over much of his or her lifctime.”

Human Capital Theory therefore sccks to explain the gains of cducation and
training as a form of investment in human resources (Aliaga 2001), and the main
proposition is that people are considered a form of capital for development (Aliaga
2001; Becker 1993, Benhabib and Spiegel 1994; Engelbrecht 2003; Hendricks 2002).
From this perspective, education and schooling are seen as deliberate investments that
prepare the labor force and increase productivity of individuals and organizations, as
well as encouraging growth and development at the international level.

With its emphasis on viewing people as capital, Human Capital Theory, like the
field of human resource development, faced criticisms in its early development. As
observed: ‘It may seem odd now, but I hesitated a while before deciding to call my
book Human Capital ... the concept of human capital remains suspect within
academic circles that organize their thinking about social problems around a beliet in
the exploitation of labor by capital’ (Becker 1993: 16).

Exploring the links between human capital and human resource
development

Definitions of ‘Human Resource Development’ (HRD) vary internationally in scope
of activities, intended audiences and beneficiaries, with factors influencing variations
including national economics, the influence of government and legislation, and the
influence of other countries (McLean er a/. 2003: 41). Some countries have
recognized the links between developing human resources and national productivity
and performance (Mcl.ean ez a/. 2003), and this is also reflected in many definitions
of HRD, including;:

e Swanson and Holton’s (2001: 4) definition of HRI as “a process for developing
and unlcashing human expertise through organization development and
personnel training and development for the purposc of improving performance’.

e McLean and McLean’s (2001: 10) definition of HRI) as ‘any process or activity
that, either initially or over the long term, has the potential to develop adult’s
work-based knowledge, expertise, productivity and satisfaction, whether for
personal or group, team gain, or for the benefit of an organization, community,
nation, or ultimately, the whole of humanity’.

The link between HRD and human capital can also be examined by exploring the
definition of Human Capital Theory chronologically. Such a chronological analysis
permits us to view the contextual elements that fostered the relationship between the
theory and the field of HRD in a systematic mannecr. ‘Table 1 shows the points of
analysis that were compiled from a review of the literature,
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As shown from these definitions of ‘Human Capital Theory’, the main outcome
from investment in people is the change that is manifested at the individual level in
the form of improved performance, and at the organizational level in the form of
improved productivity and profitability or at societal level in the form of returns that
benefit the entire socicty. While Human Capital ‘Theory argues that investing in
people makes them productive, HRD also advocates improved workforce develop-
ment through investment in education and training (Holton and Naquin 2002).
Fitz-Enz (2000), observed that peoples’ intelligence, their fulfilling work energy,
positive attitude, reliability, commitment, ability to learn, aptitude, imagination,
creativity, and motivation to share information and knowledge make a differcnce that
lcads to innovation and process capital which have become very important to the
development processes. Thus, HRD theory and practice should benefit immensely by
having a clear understanding of the Human Capital Theory and its emergence. Three
specific examples of the areas of benefit include:

e The field of HRD could benefit from a greater understanding of how human
capital scholars have clearly defined methods of quantifying returns to investment
in education and training (Pritchett 2001; Psacharoppulos 1985). This would
help to address the urgent need to show the value of HRD to organizations and
society.

e Likec Human Capital Theory scholars who faced their critics, HRD professionals
must address the criticism directed at their work, especially with regard to how
HRD contributes to the wellbeing of organizations, communitics and societies.
As Short et al. (2003: 240) noted: ‘Perhaps HRD professionals will cducate the
organization on the meaning of social responsibility and its relationship to
corporate performance, demonstrating effective strategies for addressing multiple
needs and negotiating various stakeholder interests. No doubt, there 1s risk in
taking a bold position in favor of stakeholder interests, but the risk is greater in
doing nothing.’

e While HRD scholars and practitioners may recognize the importance of
intangible assets and their impact on productivity and growth, few appear to
measurc the impact of developing such assets or associate identified improve-
ments with activities of the HRD function (Cho and Mclean 2000). As scen in
the definitions of ‘Human Capital Theory’, investment in people through
training and education has a direct and indirect impact on organizations,
communities and societies at large. The focus on people as assets in organizarions
should help in defining the rescarch agenda for HRD scholars and, in turn, to
guide HRD practice.

Conclusion

The purpose of this article was to define ‘Human Capital Theory” and show its link to
HRD. It has offered the origin of the important term ‘capital’, provided evidence
from leading scholars in the field on the notion of ‘human capital’ and how
investment in education and training is a form of capital required for development of
individuals, organizations and communities, and demonstrated close links between
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the Human Capital Theory and HRD. In closing, we challenge HRI researchers and
practitioners to further pursue research that will demonstrate the link between
human capital, HRD and organizational performance. Qur beliet'is that such research
could position HRD in terms of human capital development within the context of
the knowledge cconomy.
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