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Abstract. While much has been written about human capital theory (HCT), including critiques of 

the theory, and while many countries, especially those in Asia, are highlighting their human capital 

policies, a critique of HCT has seldom been addressed from an HRD perspective. This article 

addresses the strengths and weaknesses of HCT, with weaknesses outnumbering strengths. As a result, 

the emphasis on HCT that is found in much of the HRD literature, especially as a foundation for HRD, 

may be poorly placed. Implications of this critique for HRD are offered. 
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During the last half of the twentieth century, one of the more insightful explanations for economic 

progress in industrialized nations was the recognition of human resources as the wealth of nations 

(Harbison, 1973). The growth of the U.S. economy stems in part from the contributions of the nation’s 

to U.S. economic growth from 1929 to 1982, labor inputs accounted for 47%. Carnevale (1983) found 

that 75% of the improvement in productivity in the U.S. since 1929 could be attributed to human 

resource development (HRD) activities, such as on-the-job training, education, formal training, and 

health. One aspect in both the public and private sectors contributing to economic success has been 

the role of investing in human capital through the training of the workforce, resulting in growth in 

employment, job productivity, competitiveness, economic development, and increasing social returns 

(Acemoglu, 1996). How does a nation create a workforce that is able to compete in markets that are 

increasingly complex and dynamic?

There is widespread belief that investments in education and training lead to an increase in 

business productivity (Black & Lynch, 1996), and this, in turn, leads to a rise in the salary received. 

This has led several theorists (Sweetland, 1996; Strober, 1990) to propose what has become known 

as the human capital theory. The purpose of this article is to examine the construction of human 

capital theory, presenting both its strengths and weaknesses from an HRD perspective, followed by a 

discussion of the implications of this critique for HRD policy and practice.

Statement of the Problem

One of the challenges facing developmental economists, especially in the post-World War II era, has 

been trying to identify the factors that have contributed to differences in productivity and economic 

development among countries. In addition to natural resources, HRD and similar words have been 

The concept of human capital was introduced to study labor allocation and income determination. 

This concept has been instrumental in advocating for the need to recognize the importance of HRD 

in its macro-economic sense, as the key response to structural change in the economy (Briggs, 1987). 

This concept of human capital led to the development of human capital theory (HCT), a concept 

that has often been embraced by HRD theorists, but which has also been subjected to considerable 

criticism.

Assumptions and applications of human capital as an economic foundation for HRD in the 

contemporary workplace have been repeatedly challenged, and previous researchers have asserted 
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In this article, we summarize the origins of HCT with its basic premises, explore its strengths and 

weaknesses, and discuss the implications of this critique of HCT for HRD. We also suggest additional 

efforts needed, both in practice and in research. 

Research Question

The purpose of this article is to suggest, through descriptive inquiry, synthesis of literature, and 

analysis, a critique of HCT and to draw implications of HCT for HRD. This study: a) summarizes the 

critique for HRD. Therefore, the research questions for this study are: What is the current evidence 

Human Capital 

skills and explicit knowledge, a broader notion of human capital, including attributes, more adequately 

facilitate the creation of personal, social and economic well-being” (Organisation for Economic Co-

Operation and Development (OECD), 2001, p. 18).

Human Resource Development (HRD)

The current HRD framework has been mainly nurtured in the U.S., but a U. S. perspective alone 

Human resource development is any process or activity that, either initially or over the long 

term, has the potential to develop…work-based knowledge, expertise, productivity, and satisfaction, 

ultimately, the whole of humanity. (p. 322) 

Research Methods

By following Torraco’s (2005) suggestions, we conducted a critical analysis in writing this integrative 

literature review. Because there has been extensive data collected in the area of HCT by other 

the electronic library systems of our universities in the U.S. and Taiwan. To develop the arguments 

extended in this article, the historical background, assumptions of the main concepts, and the 

limitations of HCT were assessed. 

Background of HCT

This section presents our literature review on HCT, with examples provided, in part, from 

personal observations and experiences. 

The Roots of HCT

The origins of HCT were in the writings of prominent early economists, such as Adam Smith, 

John Stuart Mill, and Alfred Marshall. Smith’s (1776/1952) two principal components serve as the 

foundation of all human capital frameworks:
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1. Labor inputs are not merely quantitative. They qualitatively include “the acquired and useful 

abilities of all the inhabitants or members of the society” (p. 119), as well as “the state of the skill, 

dexterity, and judgement with which labour is applied” (p. 1). 

2. Ability acquired through “education, study, or apprenticeship, always costs a real expense, 

Adam Smith, regarded as the father of economics, was best known for his famous writing, Inquiry 

into the Nature and Causes of the Wealth of the Nations, which appeared in 1776. Although Smith 

point out the importance of human skills as factors of production. The opening paragraphs of Smith’s 

(1776/1952) book proclaimed that human effort lies at the root of all wealth:

The annual labour of every nation is the fund which originally supplies it with all the necessaries 

and conveniences of life which it annually consumes, and which consist always either in the 

immediate produce of that labour, or in what is purchased with that produce from other nations….

The number of useful and productive labourers, it will hereafter appear, is everywhere in proportion 

to the quantity of capital stock which is employed in setting them to work, and to the particular way in 

which it is so employed. (p. 1) 

In the era of the Industrial Revolution, when there was a shift from agriculture to machines 

with a shortage in labor supply, Adam Smith offered a possible solution: division of labor. It was not 

the number of workers that determined the high level of productivity but the division of labor. The 

sources of human capital, according to Smith, are twofold: experience associated closely with the 

specialization of activities in an economy based on division of labor and education realized mainly in 

schools and college or through arrangements such as apprenticeship (Spendgler, 1977). Nevertheless, 

Smith never claimed that humans were capital; rather, he saw human skills as the capital that could be 

developed through education. 

wealth, a market exchange to determine value is necessary. Mill valued human abilities as economic 

utilities and acknowledged that all activities that lead to human improvement must be included.

personal wealth so as to include all those energies, faculties, and habits which directly contribute to 

The early conceptualization and advancement of HCT resulted primarily from the efforts of 

economists. From these efforts, human capital analyses evolved from research in several specialized 

areas of economics, such as labor economics, public sector economics, welfare economics, growth 

theory, and development economics (Blaug, 1970). 

The Evolution of HCT

(Blaug, 1966). The phrase, “human capital,” and its foundation appear to have been developed by 

Becker in his 1964 book, Human Capital. Becker’s book was based on his earlier study attempting 

to determine if national expenditure on higher education was adequate and if U.S. American college 

student quality could be improved. In the conclusion of his study, Becker was compelled to report that 

the direct returns on college education alone did not seem to justify increased college expenditures 

(1960). Further, Becker asserted that investments in college education provided indirect returns in 

addition to direct returns. Although Becker was unable directly to support his hypothesis—that there 

was evidence of underinvestment in college education--the design of his study provided an important 

methodology for analyzing human capital investments. 

Resources that are embodied in people are capable of generating income. The analogy with 

physical capital emphasizes that these resources can be increased through investment. Becker 
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positive correlation between age and earnings; people who are older earn more because they have 

more on-the-job experience or training. As with education, on-the-job experience or training is said to 

make workers more productive, and, because they are more productive, they are paid more. Therefore, 

HCT seeks to bridge the gap between income determination and income distribution by asserting that 

variations in the human capital investments of individuals explain variations in individual income. 

Thus, general expenditures on education and training can enhance opportunities for higher incomes 

for labor force participants. 

From the early 1960s, increasing attention has been paid to the quality of labor, particularly 

the level of education and training in the workplace. This gave rise to the concept of human capital 

“the knowledge, skills, competencies and attributes embodied in individuals that facilitate the creation 

of personal, social and economic well-being” (p. 18). Notably, human capital resides in individuals; 

learning and the acquisition of skills and knowledge take place from birth to death for each individual. 

During the 1960s, in the work by Schultz (1963), the idea of HCT was further developed in The 

Economic Value of Education. Initially, HCT asserted that the market compensated the individual 

for the cost of education. In the 1970s, Mincer (1974) extended this thought in his book, Schooling, 

Experience, and Earnings.

Importance of HCT 

The connection between HCT and Nobel Prize awards is perhaps more impressive than the formal 

two most prominent scholars of HCT, for pointing out the importance of human capital to economic 

growth. The other recipients were Milton Friedman, Simon Kuznet, and M. Solow (Sweetland, 1996). 

Becker’s work in 1962, a book that won him the Nobel Prize, called Human Capital: A 

Theoretical and Empirical Analysis, with Special Reference to Education, has been considered by 

some to be foundational to HRD (Swanson & Holton, III, 2001). Breit and Hirsch (2004) quoted 

Becker’s response to the controversy over the term, human capital: 

Actually, I debated a long time before I used the title Human Capital because I had been aware 

that people said that if you call it “capital” you are treating human beings as if they had no soul. Some 

people would make fun of it and call it “human cattle,” suggesting that one is not treating humans as 

individuals. I knew that, and could have weaseled a little and called it “human resources,” a phrase 

that was becoming common at the time. I decided to take the bull by the horns and title the book 

Human Capital, although it had this long subtitle to protect myself a little. (p. 261)

According to Becker (cited in Breit & Hirsch, 2009), the success of human capital is based on the 

following: 

In essence, human capital analysis puts individuals at the center of attention in the economy … 

It is people who move economy, people who determine whether an economy is rich or poor; human 

capital as a major aspect of productivity and well-being of people. And it is investment in human 

capital, by acquiring skills from one’s parents, through going to school, or through training and 

knowledge in the workplace, that helps determine a person’s and an economy’s stock of human capital 

wealth. (p. 262) 

Human capital is developed in the context of learning within the family and early childcare 

settings. In addition, formal education and workplace training also develop human capital. Human 

capital is also developed in the context of informal learning on the job and in daily living and civic 

participation (OECD, 2001). This approach to human capital helps us to understand that human 

capital is not like physical capital. In knowledge-based economies, such as we face today, human 



HRD JOURNAL                                                                                     Volume 5. Number 1. June.2014

15

capital calls attention to how important human resources have become: “human capital theory has 

become the prevailing wisdom within academic and business circles for explaining the economic 

for successful migrants and employment, Ho and Alcorso emphasized the importance of human 

capital. While physical capital (mechanisms) tends to depreciate through use, human capital tends to 

depreciate through lack of use. Human capital is accumulated, developed, and improved through use 

and experience.

Assumptions of HCT and a Critique of Assumptions from an HRD Perspective

problems with Becker’s HCT (Dobbs, Sun, & Roberts, 2008; Kessler & Lulfesmann, 2006; 

Leuven, 2007; Leuven, Oosterbeek, Sloof, & Klaveren, 2003; Loewenstein & Spletzer, 1999). Our 

Expenses Associated with Education and Training Should Be Treated as an Investment rather 

than a Cost

According to HCT, the expenses associated with education and training should be treated as 

an investment rather than a cost. Many people believe that getting a good education can get them a 

good job. HCT proposes that educational level is positively correlated with income. What is more, it 

then rewarded through higher earnings (Becker, 1964; Mincer, 1974). 

Research supports the premise that participation in education and training is related to positive 

productivity (Bowles & Gintis, 1975); HCT provides some support for rising wages with employee 

experience and differential wages across occupations. 

Yet, there is far from a perfect correlation between education/training and wages. Researchers 

long ago, back to the 1970s, have raised the question of whether there is a positive net return for 

human resource investment from education (Bowles & Gintis, 1975). For example, schooling 

increases worker productivity through increasing individuals’ cognitive capacities. But, because 

learning abilities differ, the theory is substantially incorrect. 

productive and whether the costs associated are an investment or a cost. For example, students 

graduating with a four-year college degree in a discipline for which there is no market are likely to 

have incurred a cost rather than an investment. Such graduates, who become wait staff or retail clerks, 

are not likely to have increased productivity when compared with those without the four-year degree. 

Likewise, when training is offered that is not relevant to the workplace experience, as is often done 

when fads are pursued, it is, indeed, a cost and not an investment.

People are rational and will make rational decisions. Thus, people make decisions about 

education solely on the basis of utility (return on investment), free of society and culture.

Another principle of HCT that is questionable is the assumption that people make rational 

decisions. People do not always make rational decisions when considered solely from an economic 

perspective. Labor skills are embodied in human beings. Problems arise because there is a possible 

divergence of interest between decision makers (parents of the students) and recipients of the 

investment (students). 

were, we would not likely have teachers or social workers or clergy or any of the other occupations 

higher and graduate education. People have many motives for pursuing education that go far beyond 
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economic return. For instance, some seek education for the sole sake of being educated (e.g., liberal 

arts graduates); some seek education for prestige or tradition (e.g., Korean Ph.D.’s); some seek 

education out of personal interest (e.g., art or music majors); some seek an education for better 

self-quality, or for leisure. Some seek education solely to prepare themselves to make a contribution to 

society, either domestically or internationally (e.g., acquiring a second language to do volunteer work 

in a developing country in which knowledge of that language is required).

In addition, to challenge HCT, Strober (1990) asked two questions: a) Do education and 

experience raise earnings by raising productivity, or are education and experience correlated with 

earnings as a result of other behavioral relationships? and b) to what extent does human capital theory 

explain earnings differentials by race and by gender? HCT does not even address this second question. 

In conclusion, Strober asserted that HCT did not take demand-side forces into account, while both 

supply and demand sides operate together in labor markets. Because of this, there is not a perfect 

correlation between education/training and wages. 

education, the human capital model has explanatory power. Yet, due to differences in other factors, 

the effects vary across individuals (Paulsen, 2001). The productivity and income of individuals are 

determined by many other factors, such as individually differentiated natural talents, individually 

differentiated degree of personal motivation and efforts at work, age and physical condition of an 

investor in human capital affecting the possibility of acquiring and using skills and education, and 

so forth. And, how about the role of networks and friendships for employment and advancement, as 

described in social capital theory? Obviously, HCT ignores the role of social capital theory in the 

correlation between education/training and utility. Consequently, because of these complexities in 

determining the correlation between education/training and wages, return on investment in human 

capital is much more complicated than calculating the return on investment in physical investments.

Labor markets are freely competitive.

HCT was grounded in a neoclassical framework that assumed that inside capitalist enterprises 

supply and demand took place in perfectly competitive markets (Baptiste, 2001). Harrison (1972) 

human capital endowments that exceed the limited range of jobs that are available to them. HCT fails 

(1984) criticized HCT as naive in believing that the human capital approach is a positive theory that is 

freer of normative judgments than any other theoretical approach.es

HCT provides some support for rising wages with employee experience and differential wages 

e.g., ethnicity, gender, language, and perception of education in the country of origin. In addition, 

just to name a few, the following keep us from having a freely competitive labor force: immigration 

policies, state and federal licensure requirements, apprenticeship requirements, labor union control 

over labor markets, illegal occupations, requirements of professional organizations, government 

control over internal mobility and job choice, impact of monopolies and oligopolies, and so on. Barros 

and Alves (2003) analyzed the determinants of sports managers’ earnings. They blended human 

capital theory and social capital theory and found that both human and social capital are important 

determinants of earnings. Sports managers need to pay attention to schooling but must not discount 

attention to social factors. These results contradicted the initial assertion of HCT that the market 

compensates for the cost of education (Mincer, 1974); rather, social capital theory has asserted that the 

market also compensates for social ties and networks (Coleman, 1990). 
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Human capital in the form of skills may be more or less productive depending on where it is 

but to the company only so long as the worker chooses to stay in the organization; so employees are 

individual or society, except as it provides employment; as such, the organization absorbs all of these 

costs.

investment. However, research does not support Becker’s assumptions regarding general and 

to other organizations, especially within the same industry.

and development offered by a company is often a factor in attracting the best talents. With this 

offering, a company may be able to get and keep the best employees. Nowadays, in the knowledge-

based economy, general education is also widely subsidized with government funding and compulsory 

schools. 

Economic growth emanates from education

According to HCT, economic growth emanates from education. On the surface, HCT seems 

logical. However, many factors besides education contribute to economic growth. When diagnosing 

in HCT. An adequate theory of human resources must comprise a theory of production and of social 

reproduction (Bowles & Gintis, 1975). By social reproduction, Bowles and Ginits pointed out that 

schooling, occupational training, child rearing, and health care perform dual functions, both economic 

and societal, and they play an essential role in both functions, even if the contribution is not direct. 

And, they are also essential to the perpetuation of the entire economic and social order. The theory of 

human capital fails to offer a theory of reproduction (Bowles & Gintis, 1975). A similar critique was 

provided by Blaug (1987), who said that what must be illustrated is “not that education contributes 

to growth, but that more education would contribute more to growth at the margin than more health, 

more housing, more roads, etc.” (p. 231).

Implications for Practice and Policy

The aforementioned problems have highlighted the assumptions of HCT, with some strengths 

but many problems. HCT is substantially misleading, both as a framework for empirical research 

and as a guide to policy. HCT did lay a foundation of emphasis on the importance of investment 

in human beings through education and training. Briggs (1987) concluded: “While economists in 

general and policymakers in particular have focused upon physical capital as the explanation for 
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long-term economic growth, it has actually been human resource development that has been the 

major contributor” (p. 1213). Business and industry, educational institutions, NGOs, government 

agencies, labor unions, employees, and any other societal stakeholders must recognize the 

importance of the theory and its critique as important for the ongoing development of their human 

resources. “Developed, educated, motivated people are an unlimited resource…[while] undeveloped, 

uneducated, unmotivated people are a monumental drag on an economy in the internationalized 

information era” of contemporary times (Marshall, 1986, p. 1).

First, many observers have examined the interface between economic progress and social 

dysfunction—as seen, for example, in the implications for workers of rapidly changing technology, 

skills obsolescence, job insecurity, and longer hours of work (OECD, 2001). 

HCT is basically a supply-side theory and, as might be expected, demand-side forces are also 

operative in labor markets and need to be taken into account (Strober, 1990). Moreover, there are 

feedback effects in a complex environment, and supply and demand factors are not as independent 

of each other as we would like to pretend. Thus, the human capital approach to economic growth 

exhibits the weaknesses of HCT in a particularly straightforward manner, primarily focused on the 

many factors that contribute to growth. Because economic growth is driven by many factors besides 

education, a balanced and integrated approach at the government level is essential. The task of human 

capital and HRD researchers is thus to determine the precise contribution of investment in human 

resources. Further, human capital and HRD researchers, economists, and government agencies must 

investigate how variations in the level of investment in human resources (through education and/or 

training) affect the level of output and growth rates of the country. 

or negatively in ways that go considerably beyond HCT. And, because the theories on general and 

society but are not rewarded well economically, such as with teachers, nurses, and general practitioner 

physicians, for example. 

While HCT provides some central insights into the supply side of the labor market, the major 

governments, also play a key role in determining earnings and employment (Strober, 1990). Further, 

these problems of HCT suggest that government policies can be instrumental in effecting a more 

construction projects, more laborers are required. Hence, given imperfect labor markets, government 

intervention to maintain a reasonable highest to lowest wage gap differential may be needed.

In addition, discrimination must be reduced to a minimum, or, even better, eliminated. 

Governments must be a model for setting aside discriminatory perspectives and create policies to 

minimize or eliminate overt discrimination based on gender, age, ethnicity, country of origin, sexual 

orientation, preferred institutions of higher education, birth months, weight, and other irrelevant 

factors that do not affect productivity but are often used to discriminate among applicants or 

employees.

past does not necessarily predict the future, efforts at predicting employment needs into the future are 

doomed to failure. Consider the past response to the shortage of IT workers, many countries made 

preparation of high quality IT workers a prime focus for higher education. As a result, after a number 

of years, a surplus of IT workers was available on the market. When establishing policies related to 

National HRD, governments must set aside any assumptions about rational (i.e., strictly economic) 

decision-making by its residents. 

This critique of HCT suggests that it is critical for governments, academics, and others to 

view HRD as having societal importance that extends beyond the corporation. Further, any NHRD 

approach needs to include a full and equal partnership among business and industry, educational 
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institutions, NGOs, government agencies, labor unions, employees, shareholders, community leaders, 

and any other societal stakeholders. For instance, programs, such as those used by France, whereby 

companies pay 1.5% of their payroll into a country pool accessible by employees for further training 

or education, make sense (Thurow, 1999). In addition, in order to meet diverse needs to meet the 

challenges of the knowledge economy, it is not easy to meet all human resource demands solely from 

the supply of the nation, especially with changing demographics in most countries. Thus, we suggest 

that governments in maturing societies need to begin NOW to modify immigration laws to allow for 

the labor market to attract needed employees from other countries. And, because of the societal weight 

embedded within HRD’s role, it is further suggested that issues such as child labor, sex workers, 

corruption, family abuse, and so on, must receive societal priority, and agencies dealing with these 

evaluation of programs and policies.

Given the importance of education and training for economic growth, governments must provide 

increasing incentives to encourage students to stay in school, making advanced education a more 

likely decision, especially in occupations where the economic rewards are not commiserate with the 

economic investments required for the education or training. The funding for education and training 

must remain a high priority, but focusing on appropriate investment areas will accommodate the lack 

of rational decision-making in the labor force.

Conclusion

In conclusion, human capital theory originated with economists. “What economists learn from a 

reappraisal of human capital theory depends upon their separate world views. Although economists 

consider their discipline a science, there is a good deal of ‘belief’ involved in the profession” (Strober, 

the theory, critiques of the theory have continued to be in contention for a long time. This article has 

focused on human capital and HRD, not as ends in themselves, but as resources that can be used to 

support economic and social development. The path will not be easy. There are many unanswered 

journey must become our home—for the sake of both current and future generations. 
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