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THE THEORY OF HUMAN CAPITAL FORMATION:
IMPLICATIONS FOR DEVELOPING COUNTRIES

By

Joseph N. Ngu

The appearance of yet another article on human capital for-
mation through education needs a preliminary apology. Much has
been written on human capital theory or, as the concept is other-
wise known, the human investment theory of growth, in the last two
decades. Both highly technical articles that are based on a
quantitative assessment of the economic returns to education
exist as well as massive collections of educational statistics
that are, more or less, descriptive rather than analytical. The
multiplicity of these articles has led to what is now commonly
referred to as the "human investment revolution in economic
thnught,"1 which has served as a powerful ideological tool in-
fluencing the discussion and actual direction of education policy
in many developed and developing countries. The general human
capital theory is largely accepted.2 What is at issue in this
paper is the naive and artificial transfer of concepts constructed
for one economic reality to a completely different one. It is,
therefore, profitable to stop for a moment and look critically
at some of the ideas and assumptions lying behind the human capi-
tal theory that have been propagated for so long.

Economists have been accused of working with abstract models
of "perfect" economies that obey strict mathematical laws. In
some cases, such exercises have sharpened the focus of empirical
research. In others, theoretical abstraction, when carried to
extremes, has been achieved at the expense of real world situa-
tions, with the result that the implementation of economic and
educational policies have been disastrous in practice. From our
own investigations we have been forced to conclude that such is
the case with human capital formation through education in many
developing nations.

Third World countries are in the grip of an uncontrolled and
apparently uncontrollable educational explosion which is draining
financial resources to the neglect of other priorities. One of
the explanations for this "overinvestment' in education is the im-
position® by the North and the uncritical adoption? by the South,
of human capital theory -- a theory generated by and based upon
Northern that is, Western, experience and economic needs. The
fact that the imposition/adoption of human capital theory has in-
fluenced policy decisions on the allocations of resources to the
detriment of the Third World countries, where this theory is
applied, is a good example of the undesirable consequences accru-
ing from blind acceptance of theories and ideas conceived in the
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north. The aim of this paper is to explore the theoretical
relevance of human capital theory for the Third World and to
examine some implications for educatdional policies in the deve-
loping countries.

The Theory

In a sense, the entire neoclassical theory of growth is a
physical investment theory: output per unit of labor increases
as a result of growth in the stock of physical capital per worker;
so that the rate of growth of ougput is directly proportional to
the rate of physical investment.” The objective of increasing
the volume of the stock of physical capital dominated investment
discussions up till the end of the Second World War. Failure to
replicate the success of the Marghall Plan in the developing
Third World nations forced economists and policy makers to ques-
tion the validity of the physical investment theory of capital.
Some such evidence was provided by Robert Solow's 1956 article’
which demonstrated that the neoclassical model of capital could
only explain about a third of the observed growth in output,
while the remaining two-thirds of growth was the result of some
"résidual factor." This residual factor was explained as the
result of technical progress and improvement in the quality of
the labor force.

Broadly speaking, the physical investment explanation of
the residual is that investment in physical capital by utilizing
new and better technology mot only increases the volume of capital
stock, but also improves the quality of this stock. As it stands,
this explanation neglects the quality improvement of the labor
force which was necessary to use the new and better technology.

In attempting to explain the quality improvement of the
labor force, the human capital theory or the investment-in-man
theory was born. The residual factor is so large because the
quality of the labor force has been improving over time, and this
has been due directly to more and better relevant education of
the labor force. The roots of the human investment revolution
lie in the post-World War II era. Although legitimized by requi-
site references to Adam Smith, Alfred Marshall and Irving Fisher,s
the human investment theory of growth or the theory of human cap-
ital must be credited to Schultz and Becker. These writers were
able to develop the macro and micro-economic foundations on which
the theory was based.

This new concept of capital formation or accumulation became
applicable not only to physical capital but also to a cluster of
factors, including nutrition, education, on-the-job training and
migration, which has received considerable attention from econom-—
ists. The common thread among these factors is that they all
affect the quality of labor and require present sacrifices to be
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able to achieve some future advantages. Put differently, each
represents an investment not of the physical type (plant, equip-
ment, etc.,) or financial (money, bonds, etec.), but rather in
"human capital."

Theodore W. Schultz's 1960 presidential address to the
American Economic Association on "Investment in Human (‘apj.t'.al"9
was an attempt to draw the attention of economists and educa-
tional planners to the need of including the acquired abilities
of man that augment his productivity as a form of capital, that
is, as a form of investment. Schultz's position is to treat
education as an investment in man, and regard its outcome as a
form of capital.

What sets Schultz and the Chicago School of thought (which
he represents) apart is that thelr theory is much more than a
theory stressing the importance of education. It is more of a
general theory of capital accumulation. Accordingly,

the concept of capital...consists of entities
that have the economic property of rendering
future services of some value....The distinctive
mark of human capital ie that it is part of man.
It is human because it is embodied in man, and
it is caprtal because it is a source of some fu-
bhgz ﬁtisﬁmtim or of future earnings or of

Human capital is interpreted more broadly to include the body of
knowledge possessed by the population and the capacity and train-
ing of the population to use it more effectively. The argument
is that expenditure on education and training, improvement in
health, greater mobility of the population to take advantage of
job opportunities, and research contribute to productivity by
raising the quality of the population, and that these outlays
yield a continuing return in the future. The general framework
of the theory is straightforward and one could hardly quarrel
with the idea that quality improvement in labor through educa-
tion both requires identifiable resources and produces a flow of
returns over a period of time. That it is human capital is hardly
.the issue here. Applying the concept of "capital" to human be-
ings may ease our intuitive understanding, but it fails to spe-
cify how this capital in behavior and technological operation
comes into being and how it interacts in production with such
factors as labor, plant, equipment, and land. Only when such
issues are addressed adequately will we be able to specify both
the degree and amount of the relevant human capital investments
individuals and society should undertake.

The Approaches’

Various empirical studies attempting to explain the growth

154



of the U.S. economy over the first half of the twentieth century
came across a relatively large residual which could not be ex-
plained the growth of capital and labor as conventionally
measured.t? Tt was recognized that the growth of human capital
was due in part, to the increases in the amount of education of
the labor force. Since then different economic approaches have
been formulated to assess the contribution of education to econ-
omic growth.

The Forecasting-Manpower Planning Approach which is used to
analyze the supply of candidates trained for a specific occupa-
tion and the supply of jobs in that occupation is one approach
that will not be discussed here because it is not directed in
assessing the economic contribution of education. Sobel has dis-
cusssed and eriticized the considerable attention manpower plan-
ning has received in recent years.13 Bowen discussed the various
approaches in his now classic survey of the literature in which
he focused his attention on efforts to measure the contribution
of education to economic growth.14

The first approach Bowen reviews is the simple correlation
approach which consists of relating some overall index of educa-
tional activity to some index of the level of economic activity.
Inter-country comparisons, intertemporal correlations and inter-
industry/interfirm correlations are various methods countries
can use to evaluate and compare their educational efforts with
countries at similar levels of economic development.

The second method of measuring the contribution of educa-
tion to economic growth is the residual or production fumection
approach which is based on neoclassical marginal productivity
theory. The analysis of human capital here consists of delin-
eating the form and magnitude of the relations between inputs
(labor and capital), output (national income), and whatever unex-—
plained growth in output that might remain. The residual is
attributable to the unspecified inputs, i.e., factors that were
not included in the production function. In some studies the
character of the production function has been postulated, whereas
in others the growth rates of inputs and outputs are measured
and compared to estimate the residual -- a method employed by
Denison.l® Denison feels that it is appropriate to distinguish
between two main types of contribution of education to growth:

1) those that raise the quality of the labor force and (2) those
that increase the stock of knowledge in the population. Notwith-
standing some criticisms levelled against the residual approach,l
Denison's work on the quantitative assessment of the returns to
education succeeded in establishing the point very firmly that
expenditure on schooling in the United States provides signi-
ficant returns.

The third approach to estimate the value of education to
economic growth is to estimate the "rate of return'" (or cost-
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benefit) on educational investment. Bowen suggests that one
way to do this is to contrast the lifetime earnings of people
who have had "more' education with the lifetime earnings of
those with "less" education. The difference in lifetime earn-
ings can be expressed as an annual percentage rate of return

on the cost involved in obtaining the education.l® In other
words, educational investments are the sum of the costs of oper-
ating educational institutions, foregone incomes of students and
the incidental costs of attending educational institutions. The
return consists of the discounted stream of increased earnings
enjoyed by those who are educated.

The direct returns-to-education approach, popularly known
as the cost-benefit analysis, is deceptively simple. Economists
have done extensive work in calculating the rate of return in
both the United States and abroad and their results have been
different. These calculations have used different classifica-
tions of students, and studies have been based on varied sources
of data with varied and numerous assumptions. For example,
Miller calculated lifetime income values by level of scbooliugzo
and finally, expected rates of returns have been calculated on
total iesource costs basis and sometimes on private resource
costs.4l Despite the limited comparability afforded by these
estimates, the conclusion consistently has been that high rates
of return to investment in schooling justify society's tradi-
tional faith in education.

So far, we have given a bald and brief review of some of
the methods currently in use in evaluating the formation of human
capital, broadly defined to include education. The baldnese can
be justified by the need for simplicity and clarity, the brevity
by the desire to focus on other important issues surrounding the
human capital theory. These approaches suggest that there are
diversities in the methodology in assessing the contribution of
education to economic growth. The rate of return or the cost-
benefit analysis seemed to have attracted the interests of most
writers. Becker, De Prano and Nugent have applied this model
in estimating the rates of return to different educational in-
vestments for whites and non-whites separately in the Northern
and Southern states of the U.S. They found the rates of return
to be higher for whites than non-whites in the South. They also
presented a compendium of rates of return to secondary and uni-
versity education, private and social, for different countries.
With additional evidence provided by Psacharopoulos in the early
1970s, they concluded that the rate of return at these levels
was generally higher in the less developed countries than in the
developed countries and higher for secondary than for university
education.

In any case, and for whatever reasons, substantial discre-
pancies between private and social rates of return to education
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occur, especially so for the developing countries. The implica-
tion is obvious, compulsory investment in human capital will
result. Since investments in human capital, especially those

in education, require long periods of time before the individual
and society begin to reap the advantages from schooling, poli-
cies in respect to human capital investments must be planned
carefully on the basis of relevant criteria. The issue of rele-
vance is very important to the Third World nations who must fin-
ance their education from limited resources. Now let us see how
the human capital theory applies in concrete cases, i.e., the
North vis-8-vis the South. We shall look at some main facts and
trends that have contributed to the expansion of formal educa-
tional systems in the Third World. Although the evidence is
mainly from Africa, the conclusion has wider relevance for other
countries in the Third World.

The Expansion of Educational Systems in the Third World

Most of the colonized territories in Asia and Africa won
their independence in the post-war period, thus bringing the
colonial era to a formal close. It is no accident that the birth
of the first development decade in the early 1960s coincided
with the birth of the human capital theory and a renewed interest
in the economics of education.

The ruling paradigm of the process of economic development
rested on the classical-neoclassical view of a world with grad-
ual, marginalist, nondisruptive equilibrating and largely pain-
less change. This optimism regarding the variety, viability and
applicability of Western economic models to underdeveloped areas
was seen as the means for narrowing the gap between the developed
and the developing countries. It was assumed that development
was just a matter of equipment that would be obtained and techni-
ques that would be learned -- that is something autonomous, and
transferable without pain, or, at least with just a little pain
(you can't get something for nothing). In Asia, Latin America,
and Africa, it was widely believed that industrial development
would follow naturally from the possession of factories with
modern equipment and trained managers and workers. The Third
World lacked money, trained men and women, and most importantly
technology. Supply these assets,so the argument went, and econ-
omic development would follow. In other words, development of
the Third World was to be attained by means of an economic offen-
sive designed to meet theoretical and ill-defined needs which
were arbitrarily determined by the authorities of these new
nations and their foreign experts. It was merely a matter of
providing capital and training in specialized skills to enable
these late developers to explore their own natural resources and
thus to eliminate poverty, regardless of its causes.

Seen in this perspective, education became the ideal and
cheapest means to modernize the society. In almost all societies
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education became and remained a large sector in the economy, one
in which expenditure has grown at a very rapid rate and probably
will continue to grow during the century. The rise in the num-
ber of people engaged in education is most pronounced in the
developing countries where almost all governments have adopted,
as one of their first priorities, a policy of universal primary
education. In the period 1955-1960, many independent Latin
American and Asian countries had native cadres of administra-
tors and officials of several kinds. In the same time span,
when the bulk of most African countries were about to get their
independence, they had considerably fewer people who could take
up high positions in various sectors of national life. The
schools which were established in Africa were primarily designed
to serve the needs of the colonizers, not those of the Africans.
Colonial administrators were concerned with the training of
literate clerks to staff the lower ranks of the civil service,
while missionary education concerned itself with the moral edu-
cation of Africans as faithful followers of the gospel. Thus,
the colonial neglect and/or omission of higher educational in-
stitutions restricted greatly the number of Africans who could
replace Europeans when they became politically independent. The
following figures show the extent to which African enrollment
ratio in higher education around 1955-60 fell behind that of
Asia and Latin America.?

Table I

Higher Education Enrollment Rates in the Third World

Africa Asia Latin America

0.53 1.88 2.85

Adapted from Frederick Harbison and Charles A. Myers, Educa-
tion, Manpower and Economie Growth, McGraw-Hill Book Company,
New York, 1964, pp. 45-47.

To correct this manpower shortage African governments pleg-
ed to Africanize the various sectors of the national life. The
seriousness of the pressures for Africanization varied inversely
with the level of education attained by the country during in-
dependence. For example, Tanzania, where the educational system
was not as developed compared to a country such as Egypt, Afri-
canized rapidly. Countries like Ghana and Senegal, with a more
solid and longer educational development history, were able to
proceed more deliberately. The decision to Africanize was
grounded on political and economic considerations. Politically
it reflected an understandable effort to correct the neglect or
underemphasis of African history and culture. From the econ-
omic perspective, more highly educated and trained Africans were
needed to meet planned expansion of the modern non-agricultural
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sectors. To achieve this objective, African educational output
at the primary, secondary, technical and university levels had
to be substantially increased. :

The magnitude of this expansion is shown by the over opti-
mistic recomendatigﬂs of five internmational conferences held
in the early 1960s. The long-term plan adopted by the Addis
Ababa Conference (May 1961) recommended the introduction of
universal, compulsory and free education of six years in the
interval between 1961-1980. Enrollments at primary schools by
the years 1980-1981 were planned to triple those of 1960-61:
from 11,568,000 to 32,808,000. The costs were to rise from
183.4 to 730.3 million dollars.25 Free primary education was
seen here as providing a reservoir of candidates for secondary
and higher education and to fulfill the minimum of basic educa-
tional requirements for participation in the modern sector of
economic life (UNESCO, 1961).

Table II

School Enrollment Targets for Africa

1960/61 1965/66 1970/71 1980/81
Primary 40 51 71 100
Secondary 3 ) 15 23
Higher 0.2 0.2 0.4 2.0

Source: Final Report, Conference of African States on the
Development of Education in A frica (Addis Ababa: May 1961)
UNESCO - UN, Section II, p. 11.

For secondary and higher education the target objectives
were not very different. Basically, secondary schools were to
provide for approximately 25 percent of primary school graduates,
and higher education to provide for 20 percent of secondary
school graduates. MNational income earmarked to finance this
education was to_be increased from four percent in 1965 to six
percent in 1980.26 By 1965, it appeared that a number of Afri-
can states had reached and even exceeded the percentage of the
gross national product to be expended on education.

Several reasons have been advanced for the massive expan-
sion of formal educational systems in the Third World. The idea
that money spent on education is an investment in human capital
was not new, but it was in the 1960s that the concept was syste-
matically integrated into the general body of mainstream econ-
omic thinking. The reasons given by economists for this expan-
sion are normally demographic changes, increased demand and
changes in public policy with regard to education. It was point-
ed out above that earlier approaches used in assessing the econ-
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omic contribution of education went a long way to correlate
various measures of economic and educational activity (the so-
called simple correlation approach) and to calculate the exact
quantitative role of education (the so-called residual approach).
These attempts have been severely criticized from a methodo-
logical and logical point of view.27

Since not much in the way of casual explanation was offered,
more precise and new methods were developed, viz., the rates of
return and the manpower planning models. The increased demand
for education was seen as a demand "derived" from high-income
employment opportunities in the modern sector. This was seen
as a reflection of a growing economy. In fact, in almost all
the nations of the Third World, entry into modern public and
private jobs is predicated upon successful completion of the
requisite years of education associated with particular jobs,
often irrespective of whether or not such educational require-
ments are really necessary for particular job performance.

The relationship between the demand for education (private
and social demand) and the availability of job opportunities in
the modern sector becomes very important, especially when both
the private and the social cost-benefits of education were being
calculated. One innovation of the human capital theory was the
development of the concept of a social rate of return to educa-
tional expenditure. The logic was that so long as individuals
obtained a certain personal or private return by prolonging
their education, society as a whole achieved a similar return
as a result of higher productivity of more educated people. A
problem arises when the private rates diverge from the social
rates of return. This will obviously lead to a misallocation
.of human and financial resources as educational systems must
expand to accomodate the increased demand.

The individual payoff is easier to calculate and in the
Third World, the private rate of return is enormous. Individuals
will continue to demand more education so long as private costs
bring high private returns. Social demand for education is
self-generating, and the expansion of education is in response
to political pressures. Here Ronald Dore's criticism of what he
calls "diploma disease" is directly relevant,“® that is, that
educational systems are no longer fulfilling .their function.

The real purpose of education has been distorted, especially so
in the Third World. His thesis is that the more unprofitable

a given level of education becomes as a terminal point, the
more demand for it increases as an intermediate stage or pre-
condition to the next level of education. In the later stages
of development everything is speeded up. For the Third World
the imported curriculum is used to qualify for the imported di-
ploma; the diploma is indiscriminately used as an access-card
for the job market; as supply of candidates exceeds demand, more
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jobs depend on diplomas for entry and this in turn emphasizes
examinations at schools and universities at the expense of genu-
ine education.

Randall Collins' The Credential Seciety also supports Dore's
thesis.30 The observed increase in academic attainment might sig-
nify nothing in terms of who gets ahead and who doesn't. For
him, the greater doses of schooling swallowed up by young people
do only two notable things: 1) keep potential employees out of
the work force for longer than ever before and 2) increase the
influence of the bureaucracies that control higher education.
Accordingly, more education to the masses is no guarantee for
equal opportunity and no triumph for universal public education.
Many countries are re-examining their educational policies and
some have as their aim to bring educational investment in line
with other sectors of the economy with the overall objective of
increasing the rate of economic growth. It's now time to ask
ourselves a relevant question: How relevant are Western economic
models in the Third World in general and human capital theory
in particular?’

The Theory in Developing Countries

Numerous charges have been levelled against the role of
social science and the social scientist in development studies,
especially in their relationship with Third World countries when
carrying out research. First, there is the charge of inappro-
priateness of Western concepts, models and paradigms in under-
standing the different circumstances pertaining to developing
societies. Secondly, there is the charge of Intellectual,
scientific and cultural imperialism or neocolonialism. Finally,
there is the charge of opportunistic irrelevance, domination,
illegitimate use and application of knowledge.3l

These charges have been based on the assumptions that the
developing countries suffer from an "unfavorable balance of
intellectual payments" since they import more knowledge-products
from the industrialized countries. The Third World is therefore
heavily dependent on the already developed countries in most
scientific and technical fields.3? Human capital economic theory
for example is Northern-specific. It is so intimately bound up
with the special conditions, problems, and preconceptions of the
industrially advanced countries that large portions of it have
to be abandoned before we can come to grips with the problems of
the Third World.

Are these charges justified? Paul Streeten does not think
so. For him, the search for knowledge, for scientific objec-
tivity and truth must be the function of a serious scholar. For
the

commitment to the search for knowledge...knows
no national frontier. In addition to the intrinsiec
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value of this commitment, loyalties to wni-
versal values that cut across frontiers that
have their political value in an age when
nationalism, a powerful Christian heresy, and
ideologies have become dominant secular reli-
gions. In this sense, therefore, there cannot
be African, Asian and Iatin Ameriean eriteria
for fruth or validity.3®

What Streeten is saying is not new. It is only a restate-
ment of the familiar doctrine that any theory (economic theory
included) is "ethnically neutral" and can be made use of in the
more efficient pursuit of objectives to be chosen by the "value
judgements" of policy makers. Theory is relevant and effective
insofar as it provides insights into fundamental processes, but
the quest for such insights cannot be systematically bent to any
external requirement without hampering its development and its
consequent effectiveness.

Criticism of the Human Capital Theory

The human capital theory has been indicted for the dele-
terious and/or inappropriate consequences of its indiscriminate
adoption in the Third World. This adoption was made possible
by a direct diffusion or a conversion of a very substantial seg-
ment of the Third World leaders and intellectuals who accept the
utility and validity of the theory. Sobel mentioned that he
gave a series of summer seminars and ccrurzes to southern hemis-
phere leaders from developing eotmtries,3 who attempted to repli-
cate the human capital doctrines which they have studied in their
countries. But, it is clear that any deeper understanding about
the role of education in society cannot be gained through refer-
ring to some diffuse "taste' on the part of the population.

One criticism of the economists of education or the human
capitalists is that they have tended to lump together countries
with varying historical background, culture and economy, and
treat educational data and changes without regard to these dif-
ferences. Their research and statistical bases were derived
from mostly American data. These methods have spread all over
the world but are still based on American or Western experience.
Here too, the general human capital theory which was oversold by
the interpreters, intermediaries, and propagandists was not dis-
criminating enough to take into account the level of education.
It didn't specify the level of educational expenditures that
was most profitable in the initial phases of the human capital
movement. Later in the 1970s this became possible and has led
to much of the internal criticisms and revisions made.

Another ctiticism questions the methodological approaches
that have been employed to assess the economic value of education.
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The four approaches reviewed earlier have never been brought

together to form a unitary theory. The point here is not that

the human capital theory was a bad theory, but rather that its
development was an amalgamation of different aspects of the

" theory. All of these aspects are not necessarily congruent

! with each other, nevertheless the tendency has been to categor-

‘ ize the human capital theory as a single theory. Blaug (1976)

i points out that the theory of human capital cannot be reduced

i to a single theory but must be seen as a perfect example of a
research program. Accordingly, the "hard core'" of the research

’ program 1lluminates the concept of human capital by certain be-

havioral phenomena exhibited by individuals acting for them-

selves or on behalf of society. Blaug's attempt to define it

is drresistible here:

| [1t] is the idea that people spend on themselves

| in diverse ways, not for present enjoyment, but
for the sake of future pecuniary and non pecuniary
] returns. They may purchase health care; they may

voluntarily acquire additional education; they may
spend time searching for a job with the highest
possible pay, instead of accepting the firet offer
that comes along; they may purchase information

| about job opportunities; they may migrate to take

' advantages of better employment opportunities;

] they may choose jobs with Tow pay but high paying

j potential in preference of dead-end jobs with high

l pay. ATl these phenomena...may be viewed as invest-
ment rather than comsumption, whether undertaken by
individuale on their behaz‘:g‘ or undevtaken by society
on behalf of its members.3

The point here is that investment in people is analogous to
investment in physical capital. If this is the pillar that holds
the theory together, then we must apply the same criterion in
the decisions that affect investment in human beings. One would
suppose that policy makers are rational in the decisions that
affect their policy. Thus, if we decide to build a road rather
than, say, a school, it must be because the returns on the road
are greater than those of the school. In the context of educa-
tion in the Third World the contention has been that it must
receive top priority. But we cannot use the argument of educa-
tion as investment merely to increase its expenditure or to give
it a high priority in terms of development expenditure without
recognizing and accepting the implications of doing so. There-
fore, the criterion that is applicable to investment in general
also becomes relevant in the case of education taking into con-
sideration the specific context of each country.

e e ————

e e e it

There are also some reservations about the most popular 6
approach preferred by most writers, the rate of return approach.3
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Rate-of-return calculations are based on past income data. Con-
sequently, utilization of this model for predictive purposes

will be valid only to the extent that past rates of return re-
flect future rates of return. This may well not be the case,
especially so in developing countries experiencing increased
socio-political pressures for expanding their educational systems.

An important point is to ask whether these rates of return
actually reflect or measure human capital investments. It can
be argued that the role of education in capitalist countries is
the reproduction of the capitalist order. That is, the purpose
of education is to serve essentially conservative functions and
to reinforce the status-quo. The result then is that the re-
wards derived from the same amount of formal education will not
be the same for all social groups. Bowles and Gintis, writing
about the U.S. say,

Because the capitalist claese pursuee its long-run
interests through the state, and in important
measure through its influence on educational pol-
icy, the structures of vate of returm will reflect
the often contradietory requirements of capital-
igtic repmductwn and the reproduction of the
class structuve.3

Therefore, it is likely that rates of return will be unequal among
different types of schooling and between schooling and other
types of human capital investment. Thus, the defect of the
model stems from the exclusion of intervening variables that
affect the decisions to invest in human capital. For example,
in the case of education, the model fails to consider several
factors that may affect the level of education and/or income
such as parental income and education ability and intelligence,
motivation and various other education factors. In the de-
veloping countries, especially the pluralistic countries of
Africa, other factors such as ethnicity, multi-lingualism, etc.,
decreases the effectiveness of the model.

Conclusion

Within the past two decades many observers have noted that
the continued expansion of educational institutions in the
Third World has failed to meet the needs of the poor majority
in these countries. Some of the central issues facing these
countries concern the inefficiency of the present schools and
educational systems, a mismatch between educational institutions
and the labor market and inequities in the distribution of ed-
ucational opportunities which result to the rural and urban poor.

These issues question the ability and functions of schools
in the formation of human capital. The theory attacks the view
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that formal educational systems in the Third World, as they now
operate, are not the best alternative for modernizing the society
and that they are inefficient. However, this is not to imply
that schools are irrelevant either to skill formation or to per-—
sonal development.

The task at hand is twofold and may be very difficult, if
not impossible to accomplish. Firstly, the leaders of develop-
ing countries must be willing to make adjustments in their so-
cieties within which the human capital theory can be applied
within a safe margin of validity and reliability. Secondly, the
"hard core" of the theory must be maintained but auxiliary as-
sumptions must be introduced which take into consideration the
special needs of each developing country. For example, "method-
ological individualism" as Blaug contends, "'characterized the
human capital research program,” that is, the view that all
social phenomena should be traced back to their foundation in
individual behavior.3? In the developing world, the relative
lack of a competitive market will render the theory impotent
since the decisions of these governments could hardly be said
to be representative of its members.

In Africa there exists an enormous perceptual gap between
the rhetorical ideological leanings of her leaders and the con-
crete implementation of her suggested policies. The building
of schools, the provision of health care facilities, food aid,
farm to market roads, agriculture extension agents, technical
advisers, and even national security arrangements, etcetera,
of many of these countries are funded by foreign governments (in
most cases former colonial governments) and from internatiomal
organizations. These "tied aids" bind these countries to aims
sometimes detrimental and contrary to their national objectives.
These countries should embark on a process of decolonisation.
This can be done simultaneously as follows:

a) decolonisation of the sources of finance as a tactical
measure towards self-reliance, and

b) decolonisation of the political structure as a strategic
necessity for the reconstruction and setting of priori-
ties to meet social needs of the Third World. This
would mean the severance of political control of the
Seuth by the North.

Research in the Third World is still in the embryonic stages.

Most work is done through "hunches," guesswork and plain misin-
formation. In combination with the above recommendations, the
seriousness of the leadership in confronting the forces of the
status quo must be tackled. The first priority is the need for
research to be supported and carried out in the Third World set-
tings. One case one can make for social science research in
developing countries is the need for gathering local data. In-
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stead of seeking to emulate and extrapolate from Northern-bound
research, efforts should be increasingly directed towards iden-
tifying and developing new and better alternatives for testing
and carrying out research projects that take into account the
very special economic, social and cultural environments of the
developing countries. This means that the leadership must ini-
tiate, and be willing to change by relying more on projects for
self-reliance, involving local initiative, emphasizing rural
rather than urban development and mass rather than elite educa-
tion. In other words, the leadership must be close to the people
so that it may be able to learn from, as well as teach the people.

Unfortunately, the ability of the Third World nations to
develop local capacities and resources to sustain basic research
is predicated on the continued external funding and support from
the industrialized countries, Streeten has argued that one way
to establish effective relations between Northern and Southern
resﬁrch is for Third World researchers to have a sense of equal-
ity.%0 Possible areas of research where data is lacking include
1) utilizing traditional systems for transmitting knowledge, 2)
testing for the optimal age for literacy training, 3) testing
the effectiveness of different curricula in achieving specific
objectives, 4) utilizing examinations as a motivating educa-
tional force, 5)training teachere and 6) relating universities
to practical development affairs.4l The need for developing
rational decision-making process based on local evidence, re-
gearch and data is a high priority area that no country in the
Third World should take lightly.

Our thesis is this: the continued importation of a theory
which is used for policy decisions derived from Northern exper-
ience and data is inappropriate for the South. The question of
relevance becoming very important since rational policy deci-
sions are supposed to be based on valid theory. The case of
the human capital theory illustrates this point. On examining
the literature on the subject, we have pointed out that while
the general theory was largely accepted, some aspects of the
theory were wrongly applied in the Third World. We also argued
that there were four main approaches used in assessing the con-
tribution of education to economic growth and that no attempts
have been made to develop a unitary theory of human capital,
Blaug's apologetic remarks notwithstanding.

In the 1960s there was a predisposition on the part of
decision makers in many Third World settings to make heavy in-
vestments in education. This coincided with the human capital
revolution in economic thought. We cautioned that to blame the
human capital theory entirely, or mainly for the educational
problems engulfing the developing countries is a misreading of
the theory as originally formulated by Schultz. Rather, the
human capital theory was brought in to reinforce, rationalize,
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legitimize and even subject an ongoing empirical reality —- to
scientific investigation, viz., the educational explosion --

that was being produced by a combination of some other factors.
We showed that certain adjustments and conditions must be created
before investment in human capital can have any positive payoff
for the societies of the Third World.

We do not pretend ours to be the final word on the matter,
but since investments in human capital, especially those in
education require long periods before they begin to bear fruit,
policies in respect to human capital formation in the Third
World countries must be planned carefully with relevant criteria.
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