
 
 



 
 



 
 



 
 



 
 
 



 
 
 



 
 
 



 
 
 



 
 
 



Human Capital and Higher Education 
 
 

 
Human Capital 
 
The concept called Human Capital has come to be used with increasing frequency in 
corporate circles over the last few years. However, merely using this currently 
fashionable word will not result in people working more and being more committed to 
their organizations. Let me try to look at the concept and some of the critical implications 
of its usage in the context of organizations and also of the country at large. 
 
Human capital has been attracting the attention of economists for a long time, even from 
the time of the well-known economist-philosopher, Adam Smith. It came into sharper 
focus after Gary Becker wrote a book called Human Capital in 1964. It entered the 
lexicon of management in the early 1990s following the award of the Nobel Prize in 
Economics to Gary Becker in 1992, largely on the basis of his work on human capital. 
 

While economists considered issues such as how trends in school attendance impacted 
the stock of human capital of a country, returns to education across countries, inter-
generational mobility and transfers of wealth across generations, trade offs in the quality 
and quantity of children and economic development; practitioners and researchers of 
management focused on the basic concept that people (all employees including 
managers) working in an organization should be treated neither as factors of production 
nor as costs or assets but they are, and should be, treated as investors in a business, 
paying in human capital (instead of financial capital)  and expecting a return on their 
investment, somewhat like what is also called “sweat equity”. 
 

Employees own their human capital (often operationalised in the form of knowledge, 
skills, experience, network of contacts, etc.) and firms seek to protect themselves from 
the transfer of their human capital investment to other firms. Human capital is embodied 
in the individuals who are employed in firms or own and run business firms. Unlike a 
mutual fund or index fund where one invests in a large assortment of companies, thereby 
limiting the investment in any one entity and distributing the risk, when we work for 
company X, we are investing all of ourselves in that one organization to the exclusion of 
others and concentrating all of the risk. It is therefore necessary to treat the owners of 
human capital appropriately so that they contribute to the organization’s prosperity.  
Workers will produce the greatest value for those companies who will generate the 
greatest value for the workers. 
 

One model of human capital proposes it to be consisting of four major components. 
Ability: proficiency in a set of activities or forms of work, which includes sub 
components of knowledge, skills and talent, 



Behaviour: observable ways of acting that contribute to the accomplishment of specific 
tasks, 
 
Effort: conscious application of mental and physical resources toward a particular end, 
and 
 
Chronology: such as hours per day, years in a career or any unit of time in between. 
 
The combination of these four elements produces performance. 

 
The decision to invest human capital is based on (a) commitment to the organization, and 
(b) engagement in the job. 
 
Commitment can take three possible forms: 
  
Attitudinal commitment, when the workers identify with, is involved in, and enjoys 
membership in the organization,  
Calculative commitment, when workers remain with an organization because they cannot 
afford to leave, and  
 
Loyalty-based commitment, when employees feel tied to their organizational out of a 
sense of obligation. 
 
Attitudinal commitment tends to lead to the greatest likelihood of working hard.  
Calculative commitment without attitudinal commitment means that the worker is 
physically on the job but does not invest his human capital fully.  Workers with high job 
engagement identify strongly with their work, care a lot about what they do, and are 
absent from work less frequently.  However, they may not care about where they perform 
their work, a situation which seems especially pertinent to information technology 
employment. 
 
Generating commitment and engagement 
 
In attempts to generate commitment and engagement, the central idea is reciprocity.  
Organizations provide a return on the investment of human capital that consists of all the 
rewards required to elicit incremental investment from the worker or to prevent 
incremental decline. 
 
Four sets of factors are most likely to encourage workers to invest discretionary human 
capital.   
 

(i) Intrinsic job fulfillment: this includes the challenge of the work and the degree 
to which it interests the workers, and allows and requires use of valued 
abilities.  

(ii) Opportunities for growth, learning, and advancement.  



(iii) Recognition for accomplishments by peers and superiors.  
(iv) Financial rewards, especially based on the employee’s performance and 

productivity. 
 

Factors most likely to encourage discretionary investments by the workers are: 
  

compensation based on organizational performance, 
comprehensive benefit package, 

working in teams and collaborating with peers, and  
having trust in senior management. 
 

The factor most likely to discourage discretionary investment is the lack of recognition or 
appreciation. 

 
Investorship includes active ideas such as building human capital, contributing it to 
organizations, and controlling its investment.  People   possess innate abilities, 
behaviours, personal energy, and time.  These elements make up human capital, the 
currency that people bring to invest in their jobs.  A worker who acts like a human capital 
investor will place her/his investable capital where it can earn the highest return for 
him/her. 
 
In a knowledge intensive workplace, which is becoming more and more common these 
days, people believe that learning new skills will help them in finding and keeping a 
satisfying  job, a job that pays a high return on their human capital investment. 

 
Learning itself can be considered to be a return on the human capital that a worker puts 
into the job. 
 

The chord binding organization and people derives not from ownership, paternalism, 
blind loyalty, but the ability and willingness of each to provide benefits to the other. This 
relationship assumes mutual benefit and that neither is elevated at the expense of the 
other. 
 
Investorship emphasizes the primacy of personal resources, chiefly, mental powers that 
workers bring to their jobs and their organizations. 
 

There is a growing importance of work whose value comes from what people know 
instead of what they produce with their physical powers. 
 
Changes in the substance of managerial job give further evidence of how human capital 
requirements continue to evolve.  One, a broad spectrum of workers has taken on what 
used to be considered managerial task.  Two, people with managerial titles do not 
necessarily, or solely, oversee other people’s work. 



 
Education builds human capital the way fertilizer grows plants. More education means 
more capital to invest and potentially greater returns on investment. 
 

Technological evolution will continue to support human capital creation and flow in three 
ways: 

 
1. Technology feeds on human capital creation, increasing the demand for 

people who have the knowledge, skill and talent to create the hard and soft 
components of information systems. 

2. Technology based information networks enhance the market place for human 
capital exchange.  The rise of Internet sites that reduce the time and cost 
required to change job, attests to this fact. 

3. Technology spurs the speed of knowledge creation and the transfer of 
knowledge, further fueling the growth of human capital and making it harder 
for companies to restrain it. 

 
Looked at in another way, human capital can be thought of as being of two types:  
generic and specific. Generic human capital consists of all the qualities and capacity 
required for being a good citizen. Specific human capital consists of the qualities, 
capacity, skills, etc. required to function effectively in and contribute to a given 
organization or industry. The responsibility of developing human capital is shared by the 
individual, by the organization and/or industry, the family, and by the government and 
society.  Generic human capital can be developed through the educational system, 
through societal values and norms, and is strongly influenced by the basic upbringing in 
the family. Specific human capital, on the other hand, has to be developed by 
organizations and industries.  From another perspective, generic human capital is 
developed through the primary, secondary, and general higher education system, whereas 
specific human capital for business and industry is developed through the specialized 
education system including professional and vocational education. Experience in a given 
industry or activity is a major source for developing specific human capital. 
 

What can organisations do? 
 
Instead of worrying about calculating the worth of human assets, companies should 
concern themselves with defining what human capital owners get out of their association 
with the organisation. They should focus not only on the value of the individual to the 
organization, but equally on the value of the organization to the individual.  This is the 
true value that deserves attention from managers who hope to create a lasting human 
capital. 
 
In assessing value, the intangible assets of an organization are likely to be worth 
considerably more than the measured and measurable tangible assets.  It can be logically 
argued that human capital is the ultimate driver of the value growth. The key conditions 



for such growth are likely to be:  
 

• individual capability  
• individual motivation  
• leadership 
• organizational climate and culture  
• work-group effectiveness. 

 
A combination of these five goes well beyond the “economic value added”. 
 
The longer the time horizon, the more important the intangible assets (or human capital) 
are likely to be because challenges and problems for the longer term are unpredictable 
and therefore capability to deal effectively with the unpredictable becomes the key, and 
that is what only humans can do. 
 
Intellectual capital consists of: 
 

a. Customer (external-structural) capital: For example, customer contacts, 
relationships, loyalty, satisfaction; market share; image, reputation, brands. 

b. Organisational (internal-structural) capital: For example, systems, 
methodologies, patents, know how, databases, knowledge, culture. 

c. Human capital: For example, individual competence and experience, 
judgment, wisdom, team competence; leadership and motivation. 

 
The unique contribution of human capital comprises from command of information and 
previous experience, the ability to integrate and use judgment, to be innovative and 
intuitive, and to develop human relationships. 
 
People can be static, doing what they did yesterday, with the same level of competence. 
They can add value to the business, day by day, even though it may, on the average, be 
the same value.  Or people can be incrementally different each day as they learn, innovate 
and contribute more, progressively increasing their ability to increase added value and to 
contribute at a higher and/or different level in the future. 
 
Implementation 
 
As in everything else, it is the implementation of concepts arising out of human capital 
that distinguishes excellent organizations from average organizations. One of the key 
factors in developing human capital is organizational climate, which is the way an 
organization works internally. It is usually considered to consist of: 
 
How are people and teams valued?  
By their mistakes or by their achievements. 
 
When mistakes are made, is it seen as a matter of interest or learning, or something to 
hide or seek a scapegoat for? 



 
Merely calling the people working in an organization “human capital” is not likely to 
change things.  What will have a practical effect on the ground is how we really think 
about people who “work for us” and what we actually do about them.  In this context we 
have to look at what roles do we, as managers, play in organizations. 

 
Each of us is part of all the human capital of the organization we work for or we own and 
run.  The question we need to ask ourselves is, “Am I functioning as an investor of 
human capital in the organization that I work for or am I functioning as a speculator?”  If 
I am ready to quit and take up a more challenging (and/or better paying) assignment or if 
I am willing to sell my company or my practice as a researcher or a consultant, to anyone 
who offers me an attractive price, then obviously I am not an investor but a speculator.  
In this case, for me to expect people working in my department or organization to 
function as investors of human capital is unrealistic. It is akin to saying “charity begins at 
home.” 
 

The role that people play as “individuals” also carries into the roles we play in our 
organizational roles.  The question here is “Do we encourage investor-like behaviour or 
do we encourage speculator-like behaviour?” Here again, our actions speak louder than 
our words. 
 
Another important question in this role is, “What are we doing to augment and improve 
the stock of human capital of the society and the country?” 

  
And yet another question is: As an element of the stock of human capital of the country, 
am I behaving as an investor or speculator?  In plain words, am I doing things only to 
improve my own lot, or my children’s or family’s, however extended, of the organisation 
that I work for, industry that I work in, etc.  The key question here is, “Am I contributing 
to society only through my `professional’ contribution or am I also doing my bit for 
some, so-called larger social good or cause?”  I believe this is yet another useful -- not 
necessarily better or worse -- measure of the efficacy of human capital. 
 

Higher Education 
 
Higher education, also called tertiary education in some parts of the world, refers 
generally to college and university education. It is often considered to be a specific form 
of education, in contrast to “general” education. While agreeing with this view of 
education, it is often considered to be primarily aimed at making people competent to 
function successfully and effectively in certain professions. That is why it is often 
confused with, what is called “professional” education. Engineering, medicine, 
management, etc. are considered to be typical examples of “professional” education.  
 
If we want to take a somewhat broader view of higher education, it is necessary to take a 
closer look at what is meant by the word “education”. The Random House Dictionary of 
the English Language (1976) describes education as “the act or process of imparting or 



acquiring general knowledge and developing the powers of reasoning and judgment.” 
The term “to be educated” means “having undergone education, characterized by or 
displaying qualities of culture and learning.” In distinguishing between education and 
training, education is described as “the development of special and general abilities of the 
mind (learning to know)”, whereas training is described as “practical education (learning 
to do) or practice, usually under supervision, in some art, trade, or profession.” Going by 
the above descriptions, it is not too wrong to assert that a lot of what passes off as higher 
(or professional) education today is actually training. 
 
With reference to the concepts of human capital discussed above, such “higher” 
education seems to focus entirely on developing specific human capital without paying 
much attention to generic human capital. This is what prompted me to raise the question 
“Higher education for what?” in one of my recent writings. When we ask this question to 
people who are undergoing the so-called “higher” education, the most common response, 
in most parts of the world, is “to get a good job.” 
 

The answer one would ideally hope for, and one which hardly ever comes forth, is “for 
the sake of learning.” The attempt at the so-called “higher” education and in most parts of 
the world, thus, focuses on making people better engineers, accountants, doctors, 
managers, historians, economists, and so on. The almost complete de-linking of higher 
education from what can be considered basic education, is risky for every society, as it is 
extremely difficult, if not impossible, to be a good citizen without being a good human 
being. Higher education, therefore, also needs to focus on inculcating good human values 
among the students in addition to preparing them for jobs.  
 

Fellow and Associates’ Programmes 
 
What relevance does all this have for practicing managers embarking upon the doctoral 
programme in human resource development? Ladies and gentlemen, I am inclined to 
believe that your primary job as researchers and professionals in the field of human 
resource development, will be to develop good human beings or, to put it more modestly, 
assist and help people in organizations to develop themselves into not only effectively 
contributing members of their organizations but also good corporate citizens and, 
therefore, good human beings. Those of you who do not go into line jobs in the industry 
and decide to get into the academia or become researchers, will have to look for newer 
and more innovative ways in which organizations and their managers can do this 
important jobs of assisting or helping their employees to become better human beings. 
This is not an easy task by any means. Based on my experience in the academia and 
before that in the industry, I can tell you with reasonable confidence that it can often be 
rather frustrating. But therein also lies the real challenge of the job and the profession, as 
human resource development continues to be an area about which people invariably talk 
more and do very little. Everyone, at least, in casual discussions, seems to understand, 
realize, and even accept the need of paying substantially more attention to human 
resources but very few, hardly any, organizations and people are willing to put their 
money where their mouth is.  



 
One of the reasons for this lack of real acceptance of the need for actually doing 
something about human resources is the inadequacy of rigorous research in this area. Of 
course, when one is dealing with human beings as the objects of research, it is very 
difficult to lay down rigid parameters of rigorous research. I can do no better than to 
quote the sociologist James Thompson (who, according to me, is one of the most 
important contributors to what is called Organization Theory) in describing the 
complexity of dealing with human beings: 
 

“The human actor is a multidimensional phenomenon subject to the influences of 
a great many variables. The range of differences in aptitude is great, and the 
learned behavior patterns (considering mankind as a whole) is quite diverse. 
Neither we nor organizations have the data or the calculus to understand 
organization members in their full complexity, and the requirements of 
complicated technologies in complicated task environments cannot be met if the 
full range of human variations comes into play within the organization.” 

 
And I do believe that the full range of human variation does come into play in today’s 
organizations. 
 
James Thompson wrote that in 1967. Obviously, we have come a long way in developing 
the “data (and) calculus to understand (human beings as) organization members in their 
full complexity” but I am also inclined to believe that we still have a long way to go. In 
applied areas such as human resource development, research often ends up playing catch-
up with practice. In addition, there is the fundamental fact of the evolution of human 
beings. Understanding of human beings which is expected to result from research, thus, 
often has an asymptotic relationship with reality—the understanding of human nature 
approaches reality closer and closer but actually never really gets there. This 
phenomenon itself creates exciting opportunities for research which, I am sure—or at 
least hope—some of you will capitalize on or exploit. 
 
Another issue deserves mention in the context of research. And that pertains to the rigour 
of research. As the spectrum of research moves from basic, fundamental, theoretical 
research through experimentation (whether laboratory-based or field experiments) to 
application, there is a view (and pretty widely held too) that the same standards of rigour 
do not, or need not, apply to applied research. I, personally, have serious reservations 
about this view. While I fully agree that the exact techniques, methodologies, and 
standards of the so-called hard or physical sciences and basic, theoretical research may 
not be, or actually are not, appropriate for applied research and in the so-called social 
sciences or humanities (sometime also called the soft sciences), this is not an acceptable 
reason for accepting what, for want of a better word, must be called a lowering of 
standards of rigour for applied research in the social sciences. It is for us, the social 
scientists who choose to do applied research, to develop methodologies and techniques 
that are appropriate to the specific characteristics of our fields of study but which also 
meet the highest standards of rigour of the scientific method. That is THE ONLY way we 
can ever aspire to reach the same, or higher, level of credibility that the so-called hard 



sciences enjoy in the society at large. 
 

Conclusion 
 

In conclusion, let me say that all that I have said so far, I hope, has been logical and 
rational. BUT, managing human beings effectively or creating conditions in which 
human beings can contribute their best willingly and happily--empowering people--often 
remains an act of faith.  Faith not necessarily or entirely in humanity or any other people, 
but faith, and confidence, in one self and in whatever one is trying to achieve.  This was 
stated very ef 
fectively in another context by the founder of my Institute, Dr. Vikram Sarabhai. To 
quote him in original,  

 
“The creation of an educational institution is often an act of faith, and the 
expression of that faith is a philosophy that guides the actions of those who build 
such institutions.” 

 
I believe building human capital of the organisation that we work in, and of the country at 
large, and thus developing human resources, also require faith and confidence in 
ourselves and in what we are trying to do.  And it is this faith that we, the participants in 
the profession of human resource development that are present here today, have to 
display if we have to build and augment the stock of human capital of India, and develop 
the  
human resources of the country. 
 
I might also add that the world is finally waking up the strength of India—which is the 
second largest  
population of all countries of the world. What used to our greatest weakness, suddenly 
seems to have become a competitive advantage—thanks to the Information Technology 
industry and software development. You, who are starting the Fellow and the Associates’ 
Programmes in HRD today, are embarking on an exciting journey, and I consider it a 
privilege to be able to wish you all the best in this venture. 
 
Thank you.  
  
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 



 

 


