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HUMAN CAPITAL: THE ISSUES, ENABLERS
AND BLOCKS IN INSTITUTIONAL CHANGE

Daryl Hobbs
University of Missouri

The past decade has produced almost unprecedented rates of job
growth and improvements in adult education attainment. Yet, dur-
ing the same decade those trends were joined by substantial in-
creases in the number of children living below the poverty line and
declining real income for a majority of families despite an increased
number of generally better-educated workers per family.

Insofar as the prevailing political definition of human capital is
limited to educational attainment and/or job-acquired experience
and training, the U.S. work force is improving as rapidly now as it
did during the so-called golden years of the 1950s and 1960s (Pack-
er). Indeed, human capital investments today exceed net annual in-
vestments in plant and equipment (Vaughan, p. 2). On the surface it
appears that stable or stagnant rates of productivity growth and de-
clining real income for many workers must be the result of less effec-
tive investments in knowledge, physical and human capital. in the
words of Packer, ". . . it is possible that schooling is less valuable
today because the student body and the economy have changed
much more quickly than the education and training system have
adapted to these new realities" (Packer, p. 54).

This paper will focus on several possible explanations: 1) a kind of
job growth that is producing disincentives for a significant number of
individuals and families to invest in human capital; 2) an excessively
narr)w public and political definition of human capital and, there-
fore :ess-than-optimal human capital investments; and 3) the ab-
sence of a mutually reinforcing "mix" of institutions (policies) that
would provide greater incentives for public and private human cap-
ital investments ai.d produce a greater return on investments made.

The title assigned to this presentation specifies two objects of in-
quiry: human capital and institutional change. The title also implies
that society's needs for human capital are not being met and that in-
stitutional change is necessary in order to satisfy that need. More of
the same is not doing the job.

But both human capital and institutional change are rather vague
and abstract concepts, although, as operationally defined in policies,
they have taken on excessively specific and tangible meanings, e.g.,
human capital continues to be equated with number of years of
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Po
ve

rt
y 

an
d 

so
ci

al
 d

ec
ay

, p
re

ss
ur

es
 o

n 
fa

m
ily

 li
fe

, t
he

 d
em

an
ds

of
 th

e 
bu

rg
eo

ni
ng

 s
er

vi
ce

 s
ec

to
r 

fo
r 

lo
w

-w
ag

e 
te

en
ag

e 
la

bo
r,

te
le

vi
si

on
 a

nd
 o

th
er

 c
ul

tu
ra

l d
iv

er
si

on
s,

 a
nd

 th
e 

in
di

ff
er

en
ce

 o
f

em
pl

oy
er

s 
to

 e
du

ca
tio

na
l a

ch
ie

ve
m

en
t r

ed
uc

es
 [

si
c]

 in
ce

nt
iv

es
fo

r 
s'

ud
en

ts
 to

 p
er

fo
rm

 in
 s

ch
oo

l (
Fa

ux
, p

. 1
2)

.

V
au

gh
an

 o
bs

er
ve

s 
th

at
 th

e 
gr

ow
in

g 
de

m
an

d 
fo

r 
be

tte
r-

ed
uc

at
ed

w
or

ke
rs

 a
nd

 th
e 

in
cr

ea
se

d 
ra

te
 o

f 
re

tu
rn

 to
 e

du
ca

tio
n 

m
ay

 c
re

at
e 

a
du

al
 la

bo
r 

m
ar

ke
t i

n 
w

hi
ch

 th
e 

ea
rn

in
gs

 o
f 

th
e 

w
el

l-
ed

uc
at

ed
 g

ro
w

ra
pi

dl
y 

w
hi

le
 th

e 
ea

rn
in

gs
 o

f 
th

e 
le

ss
-e

du
ca

te
d 

fa
ll.

 T
he

se
 tr

en
ds
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1

ha
ve

 o
cc

ur
re

d 
co

nc
ur

re
nt

ly
 w

ith
 a

 d
ra

m
at

ic
gr

ow
th

 in
 d

em
an

d 
fo

r
co

ns
um

er
 s

er
vi

ce
s 

w
or

ke
rs

.
T

ha
t g

ro
w

th
, c

ou
pl

ed
 w

ith
 a

 d
em

o-
gr

ap
hi

c 
di

p 
in

 th
e 

nu
m

be
r 

of
 e

nt
ry

 le
ve

l
w

or
ke

rs
 d

ur
in

g 
th

e 
19

80
s,

ad
de

d 
m

om
en

tu
m

 to
 th

e 
em

er
ge

nc
e 

of
 a

 d
ua

l e
co

no
m

y.

A
bo

ut
 7

50
,0

00
 s

tu
de

nt
s 

dr
op

 o
ut

 o
f 

sc
ho

ol
ea

ch
 y

ea
r 

an
d 

th
is

 h
as

ge
ne

ra
lly

 b
ee

n 
in

te
rp

re
te

d 
as

 a
 f

ur
th

er
in

di
ca

tio
n 

of
 f

ai
lu

re
 o

f 
th

e
ed

uc
at

io
na

l s
ys

te
m

. H
ow

ev
er

, t
he

 c
om

bi
na

tio
n 

of
 a

sm
al

le
r 

co
ho

rt
 o

f
en

tr
y 

le
ve

l w
or

ke
rs

 a
nd

 th
e 

19
80

s 
gr

ow
th

in
 s

er
vi

ce
 s

ec
to

r 
em

pl
oy

-
m

en
t s

ee
m

s 
to

 b
e 

m
or

e 
re

sp
on

si
bl

e
th

an
 w

ha
t d

oe
s 

or
 d

oe
s 

no
t

oc
cu

r 
in

 s
ch

oo
l. 

If
 jo

bs
 a

re
 n

ot
av

ai
la

bl
e 

th
at

 u
til

iz
e 

an
d 

re
w

ar
d 

hi
gh

-
er

 le
ve

ls
 o

f 
ed

uc
at

io
n,

th
en

, f
or

 th
e 

st
ud

en
t w

ith
 n

o 
pl

an
s 

fo
r 

po
st

-
se

co
nd

ar
y 

ed
uc

at
io

n,
 th

er
e 

ar
e 

sh
or

t-
ru

n 
op

po
rt

un
ity

co
st

s 
as

so
ci

-
at

ed
 w

ith
 r

em
ai

ni
ng

 in
 s

ch
co

l. 
T

he
se

, h
ow

ev
er

, a
re

w
or

ke
rs

 w
ho

se
ab

ili
tie

s 
an

d 
ea

rn
in

gs
 w

ill
 n

ot
 o

nl
y 

af
fe

ct
 th

ei
r 

ow
n

lif
e 

ch
an

ce
s 

in
la

te
r 

ye
ar

s,
 b

ut
 a

ls
o 

af
fe

ct
 th

e 
fu

tu
re

 p
er

fo
rm

an
ce

of
 th

e 
na

tio
n'

s
ec

on
om

y.
Su

pp
or

tin
g 

ev
id

en
ce

 o
f 

th
e 

in
fl

ue
nc

e 
of

 th
e 

ec
on

om
y 

on
dr

op
ou

ts
is

 p
ro

vi
de

d 
by

 K
ill

ia
n 

an
d 

Pa
rk

er
's

 a
na

ly
si

s 
of

th
e 

re
la

tio
ns

hi
p 

be
-

tw
ee

n 
ed

uc
at

io
na

l a
tta

in
m

en
t o

f 
th

e 
w

or
k

fo
rc

e 
an

d 
jo

b 
gr

ow
th

 in
th

e 
U

ni
te

d 
St

at
es

 d
ur

in
g 

th
e 

19
70

s 
an

d 
19

80
s.

 T
he

y
fo

un
d 

no
 s

ig
ni

fi
-

ca
nt

 r
el

at
io

ns
hi

p 
be

tw
ee

n 
av

er
ag

e 
ed

uc
at

io
na

l
at

ta
in

m
en

t o
f 

w
or

k-
er

s 
an

d 
jo

b 
gr

ow
th

 in
 e

ith
er

 m
et

ro
 o

r
no

n-
m

et
ro

 a
re

as
. H

ow
ev

er
,

th
ey

 d
id

 f
in

d 
th

at
 in

 m
et

ro
 a

re
as

 d
ur

in
g 

th
e 

19
80

s,
jo

b 
gr

ow
th

 w
as

re
la

te
d 

to
 th

e 
pr

op
or

tio
n 

of
 c

ol
le

ge
 g

ra
du

at
es

 in
 th

e
po

pu
la

tio
n 

an
d

th
e 

pr
op

or
tio

n 
of

 s
ch

oo
l d

ro
po

ut
s.

 T
he

 g
re

at
er

th
e 

jo
b 

gr
ow

th
, t

he
hi

gh
er

 th
e 

pe
rc

en
ta

ge
 o

f 
sc

ho
ol

 d
ro

po
ut

s.
 O

ur
 o

w
n

an
al

ys
is

 s
ho

w
s

th
at

 p
ov

er
ty

 s
ta

tu
s 

an
d 

lo
ca

l j
ob

 g
ro

w
th

 a
cc

ou
nt

 f
or

eq
ua

l p
ro

po
r-

tio
ns

 o
f 

th
e 

sc
ho

ol
 d

ro
po

ut
 v

ar
ia

nc
e 

na
ti3

na
lly

.
T

he
 lo

w
es

t s
ch

oo
l

dr
op

ou
t r

at
es

 a
re

 f
ou

nd
 in

 th
e 

ru
ra

l u
pp

er
 M

id
w

es
t

w
he

re
 jo

b
gr

ow
th

 w
as

 s
lo

w
 a

nd
 e

ve
n 

ne
ga

tiv
e 

du
ri

ng
 th

e 
19

80
s.

T
he

re
 a

re
 s

ig
ni

fi
ca

nt
 d

is
cr

ep
an

ci
es

 b
et

w
ee

n 
pu

bl
ic

an
d 

po
lit

ic
al

 b
e-

lie
fs

 a
bo

ut
 h

um
an

 c
ap

ita
l a

nd
 h

ow
 it

 is
 a

cq
ui

re
d 

an
d

ac
cu

m
ul

at
ed

 r
e-

se
ar

ch
 r

es
ul

ts
.

So
ci

et
y 

ca
st

s 
its

 s
ch

oo
ls

 in
 it

s 
ow

n 
im

ag
e 

(V
ol

d 
an

d 
D

eV
iti

s,
 p

.
15

5)
.

B
el

ie
f 

st
ru

ct
ur

es
 g

et
 tr

an
sf

or
m

ed
 in

to
 s

oc
ie

ta
l a

nd
ec

on
om

ic
st

ru
ct

ur
es

 b
y 

in
st

itu
tio

ns
bo

th
 f

or
m

al
 r

ul
es

an
d 

in
fo

rm
al

 n
or

m
s

of
 b

eh
av

io
r 

.
.

.
.M

en
ta

l m
od

el
s 

ar
e 

th
e 

in
te

rn
al

 r
ep

re
se

nt
at

io
ns

th
at

 in
di

vi
du

al
 c

og
ni

tiv
e 

sy
st

em
s 

cr
ea

te
 to

 in
te

rp
re

t
th

e 
en

vi
ro

n-
m

en
t; 

in
st

itu
tio

ns
 a

re
 th

e 
ex

te
rn

al
 (

to
 th

e 
m

in
d)

m
ec

ha
ni

sm
s 

in
-

di
vi

du
al

s 
cr

ea
te

 to
 s

tr
uc

tu
re

 a
nd

 o
rd

er
 th

e 
en

vi
ro

nm
en

t (
N

or
th

,
pp

. 1
2-

13
).

A
s 

N
or

th
 c

on
te

nd
s,

 b
el

ie
fs

 a
re

 th
e 

fo
un

da
tio

n 
of

 th
e 

in
st

itu
tio

ns
th

at
 s

tr
uc

tu
re

 s
oc

ia
l a

nd
 e

co
no

m
ic

 p
er

fo
rm

an
ce

. U
.S

. p
ub

lic
 e

du
ca

-
tio

n 
is

 o
ne

 o
f 

th
os

e 
in

st
itu

tio
ns

 a
nd

 it
 e

m
bo

di
es

 a
 b

ro
ad

 r
an

ge
of

 b
e-

87
1.
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lie
fs

, s
om

e 
of

 w
hi

ch
 h

av
e 

be
en

 r
en

de
re

d 
in

va
lid

 b
y 

re
ce

nt
 c

ha
ng

es
in

 o
th

er
 in

st
itu

tio
ns

. P
ac

ke
r 

(p
. 4

6)
 is

 o
ne

 o
f 

m
an

y 
w

ho
 e

m
ph

as
iz

e
th

at
 o

ur
 h

um
an

 r
es

ou
rc

e 
ch

al
le

ng
e 

ha
s 

ch
an

ge
d 

w
hi

le
 th

e 
w

ay
 w

e
ed

uc
at

e 
an

d 
tr

ai
n 

ch
ild

re
n 

an
d 

ad
ul

ts
 h

as
 n

ot
. O

ur
 w

ay
s 

of
 e

du
ca

t-
in

g 
ar

e 
no

t i
nt

en
tio

na
lly

 f
la

w
ed

 o
r 

w
ith

ou
t f

ou
nd

at
io

n.
 I

nd
ee

d 
th

ey
ar

e 
ge

ne
ra

lly
 b

as
ed

 o
n 

pr
em

is
es

 a
cc

ep
te

d 
as

 v
al

id
 b

y 
bo

th
 e

du
ca

to
rs

an
d 

th
e 

pu
bl

ic
 a

nd
 th

ey
 w

er
e 

m
os

t l
ik

el
y 

va
lid

 a
t o

ne
 ti

m
e.

 T
ho

se
be

lie
fs

 a
pp

ly
 to

 b
ot

h 
ed

uc
at

io
na

l m
et

ho
ds

 a
nd

 c
on

te
nt

th
er

e 
ha

s
be

en
 h

ar
dl

y 
an

y 
ch

an
ge

 in
 e

du
ca

tio
na

l c
ur

ri
cu

la
 th

is
 c

en
tu

ry
 a

nd
th

er
e 

is
 s

ub
st

an
tia

l e
vi

de
nc

e 
th

at
 th

er
e 

is
 a

 f
oc

us
 o

n 
pr

ov
id

in
g 

sk
ill

s
an

d 
so

ci
al

iz
at

io
n 

fo
r 

an
 e

co
no

m
y 

th
at

 n
o 

lo
ng

er
 e

xi
st

s.

O
ne

 o
f 

th
e 

m
or

e 
fu

nd
am

en
ta

l b
el

ie
fs

 c
on

ce
rn

s 
pu

bl
ic

 a
nd

 in
di

vi
du

-
al

 r
es

po
ns

ib
ili

ty
 f

or
 e

du
ca

tio
n 

an
d 

tr
ai

ni
ng

. H
or

nb
ec

k 
st

at
es

 th
at

 b
e-

lie
f 

as
 f

ol
lo

w
s:

W
e 

ha
ve

 c
r'n

st
ru

ct
ed

 s
oc

ia
l p

ol
ic

ie
s 

on
 th

e 
pr

em
is

e 
of

 e
qu

al
ity

 o
f

op
po

rt
un

ity
 a

nd
, i

f 
th

e 
in

di
vi

du
al

 f
ai

ls
 to

 ta
ke

 a
dv

an
ta

ge
 o

f 
th

at
op

po
rt

un
ity

, i
t i

s 
hi

s 
to

ug
h 

lu
ck

. T
o 

as
su

m
e 

th
e 

co
nt

ra
ry

, t
ha

t
th

e 
fa

ilu
re

 o
f 

st
ud

en
ts

 to
 p

er
fo

rm
 s

tr
ik

es
 a

t t
he

 h
ea

rt
 o

f 
th

e 
na

-
tio

n'
s 

su
rv

iv
al

, n
ot

 ju
st

 th
e 

in
di

vi
du

al
's

 w
el

l-
be

in
g,

 is
 to

 c
ha

ng
e

ra
di

ca
lly

 th
e 

ch
ar

ac
te

r 
of

 th
e 

le
gi

sl
at

io
n 

(H
or

nb
ec

k,
 p

. 3
69

).

T
hi

s 
be

lie
f,

 f
ir

m
ly

 e
m

be
dd

ed
 in

 th
e 

tr
ad

iti
on

al
 A

m
er

ic
an

 v
al

ue
pl

ac
ed

 o
n 

in
di

vi
du

al
is

m
, p

re
se

nt
s 

a 
po

te
nt

ia
l t

hr
ea

t n
ot

 ju
st

 to
 in

di
-

vi
du

al
 w

el
l-

be
in

g,
 b

ut
 to

 c
ol

le
ct

iv
e 

w
el

l-
be

in
g 

as
 w

el
l. 

A
s 

su
gg

es
te

d
by

 T
hu

ro
w

, "
T

o 
w

or
k,

 m
od

er
n 

ec
on

om
ie

s 
ne

ed
 a

 m
as

s 
w

el
l-

ed
u-

ca
te

d 
la

bo
r 

fo
rc

e.
 A

n 
ed

uc
at

ed
 e

lit
e 

do
es

 n
ot

 s
uf

fi
ce

. I
lli

te
ra

cy
 h

ur
ts

th
e 

lit
er

at
e"

 (
p.

 1
87

).

In
 r

ev
ie

w
in

g 
th

e 
lit

er
at

ur
e 

I 
ha

ve
 e

nc
ou

nt
er

ed
 n

um
er

ou
s 

au
th

or
s

w
ho

 s
ta

te
, i

n 
ef

fe
ct

, t
ha

t i
gn

or
an

ce
 is

 n
ot

 th
e 

pr
ob

le
m

 w
ith

 r
eg

ar
d 

to
sc

ho
ol

 r
ef

or
m

, i
t i

s 
a 

m
at

te
r 

of
 a

ct
in

g 
on

 w
ha

t w
e 

kn
ow

. I
 r

ec
en

tly
sh

ar
ed

 a
 p

ro
gr

am
 w

ith
 th

e 
de

an
 o

f 
ou

r 
co

lle
ge

 o
f 

ed
uc

at
io

n 
w

ho
 e

n-
tit

le
d 

hi
s 

re
m

ar
ks

, "
W

e 
C

an
 N

o 
L

on
ge

r 
Pr

et
en

d 
N

ot
 to

 K
no

w
 W

ha
t

W
e 

K
no

w
."

 W
ha

t d
o 

w
e 

kn
ow

 th
at

 w
e 

ar
e 

no
t a

ct
in

g 
on

? 
Fo

llo
w

in
g

is
 b

ut
 a

 s
am

pl
e 

of
 th

in
gs

 w
e 

kn
ow

, b
ut

 w
hi

ch
 h

av
e 

no
t y

et
 s

er
ve

d 
as

a 
ba

si
s 

fo
r 

in
st

itu
tio

na
l r

es
tr

uc
tu

ri
ng

.

W
e 

kn
ow

 th
at

 th
e 

fu
tu

re
 c

os
t t

o 
so

ci
et

y 
of

 c
hi

ld
re

n 
bo

rn
 to

 m
ot

h-
er

s 
w

ho
 r

ec
ei

ve
d 

in
ad

eq
ua

te
 p

re
na

ta
l c

ar
e 

ar
e 

gr
ea

t i
n 

te
rm

s 
of

su
bs

ta
nd

ar
d 

sc
ho

ol
 p

er
fo

rm
an

ce
, e

xp
en

si
ve

 h
ea

lth
 c

ar
e,

 s
oc

ia
l

se
rv

ic
es

, e
tc

.

W
e 

kn
ow

 th
at

 s
ta

nd
ar

di
ze

d 
te

st
s 

ar
e 

cu
ltu

ra
lly

 b
ia

se
d 

an
d 

ar
e

no
t a

n 
ef

fe
ct

iv
e 

m
ea

su
re

 o
f 

a 
pe

rs
on

's
 jo

b-
re

la
te

d 
ab

ili
tie

s 
or

, f
or

th
at

 m
at

te
r,

 th
ei

r 
ab

ili
ty

 to
 le

ar
n 

ho
w

 to
 le

ar
n.

W
e 

kn
ow

 th
at

 p
re

sc
ho

ol
 p

ro
gr

am
s 

su
ch

 a
s 

H
ea

d 
St

ar
t e

na
bl

e 
di

s-
ad

va
nt

ag
ed

 c
hi

ld
re

n 
to

 d
o 

be
tte

r 
in

 s
ch

oo
l a

nd
 th

at
 r

et
ur

n 
on

 th
e

in
ve

st
m

en
t i

s 
gr

ea
t.
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W
e 

kn
ow

 th
at

 th
e 

so
ci

al
 c

ap
ita

l i
nv

es
tm

en
ts

 in
 c

hi
ld

re
n 

be
fo

re
be

gi
nn

in
g 

sc
ho

ol
 p

ro
du

ce
 a

n 
im

pr
es

si
ve

 r
et

ur
n 

in
 te

rm
s 

of
 s

ch
oo

l
pe

rf
or

m
an

ce
 a

nd
 o

bv
ia

tin
g 

ot
he

r 
do

w
ns

tr
ea

m
 s

oc
ia

l c
os

ts
.

W
e 

kn
ow

 th
at

 th
er

e 
ar

e 
yo

un
g 

pe
op

le
 g

ra
du

at
in

g 
fr

om
 h

ig
h

sc
ho

ol
 w

ho
 a

re
 c

ap
ab

le
 o

f 
co

lle
ge

 a
nd

 o
th

er
 p

os
t-

se
co

nd
ar

y 
ed

u-
ca

tio
n 

bu
t c

an
no

t a
ff

or
d 

it.

W
e 

kn
ow

 th
at

 in
 o

rd
er

 f
or

 s
tu

de
nt

s 
to

 e
ff

ec
tiv

el
y 

le
ar

n 
ho

w
 to

le
ar

n 
re

qu
ir

es
 a

n 
ac

tiv
e 

ra
th

er
 th

an
 p

as
si

ve
 r

ol
ee

du
ca

tio
n 

an
d

le
ar

ni
ng

 a
re

 m
os

t e
ff

ec
tiv

e 
w
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