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Abstract - Investment in education forms the core of human capital development. The theory of human capital which first 

got highlighted in the 1960s has come a long way in explaining the role of education in the countries‟ economic growth. 

Various approaches to human capital research inquire into whether investment in education is fruitful. India lags far behind 

the developed countries but it is fast gearing up for human capital development through various public-private initiatives in 

the education sector. We have tried to present a comprehensive outline of the role of education in human capital 

development from a global perspective with the discussion of major works in the field and at the same time tried to highlight 

developments in the Indian scenario. 
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I. INTRODUCTION 

 

Along with technological progress and use of new 

production techniques, people in the modern world 

have realized that human capital is an important 

component for sustainable growth just as physical 

capital. Investments in education along with health 

form the core of human capital and call for 

international attention. Inter-country and inter-region 

inequality of human capital remains at the centre of 

discussion but gradually the developing nations are 

fast progressing in this area through various public 

and private initiatives. Adequate investment in 

people‟s education generates human capital in the 

form of enhanced capability that positively influences 

the development of a country. In a developing 

country like India where human resource is diversely 

distributed in nature, educational attainment is the 

most useful thing to help individuals overcome 

adversity and contribute to development. For India, 

the interrelation between education, human capital 

and development is difficult to fathom because of the 

dubious quality of education and the faulty 

educational practices. Whereas efficient policies for 

education can clearly lead to significant development, 

the Indian system runs at a much lesser capacity 

because of the loopholes in the educational system. 

Some well-thought-of changes in the educational 

policy and framework can have far- reaching impact 

on development prospect. With proper findings we‟ll 

be able to formulate better policies. 

As a developing country India has to go a long way to 

get the benefits of investment in human capital. The 

process has been started only a couple of decades ago 

with the advent of economic liberalization. Political 

goodwill and efficient strategies by policymakers is 

needed to develop comprehensive goals for better 

training and skills development for a better 

educational environment. More than awarding 

degrees and diplomas, the youth needs to be trained 

in fundamental skills to prepare for the job market. 

As the developing economies like India are gearing 

up with new economic policies and increasing growth 

potential, the employment of the young population is 

taking much vital aspect. The success of all education 

and training has to be measured in terms of 

absorption in the job market. The education  budget 

need to have more allotment of money and there 

needs to be proper channeling of  money to bring up 

educational infrastructure and  devoted professional 

teaching personnel with good supervision capacities. 

In recent times the growth of new management 

courses and leadership building curricula have 

advanced  India  a lot in the human capital front but 

consistency is required in government   policies 

because sometimes change of the government makes 

earlier policies fruitless. 

Here we take a look at recent statistics of how 

budgeted expenditure is allocated in education sector 

-wise in India to further understand where emphasis 

is laid. 

 

II. BUDGETED EXPENDITURE ON EDUCATION BY EDUCATION DEPARTMENT AND OTHER 

DEPARTMENTS BY SECTOR-2014-15 

 

Level/Category 
Expenditure on Education (Rs.Crore) Expenditure as percentage of GDP 

States/UTs Centre Total States/UTs Centre Total 

Elementary Education 177101.91 49600.60 226702.51 1.42 0.40 1.82 
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Secondary Education 108477.13 14144.14 122621.27 0.87 0.11 0.98 

University& Higher 

Education 
54232.46 27064.00 81296.46 0.44 0.22 0.66 

Adult Education 891.31 564.81 1456.12 0.01 0.00 0.01 

Technical Education 39737.20 31115.20 70852.40 0.32 0.25 0.57 

Total(Education) 380440.01 122488.75 502928.76 3.06 0.98 4.04 

Source: Dept. of Higher Education, MHRD, Govt.of India 

 

From the above mentioned table we get the notion 

that in India, for all the sectors of education, States 

bear the major expenditure and the Centre provides a 

supporting role. We can see this expenditure 

measured as percentage of GDP. Also, we find that 

elementary education has the major share in 

budgetary expenditure followed by secondary, 

university, technical and adult education. This is quite 

obvious for a country like India where elementary 

education is a primary need and a vast population of 

youngsters needs to be incorporated in the 

educational orbit. The emphasis of expenditure on 

elementary and secondary education conforms to the 

standards of developing countries that are trying to 

reap benefits of investment in human capital through 

the means of education. Still we find that total 

educational expenditure as percentage of GDP is 

quite low which is a matter of concern for 

development. Hopefully Indian government will 

carefully look into the matter. 

As elementary and secondary educations are given 

primary emphasis by the government it is also 

essential that the rise in basic literacy level is the 

feasible target. We still know that vast numbers of 

people in India are still illiterate, that is, they cannot 

read a simple sentence written in any language but 

the scenario is changing for the better. Here NSS data 

give us much hope. We present here comparative data 

of NSS 64th round (2007-08) and &71st round (2014) 

on education. 

 

III. COMPARISON OF LITERACY RATES (%) FOR PERSONS IN DIFFERENT AGE GROUPS FOR 

RURAL AND URBAN POPULATION 

 

Age 

 

 

Rural Urban Rural+Urban 

Male Female Person Male Female Person Male Female Person 

2014(NSS71stRd.)          

Age 5 & above 80.3 62.4 71.4 91.0 80.9 86.1 83.6 68.1 76.0 

Age 7& above 79.8 61.3 70.8 91.1 80.8 85.9 83.2 67.1 75.4 

Age 15 & above 75.0 53.1 64.1 89.7 77.9 84.0 79.8 60.8 70.5 

All Age (0 & above) 72.3 56.8 64.7 83.7 74.8 79.5 75.7 62.0 69.1 

2007-08(NSS 

64thRd.) 
         

Age 5 &above 76.8 57.3 67.3 89.7 78.1 84.2 80.3 62.7 71.8 

Age 7 & above 77.0 56.7 67.0 89.9 78.1 84.3 80.5 62.3 71.7 

Age 15 & above 71.8 47.5 59.7 88.7 74.6 82.0 76.7 54.9 66.0 

All age (0 and 

above) 
68.4 51.1 60.0 82.2 71.6 77.1 72.1 56.3 64.5 

Source: NSS 71st round report 
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Literacy rate is one of the main characteristics to 

indicate the socio-economic progress of the country 

and hence we have to look at the scenario in 71st 

round compared to 64th round NSS.As we can see 

from the above mentioned table, male literacy rate is 

comparatively higher than female literacy rate in all 

the age groups. This is quite natural given that the 

access to education for male child is easier than the 

female child – a known discriminatory practice in 

India. The data further indicates that gap in literacy 

rates across rural-urban and male-female had reduced 

in 2014 over 2007-08. Adult literacy (age 15 years 

and above) rate in India (rural+urban) was around 

71% in 2014 as compared to 66% in 2007-08. It is 

noticeable that literacy rates in rural India was much 

lower in comparison to their urban counterparts for 

all-age groups, though female literacy rates, 

especially in rural areas, had increased markedly for 

all ages in 2014 over 2007-08.Definitely the literacy 

situation looks better than before though lots of 

improvements are still needed. 

Human Capital Theory gives rise to the notion that 

investment in people is necessary for individuals and 

society to be economically better off. Education is 

considered as the most important part of human 

capital investment. As a merit as well as a public 

good, education is responsible for a number of 

externalities which are often beyond the scope of 

standard measurement. Education not only provides 

knowledge but also improves economic capabilities 

of people and help people take part in society‟s 

development as a whole. Education makes people 

smart enough to make moral, rational and ethical 

choices among given alternatives and take 

appropriate action. Improved educational practice is 

also related to better health and nutrition, control of 

population growth and overall better quality of life. 

Education opens the doors to new horizons of thought 

and engages citizens in the democratic and liberal 

process of the country and makes possible inclusive 

growth. Along with health parameters, education 

develops the skilled manpower that is essential for 

any developed or developing country to augment 

economic and social development. It has also been 

observed that educational attainment has significant 

bearing on health and life expectancy. So, the entire 

field of human capital is essential for developing 

skilled manpower that helps augment economic 

growth. 

To see the relationship between education and the 

various social developmental indicators we have 

measured simple Pearson‟s correlation coefficients. 

Through examining these coefficients we can tell 

whether education has favourable effect on the social 

development. 

We have taken Gross Enrolment Ratio and Literacy 

Rate as representative of educational standard. We 

shall see the correlation of these two with other social 

development indicators. All measures are taken for 

the year 2011-12. 

 

IV. CORRELATIONS 
 

 

Gross 

Enrolment 

Ratio 

Literacy 

Rate 

Life 

Expectancy 

at Birth 

Human 

Develop 

Index 

Infant 

Mortality 

Rate 

Total 

Fertility 

Rate 

Poverty 

Rate 

Gender 

Develop 

Index 

Gender 

Emp 

Measure 

Gross 

Enrol 

Ratio 

1 

 

.569** 

 

.386 

 

.511* 

 

-.463* 

 

-.381* 

 

-.294 

 

.492** 

 

.493** 

 

Literacy 

Rate 

.569** 

 

1 

 

.683** 

 

.858** 

 

-.739** 

 

-.560** 

 

-.564** 

 

.807** 

 

.295 

 

Life Exp 

at Birth 

.386 

 

.683** 

 

1 

 

.861** 

 

-.887** 

 

-.691** 

 

-.823** 

 

.799** 

 

.400 

 

Human 

Devt 

Index 

.511* 

 

.858** 

 

.861** 

 

1 

 

-.822** 

 

-.734** 

 

-.815** 

 

.900** 

 

.662** 

 

Infant 

Mort. 

Rate 

-.463* 

 

-.739** 

 

-.887** 

 

-.822** 

 

1 

 

.696** 

 

.655** 

 

-.850** 

 

-.536* 

 

Total Fert. 

Rate 

-.381* 

 

-.560** 

 

-.691** 

 

-.734** 

 

.696** 

 

1 

 

.581** 

 

-.598** 

 

-.538** 

 

Poverty 

Rate 

-.294 

 

-.564** 

 

-.823** 

 

-.815** 

 

.655** 

 

.581** 

 

1 

 

-.463** 

 

-.381* 

 

Geder 

Develop 

Idex 

.492** 

 

.807** 

 

.799** 

 

.900** 

 

-.850** 

 

-.598** 

 

-.463** 

 

1 

 

.369* 

 

Gender 

Emp 

Measure 

.493** 

 

.295 

 

.400 

 

.662** 

 

-.536* 

 

-.538** 

 

-.381* 

 

.369* 

 

1 

 

**. Correlation is significant at the 0.01 level 

*. Correlation is significant at the 0.05 level 

Source: Author’s calculation 

 

First, Let us consider correlation of Life Expectancy 

at Birth with GER and Literacy Rate. Here we see 

that with GER it has positive correlation .386 which 

is positive but not significant although in case with 
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Literacy Rate the correlation coefficient is .683 which 

is positive and significant at 0.01 level. With growth 

in education the Life Expectancy at birth become 

higher mainly because of increased knowledge about 

healthy lifestyle and medical facilities. 

The correlation coefficient between Human 

Development Index (HDI) and GER is .511 which is 

positive and significant at the 0.05 level. With 

Literacy Rate we find higher correlation coefficient 

.858 which is significant at the 0.01 level. Both these 

coefficients show that increasing level of education 

enhances Human Development and has the positive 

relation with HDI. 

The correlation of GDI with GER and Literacy Rate 

respectively also throws up positive coefficients. This 

is simply because education acts as the affirmative 

provider of Gender Development as an important 

factor. With GER, GDI has correlation coefficient of 

.492 which is significant at the 0.01 level. Further 

with Literacy Rate, the correlation coefficient is even 

greater at .807 which is significant at the 0.01 level. 

This clearly shows the positive influence of education 

on the Gender Development Index. 

Coming to Gender Empowerment Measure, another 

important Gender equality measure introduced by 

UN, the coefficient with GER is at .493 which is 

significant at the 0.01 level. With Literacy Rate, the 

correlation coefficient is .295 which is positive 

though not significant. The coefficients here indicate 

the positive influence of education on Gender 

Empowerment. 

We now come to the social development indicators of 

which an increase suggests decrease in development. 

The first of this is Infant Mortality Rate. In a society, 

the IMR is supposed to be higher with illiteracy and 

lack of education not only because of the lack of 

medical facilities for the delivery and neonatal 

treatment but also for the lack of various health 

related knowledge that pregnant women need to have. 

With increased education level in the society this 

situation improves and more healthy mothers can be 

expected to bring down the Infant Mortality Rate. 

Here we see correlation coefficient with GER is -.463 

which is significant at the 0.05 level. With Literacy 

Rate the coefficient is -.739, negative and significant 

at the 0.01 level. The negativity of the correlation 

coefficients is as expected beforehand. 

Total Fertility Rate is another indicator that can be 

affected by the level of education. With increased 

educational level mothers are expected to have less 

number of babies bringing the Fertility Rate down. 

This happens because being educated well, women 

are expected to marry late for career concerns and 

also the expected standard of child bearing increases 

with education. In the states with higher education 

TFR is expected to be lower. Looking at the 

correlation coefficients, we find that with GER it is at 

-.381which is significant at the 0.05 level. Further 

with Literacy Rate the coefficient is at -.560 which is 

significant at the 0.05 level. Here both negative 

coefficients reflect the inverse relationship of the 

TFR indicator with education .Increased level of 

education leads to decreased Total Fertility Rate. 

Poverty Rate is the indicator of social development 

that is much important for various analyses. 

Increasing rate of poverty is associated with low level 

of education. The results found here comply with this 

observation. We can see, with GER the correlation 

coefficient is -.294 which though not significant 

reflect the negative relation. With Literacy Rate 

however the correlation coefficient is -.564 that is 

significant at the 0.01 level. These two negative 

coefficients clearly affirm the inverse relationship of 

education with Poverty Rate. 

We see that all coefficients of correlations have 

expected signs and most of them are significant also. 

The statistical analysis used here is very simple, the 

group of states taken here are highly heterogeneous 

and there can be several factors influencing 

development other than education. Nevertheless, a 

strong relation between education and social 

development is found, that is to be mentioned. 

In traditional economics only physical capital was 

recognized as a capital for many decades. There was 

no existing economic interpretation of human capital 

in the standard economic literature. Economists 

during the late 1950s, while analyzing the aggregate 

production function found that the rapid post-war 

growth could not be explained simply through the 

help of labour and physical capital. Some economists 

propagated that the inexplicable rapid growth was 

due to inappropriate modification for improvement in 

the quality of physical capital and the adjustment of 

technical progress in that capital. Others (e.g.  

Denison (1962), Griliches and Jorgenson (1964) ) 

have suggested that the omission that concerned them 

the most was the unclear indication of human factor. 

The residual for inexplicable growth was at first 

thought to be related to technology (Solow 1957). But 

later the residual was found to incorporate 

developments in the standard of human capital 

(Denison ‟62, Griliches and Jorgenson‟64) and 

investments in human beings (Schultz‟59,‟61). 

In this context it would be worthwhile to discuss the 

early economic viewpoints in brief. 

 

V. EDUCATION AND HUMAN CAPITAL: THE 

EARLY ECONOMIC VIEWPOINTS 

 

Though Human Capital Theory was properly 

discussed in economic literature of the mid 20th 

century, it was conceptualized many years ago. The 

most eminent economists to work in this area were 

Adam Smith, John Stuart Mill, Alfred Marshall and 

Irving Fischer. In 1776, Smith published his “Inquiry 

into the wealth of nations” where he emphasized that 

human effort is the backbone for all kinds of wealth. 

He sufficiently laid the foundation of all discussions 

on productive human capital - 
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According to Adam Smith labour inputs are not only 

quantitative but also qualitative in nature including 

factors like acquired and useful abilities of all the 

members of labour force. He also suggested that 

ability acquired through education and training has a 

real expense which is a form of capital. 

Around 1848, John Stuart Mill argued that human 

abilities simply could not be reasonably counted as 

wealth. He commented that however precious may be 

the virtues and accomplishments of the members, it 

cannot be called wealth unless it is marketable to 

attract material wealth of other countries. 

Around 1890. Alfred Marshall proposed a slightly 

changed concept of human capital. Acknowledging 

the views of Smith in which personal wealth includes 

energies, faculties, habits which directly take part in 

people‟s aptitudes, Marshall further included personal 

wealth in the wider ambit of capital. According to 

Marshall, capital consists of all the collective 

prerequisites for production of material goods and for 

gaining financial leverage as part of earning potential. 

He considered the main stock of capital as beneficial 

to production rather than as direct source of 

gratification. Despite acknowledging Smith‟s view 

point, Marshall purposefully entered economic 

discussion on human ability as agent of production 

like Mill to avoid inclusion of human capital because 

it lacked the value for market exchange. 

In the line of empirically correct definitions of wealth 

and capital provided by Mill and Marshall, Fischer 

(1906) modified the definition to include quality of 

men as more important than marketed values. Fischer 

agreed to the empirical problem of valuating human 

abilities and called out future economists to work 

hard for a feasible solution. Fisher included human 

beings in the broadest source of wealth and 

commented that human participation in production 

process constituted a form of capital. 

While we have discussed the early economic 

viewpoints, it is simultaneously important to come to 

the foundation studies in this field that started 

appearing in economic literature around 1960s 

through the contribution of several economists 

including Mincer, Fabricant, Abramovitz, Becker and 

Schultz. 

 

VI. ECONOMIC FOUNDATION AND 

BENCHMARK STUDIES ON HUMAN 

CAPITAL 

 

Fabricant (1959) studied US productivity between 

1889-1957. He came up with the result that due to 

different methods and assumptions regarding 

productivity figures, sometimes underestimation of 

human capital investments and overestimation of 

productivity occurred. He therefore emphasized the 

role of human capital throughout his paper. He 

incorporated all developments in society‟s 

educational capacity and training in society‟s 

intangible capital or human capital as it aided in 

production. Irrespective of individual or collective 

investment for economic gain or in the path of 

reaching other goals, Fabricant sorted out statistical 

problems through coming up with alternative labour 

and capital indexes as well as their efficiency for 

measures of production. He recommended the 

creation of a new index including weighted labour 

and capital inputs .He further commented that part of 

the intangible or human capital can be attributed to 

weighting the labour index that reflects qualities 

beyond given quantities. 

 

Abramovitz(1956) emphasized on accounting for 

indefinable capital inputs and observed that national 

output advanced at a higher rate than basic inputs 

could exemplify. He called the gap between output 

and explained inputs as a “statistical measure of 

ignorance”. 

 

Gary Becker(1960) studied differences in personal 

incomes for college graduates in the US. He tried to 

fathom if national expenditure on higher education 

was enough and if the quality of US college students 

could be bettered off. Becker evaluated personal 

incomes of college graduates vis-à-vis high school 

graduates. The differences in income between the two 

groups were then contrasted to costs of attending 

college so that Becker was able to calculate a rate of 

return on investment in college education. His 

research hypothesis was “If this rate of return was 

sufficiently higher than the rate obtained on tangible 

capital, there would be occurrence of under 

investment in college education. Conversely if the 

rate of return was lower than the rate of return on 

investment in tangible capital, there would be 

evidence of overinvestment in college education. 

After making variables adjustments, Becker derived a 

rate of return on college education that ranged from 

7% to 9% .Whereas he estimated 8% average rate of 

return on traditional capital. Becker expressed his 

view that direct returns alone do not seem to 

substantiate increase in college expenditure. He 

immediately supported the statement by stating that 

investment in college education gave rise to 

individual return apart from direct returns. Therefore 

a clear perception about the quantum of 

underinvestment in college education is not possible. 

Becker went on to state that many bright students 

didn‟t attend college because of personal financial 

constraints. According to him, a rise in the proportion 

of eligible persons going to college would increase 

the average return from investment in college 

education. Though Becker was unable to support the 

hypothesis of underinvestment in college education, 

the framework and scope of his study supplied 

important methodology for analysis of investments in 

human capital. 

In 1964 Becker‟s book on Human Capital came out 

as a crucial work in this area.  In this book Becker 

took recourse from the total returns approach to find 
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out the rates of return on human capital investments 

in education and training. Later with the help of this 

work he formulated a methodology for utilizing cost 

of education and economic returns on educational 

investment as input to get a preliminary rate of return 

on the costs. This is known as a major work in human 

capital development. 

 

Schultz (1961) explored the concept of human capital 

for agricultural economy and amalgamated it with 

other studies to properly support the human capital 

theory. He held the view that skills and knowledge, 

acquired by people in the society are not a form of 

capital as an outcome of predetermined investment. 

That it had grown in western countries at a much 

faster rate than traditional capital points to the fact 

that its growth may well be the most distinctive 

feature of economic system. Schultz further 

mentioned five major types of investment which 

ensure improved human capital- 

 

1. Health- related services comprising of all 

expenses influencing life expectancy, strength 

and stamina of people. 

2. Training provided during job tenure including 

apprenticeship. 

3. Formal education at elementary, secondary and 

higher levels. 

4. Educational schemes for adults except firms‟ 

extension program as in agriculture. 

5. Migration of people to avail job opportunities. 

 

We shall mainly deal with no. 3 in our research. 

The issue of economic growth residual was also taken 

care of by Schultz in 1963.He identified education as 

human capital forming and contributing to economic 

growth.  He associated knowledge with schooling and 

the academic research curriculum. Schultz asserted 

that the major part of the cost of schooling was 

provided by students because of earnings given up for 

attending school. Subsequently, he stated that private 

returns to students should be higher than social 

returns to total investment. 

 

Denison (1962) studied US economic growth with the 

help of aggregate production function model. He 

primarily took land, labour and physical capital inputs 

and then adjusted labour inputs to reflect different 

wage rates by using index construction techniques of 

other economists (Abramovitz 1956, Fabricant 1959, 

Kendrick, 1961). Additionally Denison‟s indexes 

clearly specified the effects of education level on 

wage rates thereby clarifying a significant portion of 

unexplained economic growth. 

In a brief, pointing to the significance of investment 

in human capital, Denison calculated average annual 

growth rate determined by real national income to be 

2.93% during the 1929-1957 period. He estimated 

that 2.0% of this growth was due to an increase in 

total inputs together with 0.67% due to education. 

Integrating the 0.93% residual, Denison created seven 

qualitative categories and allotted 0.59% of those of 

knowledge. Indicating an indivisible relationship 

between education and knowledge, Denison‟s 

estimates pointed to the fact that human capital 

investment was responsible for at least 43% of 

National Income growth. Denison did a similar study 

in 1974 but the ensuing share of education to 

economic growth remained almost the same as it was 

before. 

 

Researchers following the neoclassical growth model 

have suggested that agents have to distribute 

resources between producing goods and producing 

knowledge. In the neoclassical model generally 

decisions to pursue knowledge are now endogenous. 

On the other hand the endogenous growth models are 

a recent concept and they have sufficiently influenced 

the modern growth theory. 

In the modern theory of endogenous growth 

economic efficiency is captured both in terms of  

physical and human capital and technological 

innovations as well as improvement in skills have 

been considered as the key sources of economic 

growth. They were emphasized by Lucas („90,‟93) 

and Romer („90,‟94). This enhanced version of 

endogenous growth theory reduced the limitations of 

neoclassical growth model by allowing increasing 

returns to scale through endogenous technological 

progress connected to human capital accumulation. 

Lucas („88), Romer („90) and Barro(„91) reported 

significant positive effects of education on economic 

growth. Romer („90) went on to state that growth 

productivity depends on existing stock of ideas and 

the number of individuals working on those ideas. 

Barro („ 99) conducted a cross country regressions on 

100 countries and found that economic growth 

between 1960 and 1995 was positively related to the 

base level(1960), secondary and higher levels of 

educational standard of the adult population. 

 

 

Jacob Mincer (1958) observed the pattern of 

inequalities in personal incomes through a model 

noting the inadequacy of existing research in 

highlighting the disproportionate details rather than 

the statistical construction behind the details. Mincer 

stated that education and training right away 

influenced human capital and personal income. 

Mincer stated that years of work devoted to obtain 

education instead of work were usually paid off by 

higher earnings. Professions requiring relatively high 

level of education offered higher salaries at least 

sufficient to ensure that a lifetime of earnings 

matched the present value of remittances received by 

workers with less education. 

Mincer also found two important correlations in the 

age-earnings profile- “As more skill and experience 

are acquired through the years, earnings rise.” and “In 

advanced ages a deterioration of productive 



International Journal of Management and Applied Science, ISSN: 2394-7926                          Volume-5, Issue-11, Nov.-2019 

http://iraj.in 

The Role of Education in Human Capital Development 

 

56 

performance takes place leading to a fall in the 

earnings.” Apart from the important correlations he 

found, Mincer also observed lesser fall in later years‟ 

income for the high earners, from which he 

concluded that changes in the prototype of age 

influencing production performances differ among 

occupations as well as among persons. 

An increasing path of earnings may be justified for a 

high skilled profession like medical surgery, where 

income match compensation for formal advanced 

education and training and compensation for value- 

added work experience. Mincer therefore concluded 

that inter- occupational differentials in earnings are 

due to differential training while intra- occupational 

differences come up when venture in human capital 

covers the experience on the job. 

In 1974 Mincer also formulated a Human Capital 

Earnings Function which is very helpful in studies of 

human capital and earnings prospects. 

In this context we are interested to see the Indian 

scenario of education and earnings. We present here 

tables of average wage data per day by rural and 

urban sectors and broad education category- 

 

VII. AVERAGE WAGE/SALARY EARNINGS PER DAY RECEIVED BY REGULAR 

WAGE/SALARIED EMPLOYEES OF AGE 15-59 YEARS BY SECTOR (INDUSTRY) OF WORK AND 

BROAD EDUCATION CATEGORY FOR RURAL PERSONS IN INDIA (1999-2000) 

 

( Rs. 0.00) 

 

Industry Division 

 

 

 

Not 

Literate 

 

 

Literate & 

Up to 

Middle 

 

 

Secondary & 

Higher 

Secondary 

 

 

Graduate & 

Above 

 

 

All 

 

 

Sample 

Persons 

Agriculture  
43.27 

 
60.88 121.84 274.71 65.88 2240 

 

Mining & Quarrying 
 

140.09 

 

119.36 

 

152.43 

 

241.83 

 

140.16 

 

205 

 

 

Manufacturing (Group-1) 
 

53.47 

 

69.65 

 

95.19 

 

167.12 

 

77.66 

 

1303 

 

Manufacturing(Group-2) 

 
 

84.45 

 

73.60 

 

114.96 

 

195.44 

 

96.41 

 

1185 

 

 

Electricity ,Gas & Water 
 

140.96 

 

174.96 

 

231.98 

 

237.27 

 

197.54 

 

373 

 

Construction  
87.12 

 
95.01 133.78 183.75 104.66 285 

 

Trade 
 

69.44 

 

55.02 

 

62.07 

 

126.05 

 

64.90 

 

984 

 

Transport & Storage etc. 

 
 

98.15 

 

97.64 

 

123.67 

 

189.95 

 

112.29 

 

1542 

 

 

Services (Group-1) 
 

89.08 

 

127.68 

 

144.79 

 

193.59 

 

155.69 

 

478 

 

Services (Group-2)  79.98 157.12 171.95 219.80 177.18 7868 

 

Private hhs. With Employed 

Persons 

 
31.57 

 

58.31 

 

118.69 

 

83.70 

 

49.25 

 

286 

 

Sample Persons 

 

 

 

2480 

 

5466 

 

5694 

 

3095 

 

16751 

 

X 

 

 

VIII. AVERAGE WAGE/SALARY EARNINGS PER DAY RECEIVED BY REGULAR 

WAGE/SALARIED EMPLOYEES OF AGE 15-59 YEARS BY SECTOR (INDUSTRY) OF WORK AND 

BROAD EDUCATION CATEGORY FOR URBAN PERSONS IN INDIA (1999-2000) 

 

(Rs. 0.00) 

 

Industry Division 

 

 

Not Literate 

 

Literate & 

Upto Middle 

 

Secondary & 

Higher 

Secondary 

 

Graduate & 

Above 

All 

 

Sample 

Persons 

 

Agriculture  57.92 94.38 150.77 490.41 137.90 412 
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Mining & Quarrying 

 

 

170.11 

 

323.12 

 

212.46 

 

296.79 

 

257.16 

 

609 

 

Manufacturing 

(Group-1) 

 

 

 

64.37 

 

82.27 

 

106.00 

 

208.76 

 

96.58 

 

3902 

 

Manufacturing 

(Group-2) 

 

 

 

77.96 

 

9.04 

 

180.42 

 

259.28 

 

165.40 

 

4800 

 

 

Electricity, Gas & 

Water 

 

 

161.79 

 

184.61 

 

236.70 

 

328.05 

 

246.86 

 

742 

 

 

Construction 

 

 

84.07 

 

90.61 

 

138.51 

 

268.27 

 

133.59 

 

695 

 

Trade 

 

 

 

62.70 

 

70.70 

 

104.96 

 

216.50 

 

100.27 

 

5206 

 

 

Transport & Storage 

etc. 

 

 

101.88 

 

120.67 

 

177.85 

 

250.09 

 

162.04 

 

3940 

 

 

Services (Group-1) 

 

 

82.01 

 

110.76 

 

177.07 

 

334.94 

 

263.87 

 

2428 

 

 

Services (Group-2) 

 

 

 

101.13 

 

129.62 

 

188.91 

 

269.57 

 

206.43 

 

15539 

 

Private hhs. With 

Employed Persons 
 37.95 54.80 95.73 119.57 49.38 1164 

Sample Persons  3276 12167 12948 11018 39448 X 

Source: NSS report no. 458,55th Round (July 1999-June 2000) 

 

In these table for both the rural and urban sectors 

average earnings increase with increasing levels of 

education for workers. There is a clear impetus for 

increased educational status among Indian workers as 

evident from these tables. 

 

While discussing the contribution of education in 

Human capital development particularly in the Indian 

context, we need a clear understanding of the 

conceptual framework of the study which we shall 

discuss now. 

IX. CONCEPTUAL MODEL OF EDUCATION 

AND HUMAN CAPITAL DEVELOPMENT 

 

Here it won‟t be unnecessary to present a conceptual 

model of education and human capital development 

.Economists and social researchers mainly focus on 

the bottom two layers, 

While educational researchers mainly take an interest 

in the teaching and learning process. Usual end points 

for educational research become starting points for 

the economists‟ researches.  
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X. METHODOLOGICAL APPROACHES IN 

CONTEMPORARY RESEARCH 

 

There are mainly three methodological approaches 

that have been used in research involving education 

and human capital. These methodologies bring out 

the economic contribution of education. 

1. Production Function Approach 

2. Human Capital Formation or the Aggregate 

Accounting Approach 

3. Rate of Return Approach 

According to Blaug („66) the Production Function 

approach is based on the marginal productivity theory 

of distribution and includes the idea of a 

mathematical production function in its core. It is one 

of the major methodological attempts to explain the 

residual unexplained national output .In the beginning 

the unexplained proportion of economic growth in a 

production function residual was treated as the 

contribution of education to economic growth. 

Solow(„57) Svennilson(„64) and Denison(„62) 

suggested that improvements in the quality of labour 

force including increased education were essential 

along with other factors- like technological progress 

and economies of scale to form an important part of 

the residual .Later economists like Griliches and 

Jorgenson („66) also held the same opinion and 

argued that the residual was not „a coefficient of 

ignorance‟ as some critics (Balogh‟ 63) argued. 

Human capital forms a significant part of the residual. 

Though the residual was believed to include 

economies of scale, technical progress, external 

economies, improved health, education and skill of 

labour force, better management etc, education was 

primarily considered as the most important among all 

these factors. 

Human Capital Formation or aggregate accounting 

approach attempts to estimate the stock of education 

inherent in the labour force.  The same methodology 

as used to measure the stock of physical capital in a 

nation is employed to estimate the stock of human 

capital. With due regards to Schultz as the father of 

the concept of human capital, Blaug carefully 

explained that the Schultz- type study looks at the 

stock of education as an aggregate investment 

compensating the opportunity cost which is an 

alternative to treating last year‟s educational 

attainment as stock. 

 

According to Blaug, measurement of the returns to 

education or the rate of return approach gives rise to 

practical questions- „Is it a worthwhile investment 

compared to other investment options?‟ To measure 

usefulness, this approach either uses the weightage on 

business capital to discount returns on investment in 

education or formulates an internal rate of return on 

investment in education. We do a cost- benefit 

analysis in this case considering the purchase of 

education as the same process as the purchase of any 

capital asset. Referring to Mincer‟s (1958) study, 

Blaug came out with the implication of rising 

educational standard on the distribution of income in 

the long run and showed the way to estimate rates of 

return to education. Blaug referred to Becker‟s study 

of human capital as the most important theoretical 

work in this line. 

 

In the Indian context rates of return to education has 

been calculated by different economists over the 

years among whom Blaug, Psacharopoulos, Tilak, 

Duraisamy, Agrawal, Rani and Singhari and 

Madheswaran are important contributors. We present 

below a compact table of the measured rate of returns 

at different levels of education by different 

economists. 

 

XI. PRIVATE RATES OF RETURN TO EDUCATION BY LEVELS FOR TOTAL WORKERS IN 

INDIA (IN PERCENTAGE) 

 

Author(s) Primary Middle Secondary Graduate 

Blaug(1972) 16.5 14.0 10.4 8.7 

Psacharopoulos(1973) 24.7 19.2 ----- 14.3 

Husain(1967) ---- ---- 4.8 12.0 

Tilak(1987) unadjusted 33.4 25.0 19.8 13.2 

Tilak(1987) adjusted 7.8 8.5 Negative 6.8 

Recent Studies     

Duraisamy(2002) unadjusted 7.9 7.4 17.3 11.7 
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Duraisamy(2002) adjusted 7.8 7.4 17.7 12.7 

Agrawal(2011) 5.5 6.1 12.2 15.9 

Rani(2014) 1.3 ---- 3.7 15.4 

Singhari&Madheswaran 

(1983) 
11.5 4.0 7.1 10.0 

Singhari & Madheswaran 

(1993-94) 
8.1 3.6 9.3 7.1 

Singhari & Madheswaran 

(2004-05) 
15.1 5.2 12.0 12.6 

Singhari & 

Madheswaran(2011-12) 
9.3 5.2 10.2 11.5 

Source: Singhari & Madheswaran (2016) 

 

In pre -2000 studies the rate of returns on primary 

education in most cases seems to be higher than 

others except by Tilak in 1987.High rate of return in 

this sector is a characteristic for developing countries 

as we have seen that most of the funds are allocated 

in the budget for primary or elementary education. In 

the studies post -2000 as in Agrawal (2011) the rate is 

monotonically increasing with level showing that 

there is an incentive to participate in higher studies. 

However there are disparities as shown in the table 

among the different studies and comprehensive 

measures need to be found. 

 

XII. MORE ON THE INDIAN SCENARIO 

 

Though a considerable number of studies have been 

done in Indian context there needs to be more studies 

regarding education and human capital. 

Nalla Gounden („67) estimated that about 7% of the 

growth of income in India was accounted for by 

education. 

 

Tilak („87) has estimated in details rates of return by 

levels of education, by caste groups, by gender and 

by rural and urban regions. According to Tilak, the 

economic return to education in India is calculated to 

be reasonably high. It can be compared to rate of 

return to investment in physical capital. It also looks 

good in comparison with rate of return to education in 

other developing and developed countries and has the 

tendency to increase further. 

 

Duraisamy and Duraisamy („95) also estimated rate 

of return to higher education  and Duraisamy ( 

2002)estimated changing rates of return to education 

over a time period with the help of national level 

household surveys. 

 

Dholakia („74) tried to quantify the role of education 

to economic growth in India and calculated it to be 

14.01% during 1948-49 to 68-69. According to 

Psacharopoulos („73) it was as high as 34.4% But 

Loh („95) using 1971-81 data calculated 

corresponding ratio to be 27%. These estimates differ 

from each other possibly due to differences in sources 

of data for the distribution of workers by education 

and the weighting system and to some extent in the 

methodology. 

 

Mathur and Mamgain (2004) using recent data also 

found significant positive effects of education on 

economic development (NSDP per capita) by 

increasing levels of education. 

 

Sivasubramonian (2004) also found significant 

positive impact of education on economic growth in 

India though he used time series data. However 

research findings are not unanimous on positive role 

of education in economic growth. Bowman („80) 

Islam („95), Benhabib and Spiegel („94) were of the 

opinion that either education does not contribute to 

economic growth or the effect has been 

overemphasized. Most studies however note that 

measurement error in schooling or a tendency for 

more highly educated workers to enter the sectors of 

the economy whose contribution to GDP are 

systematically under measured could bias their 

results. 

 

End of the day what really matters is how much 

public money is spent on education. Below we have 

mentioned three graphs – the first one a comparative 

study of India and the world, the second one for India 

over the years showing contribution of states and 

centre and the third for the Indian states. These 

graphs show the scenario of public expenditure in the 

education sector. While OECD countries are the top 

for spending, India falls in between the world and the 

South Asian countries‟ graph. The states are greater 

contributor to education while centre takes a 

supporting role. Mizoram, Assam, Himachal Pradesh, 

Nagaland are the states that spend higher proportion 

of their GSDP  and states and UTs like Delhi , 

Chandigarh, Gujarat, Punjab, Tamil Nadu, 

Maharashtra are on the lower side of spending 

proportion of their GSDP. It is obvious that the lower 

GSDP states spend proportionally higher than the 

comparatively higher GSDP states. 
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XIII. PUBLIC SPENDING ON EDUCATION AS 

% OF GDP 

 

 
Source: Word Bank Database 

 

XIV. EXPENDITURE ON EDUCATION AS % 

OF GDP INDIA 

 

 
Source: Economic Survey 

 

XV. EXPENDITURE ON EDUCATION AS 

PERCENT OF GSDP(2012-13) FOR INDIAN 

STATES 

 

 
Source: Economic Survey 

 

Basic education has been given priority in the country 

since independence. In the recent past, Sarva Siksha 

Abhiyan has been launched by Govt. of India, in 

recognition of the need for Universal Elementary 

Education which accounts for largest share of the 

central expenditure on education. Although, India has 

been witnessing tremendous progress in elementary 

education since the early 1990s, and has also emerged 

as an important player in the worldwide information 

technology, it‟s secondary and higher secondary 

education continue to remain underdeveloped and 

neglected. The States generally decide on their own 

secondary education system and the related policies 

within a national framework. Given the limited public 

resources, the private sector has largely influenced 

the pace of growth of secondary education during the 

last two decades. While the focus of the Govt. is to 

make the elementary education both universal and 

compulsory through Right to Education Act, the aim 

regarding secondary education is to make it universal 

only (not compulsory). Expenditure on education as 

per cent of GDPFrom the second graph, we see that 

in India total expenditure on education as percentage 

of GDP was highest (4.14%) in 2000-01 but this level 

could not be sustained in the following year and came 

down to 3.26% in the year 2004-05. After that, it 

again started increasing but at a very slow rate. If we 

look at the percentage for Centre and States 

separately, we find that centre‟s share shows an 

increasing trend over the years and has gone up from 

0.51% in 2000-01 to 1.16% in 2012-13, while state‟s 

share has declined from 3.63% in the year 2000-01 to 

3.13% in 2012-13 . The total expenditure on the 

Revenue Account at the all India level during 2012-

13 formed 27.80% of the total Gross Domestic 

Product (GDP) and only 3.45% of the GDP was 

provided in the budgets of the education departments. 

When the provision for education for all departments 

including education departments is taken into account 

this percentage works out to be 4.29%. 

 

XVI. UNRESOLVED ISSUES AND RESEARCH 

PROSPECTS 

 

Though significant work on human capital has been 

done in India much more needs to be done. We have 

sorted out that education has much positive effect on 

human capital and earnings. We shall now measure 

the returns to education throughout India across class, 

gender, urban and rural variations. We shall also try 

to find whether these trends have increasing or 

decreasing or normal functions. 

The next prospect comes in where Human Capital 

measurement is required. We have found Mean Years 

of Education or School enrolment ratio being proxy 

for human capital but there is no defined Human 

Capital Index that captures the educational effect on 

Human capital. Our effort should be in the direction 

of building one such Index for the future. 

We have to assess the aspects of human capital values 

in education and the quality and attitudinal changes 

that education brings to the extent that some 

important factors are left out of the real contribution 

of education to economic growth and more widely 

welfare remains understated. 

 

Mean Years of Schooling estimates for India for „95-

„96 are higher than only those of the sub- Saharan 

African and South Asian region. Dismal picture of 

education for India necessitates due important of 
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Human Capital rather than focusing on physical 

capital. We have to find ways for all levels of 

education to expand with equality. 

 

XVII. CONCLUSION 

 

It is clear from the above mentioned discussion that 

the development of human capital is of great 

relevance to economic development in India. 

Economists‟ works have proved that along with 

physical capital the human capital should also be 

taken care of. We would like to add a Chinese 

proverb here to outline the importance of this 

research - 

“If you are planning for a year, grow rice and 

vegetables, 

If you are planning for decades, grow trees, 

But if you are planning for centuries, educate 

children.” 

To add to this if you are planning for sustained and 

all round development for centuries, don‟t just 

educate children but mould them into men of 

character and faith. 

As we shall emphasize on heavy public investment in 

a system of high quality education with human 

values, high dividends to individual as well as to 

society will be secured. 

With comprehensive knowledge of the foundation of 

human capital development theory educational 

policymakers will be able to specify their own 

versions of human capital studies from relevant 

branches of study. It will be easier to resolve public 

concerns that are based on economic trends and 

cycles and create educational schemes that encourage 

economic growth without compromising educative 

purpose and perhaps to clearly judge education from 

the economic viewpoint. 
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