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Abstract

I . Human Capital and Source of Wealth Growth

Any wealth production can be regarded as an incremental recy-
cle process of a reproduction system comprised of different produc-
tion factors, which, no matter how complex they are in expression
forms, can be resolved into two factors, i.e. material resource and
human resource. Either is indispensable, but neither can work inde-
pendently, leading to the legacy argument on which factor is the
dominant one and which is the source of wealth. In production prac-
tice of the mankind in past millennia, restricted by productivity and
resources, material deficiency dominated the economic operation,
making material capital seemingly the sole source of wealth, and de-
valuing the labor capability of mankind, the genuine value creator in
production. Such a long-playing vision finally comes to its end in the
era of today.

It can be said that classical economists were advocating labor
and highlighted it as the source of wealth. Adam Smith, represent-
ing a milestone in economics history, once said, “Labor of a
nation’s citizen in each year is virtually the convenient basis for all
living necessities accommodating their consumption in the year.”
Muller argued both skill and knowledge were factors that produced
important impacts on productivity. Marshall expressed “Individual
property” as, “We have defined individual property as those featur-
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ing spirit, capability and characteristics that may directly lead to
more diligent and efficient work - which can be regarded as a
kind of capital.”

However, with advent of the capitalist economy, compared
with capital and machines, mankind’s labor seemingly became neg-
ligible, making capital dominance the overwhelming voice in argu-
ment about wealth source. The Harold-Thomas Model also demon-
strated that savings ratio was the sole factor deciding economic
growth given that capital yield kept unchanged. In the time of de-
velopment economics, some scholars even reckoned that economic
take-off might be expected if only capital was available in developing -
countries which had ample human resources.

Today the capital dominance proposition is exposed to severe
challenge. As revealed in theory of neo-classical economics, many
economic puzzles hard to be explained have been witnessed, i.e.
economic yield growth significantly exceeds growth of production
factors input, leading to such a confusing question— which factor
plays?

The human capital theory took the shape when economists
worldwide were seeking answers for these puzzles. The founders of
human capital theory, including Schultz and Becker, elaborated the
crucial role of human capital in economic growth from the angle of
improvement of human capital. Schultz argued, the economic
growth mysteries confronted with economists were caused by our-
selves, for the methodologies and calibers we used to measure capital
and labor were too narrow, and we failed to consider the factor of
quality improvement of these resources in the economic growth. US
economist E. Daniel, based on amount of empirical studies, con-
cluded that “Thanks to knowledge expansion at a speed equivalent to
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multiple times of that of production growth--+-+- Knowledge progress
is the most fundamental and critical reason.”

The neo-economic growth theory emerging in 1990s drove the
human capital study to its peak. As challenged by the theory, the
neo-classical’s growth model established on the production {unction
regarding labor input and material input as independent variables
destined to portray economic growth by attributing human capital
and technological advancement as external invariable factors.
Thanks to acceleration of human capital and technological progress,
their impacts on economic growth have gone beyond the material
capital and labor input. The assumption boasting unchanged human
capital or technological progress and relative stability of production
function has become invalid. Notwithstanding the diversified views
and schools in the neo-economic growth theory, a coincidence at-
tributes human capital as the main source of economic growth, and
highlights human capital a production factor more important than
material capital.

As reckoned by Rom, an important representative of neo-eco-
nomic growth theory, economic growth can be resolved as follows:
creativity and material are two different kinds of production inputs,
the former is a kind of non-competitive knowledge that accumulates
ceaselessly, while the latter is a kind of competitive commodity of
different quality level. Economic growth originates from the discov-
ery of new formula as well as the migration from low-value combina-
tion to high-value one. The person who commands the formula is
crucial to economic growth. A block of conffinite is just a piece of
rock to common people, however, to a scientist, it means an
A-bomb. The stone is a stone in nature, but differcnt people com-
mand different formulas. This just demonstrates the role of human
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capital. In this sense, the most significant resource of mankind is
human itself rather than the nature.
The mankind finally relocates the source of wealth - human

capital.

II . Human Capital Improvement and Corporate System Evo-

lution

Human capital is virtually the labor ability of mankind. Under
traditional economic conditions, manpower exhibits as physical force
and experience. With advent of the economy based on knowledge,
the manpower more exhibits as expertise and skills of people.

The most essential attribute of human capital is that human
capital exists inside human body, which is inseparable from the
owner of the capital. Human’s will and emotion always dominate
the use and exploration of human capital. When the proprietorship
of human capital is restricted or infringed, the owner may manage to
reduce the use value of the capital or even lead to side effects. To
this end, the subjective motive, effort and commitment will decide
the role-playing of human capital. Besides, human capital also fea-
tures unpredictability, collaboration and specialization. It can be said
that human capital of different layers exhibits features of different
strength. The human capital mainly embodied as physical force and
conventional labor exhibits weaker feature, while that embodied as
intelligence and creative labor exhibits stronger feature.

In general sense, there are two major approaches applied in hu-
man capital management, i.e. supervision and motivation. Supervi-
sion over the labor course may reduce possibility of leisure and lazi-
ness in work. Especially in work with physical and conventional la-
bor as the cores when it is possible to measure the labor input via la-

12



bor time and on strength of operation rules, such as piece work, su-
pervision plays a major role. However, with advent of the knowl-
edge economy, it is hard to measurc the brainwork input with time
yardstick or labor discipline. In this sense, how to motivate owners
of human capital to devote themselves to work and creation via effec-
tive motivation is a major difficulty that shall be addressed in busi-
ness management in the emerging knowledge era.

As known 1o all, human capital and material capital are two
major factors of wealth growth. In the past when deficiency of ma-
terial capital was more severe than that of human capital, labor be-
ing employed by capital became inevitable. In this stage, the materi-
al capital enjoyed the exclusive right for surplus value, while the hu-
man capital could only got the reward in form of wage. This has led
to an illusion in which material capital is regarded as the creator of
wealth, while human capital is just deemed an auxiliary means of
wealth creation.

With steady improvement of productivity and increasing diver-
sification of labor, the decisive role of human capital in wealth cre-
ation is becoming more and more obvious and recognized more and
more widely. It is sure that material capital, as the premise of pro-
duction and operation, is indispensable, therefore we shall not ne-
glect or ignore the role of material capital when emphasizing that of
human capital. It should be pointed out that various expressions of
material capital are lifeless outcomes of past labor, which would not
lead to value and wealth if no human capital had been in place. Ret-
rospectively from the theory of Kuina, the representative of physio-
cratic school, who argued that labor was the source of value cre-
ation, via Smith’ and Ricardo’s classical labor value theory, Marx’
scientific labor value theory, to the emerging labor capital theory, a
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