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W here do goods and services
come from? Physical capital,
such as natural resources and
machinery, together with
nonphysical capital, such as
human labor and expertise,
produces goods and services.
Productivity—or the rate at which
goods and services are

produced — has risen
dramatically in the modern world
to the great benefit of many
people but often to the detriment
of environmental quality.
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Capital

apital can be characterized in
three ways. First, capital is something
produced by labor or work. Second,
capital increases productivity (how
much is produced). Third, capital lasts
a long time—usually longer than one
year.



Capital can be physical or
nonphysical. Examples of physical
capital include buildings, fefineries,
delivery trucks, and carpenters’ tools.
Examples of nonphysical capital

include human capital—the education
and training that make workers more
- produg
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The Value of Labor
FENT{E

Labor ranks as the most important renewable
resource in the United States. In the 1990s, more
than 60 percent of the Population aged sixteen and
older was employed. Labor services accounted for
about three-fourths of the gross national product
(GNP).
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Investments in human capital in the form of
education and lraining make labor move productive.
The rate of return on human capital investments
ranges between 10 percent and 15 percent and
compares favorably with other types of capital
investments. It is estimated that over half of all
national wealth is in the form of human capital.
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Labor productivity can also be increased by
managerial practices that motivate effort and
ingenuity. Financial incentives such as bonuses and
commissions, penalties such as suspension or
termination from work for poor performance, and
elaborate systems of social and psychological
workforce motivators have been used to increase
labor productivity. Education and training,
improvements in work processes, and management
incentive practices have raised labor productivity
in the United States by more than 3 percent a year
since the late 1930s.
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People use or invest their labor to
create physical capital. For example, a
boat constructed by a fisherman will
make future fish production more
efficient. A fisherman with a boat and
a net is many times more productlve
than one without this cap1tal
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Bullet Points

- Capital refers to concrete products,
such as coal and the products of
ranching and agriculture.

« Capital can also refer to less tangible
quality of life issues, such as the
pleasure gained from looking at a
wildflower or the benefits of having a
healthy, educated, working population.
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Capital and Technological
Changes
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V' hile physical capital is
important, the most productive
investments in the twentieth century
have been in education and research
and development. The capital and
scientific and technological
knowledge that resulted from this



educational investment are the
foundation of modern economies and
societies. Such technical capital is
vital for building and improving
transportation, including
automobiles, trains, aircraft, and
spaceships. Technical knowledge

makes it possible to fill human
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j Capital can be
physical,
such as cattle, or
nonphysical, such as
| f the knowledge that

comes with education

and training. Capital

can also be

something that

increases

productivity, such as
arailroad. Physical

f trains are the result of
nonphysical capital,

‘ such as technological

J discoveries.
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