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ABSTRACT

Das Human Kapital

This Paper hypothesizes that the demise of the nineteenth century’s European
class structure reflects a deliberate transformation of society orchestrated by
the capitalists. Contrary to conventional wisdom, it argues that the demise of
this class structure has been in part an outcome of a cooperative rather than
purely a divisive process. The research suggests that the transition from this
class structure may be viewed as the outcome of an optimal reaction process
of the capitalists to the increasing importance of human capital in sustaining
their profit rates. The Paper argues that the process of capital accumulation
has gradually intensified the relative scarcity of labour and has generated an
incentive to augment labour via human capital accumulation. Due to the
complementarity between physical and human capital in production, the
capitalists were among the prime beneficiaries of the potential accumulation of
human capital by the masses. They had therefore the incentive to financially
support public education that would sustain their profit rates and would
improve their economic wellbeing, although it would ultimately undermine their
dynasty’s position on the social ladder.
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NON-TECHNICAL SUMMARY

During the nineteenth century, Europe witnessed the onset of the decline of
the existing class structure, manifested by fundamental reforms in the
education system, political structure, income redistribution and taxation. This
research hypothesizes that, in contrast to the prevailing wisdom, the demise of
capitalists–workers class structure reflected in part a deliberate transformation
of society orchestrated by the capitalists in reaction to the increasing
importance of human capital in sustaining their profit rates.

The Paper argues that the process of capital accumulation has gradually
intensified the relative scarcity of labour and has generated an incentive to
augment labour via human capital accumulation. Due to the complementarity
between physical and human capital in production, the capitalists were among
the prime beneficiaries of the potential accumulation of human capital by the
masses. They had therefore the incentive to provide financial support for
public education that would sustain their profit rates and improve their
economic wellbeing, although it would ultimately undermine their dynasty’s
position on the social ladder.

In early stages of development, due to the relative abundance of labour and
scarcity of capital, augmenting labour via universal human capital
accumulation would have had a limited effect on the marginal productivity of
capital. The capitalists therefore had no incentive to support the education of
the masses financially to sustain their profit rates. In later stages of
development, however, capital accumulation has gradually increased the
potential role of human capital in the process of development and its
importance in sustaining the rate of return to physical capital. In contrast,
however, to physical capital accumulation, since human capital is inherently
embodied in individuals and is subjected to decreasing marginal returns at the
individual level, the accumulation of human capital necessitated investment in
the education of a large segment of society. Moreover, the presence of credit
market imperfections implied that a class society would result in a sub-optimal
investment in human capital and consequently a lower rate of return to
physical capital.  Hence, the emergence of human capital as the prime engine
of economic growth may have brought about a non-altruistic change in the
attitude of the capitalists towards public education that planted the seeds for
the demise of the existing class structure.

Existing theories regarding the fading capitalists–workers class structure can
be classified into two categories. The Marxist approach argues that the
demise of the class society is an outcome of a class struggle between workers
and capitalists due to a rise in the degree of exploitation of workers brought
about by declining profit rates. The recent political economy approach accepts
the basic Marxist premise regarding an increased tension between workers
and capitalists (masses and elite) as the prime catalyst for the diminished



class structure. It differs, however, in the analysis of the nature of the
transition. It argues that the transition in Western Europe during the nineteenth
century is an outcome of deliberate concessions of the elite designed to avert
political instability, expropriation, and possibly a revolution.

This Paper, in contrast, develops a growth model in which the demise of the
class structure is an inevitable by-product of productive cooperation between
capitalists and workers, rather than an outcome of a class struggle and socio-
political transition. The model demonstrates that in early stages of
development, when physical capital is the prime engine of economic growth,
society is marked by a stable class structure defined according to ownership
of capital. Due to capital–skill complementarity, the accumulation of capital in
the process of development raises the importance of human capital
accumulation for the process of development and for sustaining the rate of
return to physical capital. Once the rate of return to human capital increases
sufficiently, capitalists as well as workers find it beneficial to institute publicly
financed education and the prime characteristics of the capitalists–workers
class structure vanish gradually.

The research thus suggests that Karl Marx’s highly influential prediction about
the inevitable demise of capitalism due to declining profit rates, stemmed from
an under-appreciation of the role that human capital would play in the
production process. Had Karl Marx been exposed to Gary Becker’s human
capital theory, the socio-political experience of the twentieth century might
have unfolded in a strikingly different manner.

Interestingly, the analysis demonstrates that the support for public education
is unanimous despite the fact that the capitalists carry the prime financial
burden of public schooling. That is, due to the coexistence of credit market
imperfections and capital–skill complementarity, the redistribution associated
with public education is welfare-improving for capitalists as well as workers.
Contrary to conventional wisdom, therefore, the demise of the European class
structure in the nineteenth century has been an outcome of a cooperative
rather than a divisive process
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Figure 1


