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In a rapidly changing world, the success of nations, communities and individuals may be linked more
than ever before, to how they adapt to change, learn and share knowledge.

This report helps clarify the concepts of human and social capital and evaluates their impact on
economic growth and well-being. Although the evidence on social capital is less developed, reflecting
the novelty of the concept in economic and social science, the report draws on a number of empirical
studies which suggest potentially important linkages between human and social capital. 

The evidence suggests that human and social capital can be of key importance in contributing to a
wide range of positive outcomes, including higher income, life satisfaction and social cohesion.
Although there is no evidence for systematic "under-investment" in either human or social capital,
concerns are expressed about the distribution and quality of each form of capital and how this might
impact on future well-being. There is limited scope for public policy to change the quality, stock and
distribution of human and social capital in the short-term. However, a number of areas are discussed
in which public, private and voluntary actors may leverage long-term improvements in both human
and social capital. 
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FOREWORD

This report is a publication of the Centre for Educational Research and Innovation at the OECD. It
was co-authored by Tom Healy and Sylvain Côté, with significant input from John F. Helliwell (University
of British Columbia, Canada), Simon Field and many other colleagues within the OECD Secretariat.

This report profited greatly from the advice of a wide range of both academic experts and official
country representatives at meetings of OECD committees and boards which guided the development of
the work. Two outside events were also particularly significant: first, an international symposium organ-
ised and co-sponsored by Human Resources Development Canada (HRDC) and the OECD on The Contri-
bution of Human and Social Capital to Sustained Economic Growth and Well-being held in March 2000 in Québec
City, Canada; second, a meeting of a group of experts on human and social capital who met at the OECD
in July 2000 to review the first draft of this report.

The volume is published on the responsibility of the Secretary-General of the OECD.
© OECD 2001
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INTRODUCTION

The role of human capital in supporting economic and social development is a long-standing
theme, although there continues to be dispute over its exact significance. Recent years have also wit-
nessed increasing attention to the role of social capital – exploring the idea that social relationships, as
well as individual attributes, play a critical role in economic activity and human well-being.

The purpose of this report is threefold: i), to describe the latest evidence covering investment in
human capital and its impact on growth and well-being; ii) to describe and clarify the more novel con-
cept of social capital; and iii) to identify the roles of human and social capital in realising sustainable
economic and social development. This report is an input to the OECD projects on economic growth
and sustainable development. It also builds on the 1998 OECD report, Human Capital Investment – An
International Comparison.

Chapter 1 outlines the key concerns, trends, concepts and relationships discussed in the report as
well as the main questions to be addressed. Chapter 2 considers the definition and measurement of
human capital, covering all types of skills and attributes embodied in individuals relevant to well-
being. The sources of human capital in families, schools, communities and workplaces are discussed,
especially in relation to the distribution of learning opportunities and outcomes across different groups.
The chapter also assesses the empirical evidence for the impact of human capital on the economy and
society. Chapter 3 addresses the conceptual and measurement framework for social capital, examining
its sources and impacts on a broad range of possible outcomes. The potential for complementarity
between human and social capital, both from a conceptual and an empirical standpoint, is discussed.
Chapter 4 addresses some basic questions about the implications for public policy of the preceding
analyses of human and social capital and identifies further research and data needs at the international
level. A key consideration is that many actors are involved in promoting and harnessing high-quality
investments in organisations, communities and people.
© OECD 2001
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Chapter 1 

EMERGING SOCIAL AND ECONOMIC CONCERNS

“Distinctions must be kept in mind between quantity and quality of growth, between its costs and return, and between
the short and the long run… “Goals for ‘more’ growth should specify more growth of what, and for what”. Simon Kuznets
in The New Republic (1962).

This report is concerned with human and social capital, not as ends in
themselves, but as resources which can be used to support economic and
social development. The purpose of this chapter is to set the discussion of
human and social capital in the context of these broader social objectives.

1.1. What are today’s governments and societies concerned about?

Inclusion and quality of 
life are major concerns 
for government and 
society…

Governments and societies seek economic growth but are also increas-
ingly concerned about its impact on the natural and social environments.
They are concerned about inequality, about the possibility of new forms of
exclusion and poverty as the use of technology expands and, more generally,
about the quality of life and health of children, the elderly and individuals
and groups confronting economic and social disadvantage. Dealing with these
concerns is made all the more complex by changing patterns of work, family
life and community engagement.

… and important shifts 
in values and attitudes 
are taking place.

Underlying these emerging concerns are fundamental shifts in values and
patterns of social engagement which are occurring in many OECD countries,
shifts which may call for a re-appraisal of policy objectives. Many of these
shifts point towards greater diversity and more emphasis on self-expression,
individual autonomy and responsibility, subjective well-being and quality of
life. The World Values Study suggests that beyond a certain threshold of
income per capita, increases in subjective well-being diminish for higher
income (Inglehart, 1997).

Economic and social 
progress need not be 
contradictory…

Many observers have examined the interface between economic progress
and social dysfunction – for example, the implications for workers of rapidly
changing technology, skills obsolescence, job insecurity and longer hours of
work. This report finds no evidence to show that increased economic prosperity
has necessarily depleted social capital reserves, but it does suggest a link
between some aspects of economic progress and increased stress or loosening
of social ties. However new conditions of production and work also give rise to
new opportunities which, when seized, may contribute to significant advances
in well-being.
© OECD 2001
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… but we need to be
concerned about long-

run changes in human
well-being, as well as

short-run increases
in economic output.

Social objectives are broader than immediate increases in economic out-
put because: i) the evolution of total, and not just economic, well-being is of
importance; and ii) the long-term impact of economic, environmental and
social trends needs to be factored into any analysis of current policy options.
The time dimension is crucial in considering current investment and produc-
tion patterns and anticipated future downstream impacts, since uncertainty
and long gestation periods characterise many public and private policy
choices. To bring about higher and sustainable levels of well-being, it is
important to understand the impacts of developments in the human and
social environments as well as physical and natural ones.

1.2. What is happening in some of these key areas of concern?

Rapid economic growth
has reduced absolute

poverty…

Recent decades have witnessed large increases in economic output
across OECD countries with increases in standards of living and working con-
ditions as well as in health and educational attainment. Although the rising
tide of material wealth may not have raised all boats to the same extent
everywhere, levels of absolute poverty and deprivation have declined in
OECD countries since the 1950s. While economic growth is not the only policy
objective, it does provide the resources for tackling social exclusion, poverty
and poor levels of health. Following unprecedented increases in economic
output, concern is now turning more to the “quality” of economic growth and
how to achieve further increases in well-being.1

… but well-being is
broader than economic

well-being…

Figure 1.1 depicts three layers of well-being.2 Well-being includes economic
well-being but also extends to the enjoyment of civil liberties, relative freedom
from crime, enjoyment of a clean environment and individual states of mental
and physical health. In this vein, Sen (1987) emphasises opportunities or the
“social capabilities” of individuals to choose and achieve the life goals that best
suit them. On this approach, growth in economic output enlarges the range of

Figure 1.1. Relationship between human well-being, economic well-being and GDP

Source: OECD.
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human choice (e.g. work, leisure or political and cultural activities) rather
than serving as a goal in itself. Outcomes (“functionings” according to Sen)
are less significant than “opportunities” enabling people to achieve the life
that suits them and which they have chosen. The realisation of human capa-
bilities is therefore vital for a broader notion and measure of human and
social development. Human well-being is more than the sum of individual
levels of well-being since it relates to individual and societal preferences
regarding equality of opportunities, civil liberties, distribution of resources
and opportunities for further learning.

… and economic 
well-being is broader 
than measures such 
as GDP.

Economic well-being – flowing from economic output – is an important
component of well-being. However gross domestic product (GDP)3 has signifi-
cant limitations as a measure of economic output. GDP captures current pro-
duction of those consumption and investment goods and services accounted
for in the National Accounts but excludes non-market household activity4 (such as
parenting) and activities such as conservation of natural resources that contrib-
ute to future well-being through net additions to the capital stock of society.5

Aggregate measures of output and income, such as GDP, also fail to reflect
social preferences concerning equity goals.

GDP includes activities 
which do not contribute 
directly to well-being.

GDP includes goods and services which do not contribute directly to
well-being. These items are exemplified by so-called “regrettables” arising
from outcomes such as pollution, crime and divorce. Figure 1.1 depicts “social
regrettables” within GDP but outside well-being (including economic well-
being). “Social regrettables” are represented by outlays and expenditures
which do not directly contribute to well-being but are nevertheless deemed
to be necessary, for example national security (refer to Appendix A).

We cannot expect a 
clear consensus on 
what is meant 
by well-being…

Our understanding of well-being or human welfare is pervaded by values
that will vary between individuals and social groups. There are also technical
difficulties in measuring the dimensions of well-being. Subjective aspects of
well-being, such as reported levels of life satisfaction and personal well-
being, are difficult to measure or relate to underlying explanatory factors.6 In
defining social needs, some judgement is necessary as to how to value the
needs of different groups in civil society. For example, a certain degree of
income inequality may be desirable for ensuring incentives for work and may
also reflect the preferences of individuals for a particular lifestyle, place of liv-
ing, occupation and balance between leisure and work or between voluntary
caring and paid employment. To highlight key social trends, it is possible to
choose different indicators and implicitly attach different weights or levels of
importance to each (see Appendix A).

… but this has not 
prevented attempts 
to develop summary 
measures.

Despite these difficulties, several attempts have been made to arrive at a
summary measure of well-being. One approach (Osberg, 2001) relates to eco-
nomic well-being only, and brings together four main types of indicators: i) cur-
rent per capita consumption flows; ii) changes in capital stocks (including natural
and human); iii) changes in income distribution; and iv) changes in economic risks.

These measures 
suggest that well-being 
has lagged behind 
GDP.

Trends in measures of well-being in some OECD countries appear to
have lagged behind rising GDP per capita (see Appendix A). Measures by
Osberg (2001) suggest that, up to the 1980s, trends in per capita GDP for
many OECD countries closely tracked trends in economic well-being, only to
diverge since then. The results for 5 countries are shown in Figure A.2. Similarly,
© OECD 2001
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other measures based on a wider range of social indicators (e.g. the Index of
Sustainable Economic Welfare and the Fordham Index of Social Health) have
indicated the same trend since the early to mid-1980s. The main reasons for
this divergence were environmental degradation, increased relative poverty
and income inequality in some OECD countries.

Economic and social trends are linked, but only partially. Figure A.1 shows
trends across a range of social concerns for some or all OECD countries since
the mid-1970s or later. These concerns relate to indicators of changes in
income, poverty, and labour market participation as well as changing patterns
of family formation and health, demography and environmental concerns.

1.3. The inter-relationship between well-being and human and social capital

The role of various factors which impact on well-being as well as their
complex inter-relationship is illustrated in Figure 1.2.

Human and social
capabilities impact

on well-being…

On the “input” side of Figure 1.2 are natural and physical capital as well
as “human and social capabilities”. Human capital represents the knowledge,
skills and health embodied in individuals (see definition in Chapter 2) and
social capital refers to the norms and networks facilitating co-operation either
within or between groups (see definition in Chapter 3). Political, institutional

Figure 1.2. Key inputs to human well-being and their inter-relationships

Source: OECD.
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and legal (PIL) arrangements interact with human and social capital to influ-
ence well-being. Additionally (although to avoid excessive complexity it is
not shown in the chart), human and social capital and PIL also have their worn
direct links with natural and produced capital.

… and political, 
institutional and legal 
arrangements are 
extremely important 
complements to human 
and social capital.

There is, potentially, a strong complementarity between human capital,
social capital and PIL.7 Coleman (1988), in his work on social capital in the 1980s,
stressed the role of strong communities and ties among parents, educators and
pupils in fostering learning. On the other hand, education and learning can sup-
port habits, skills and values conducive to social co-operation and participation.
Good quality institutions, a highly-skilled labour force and the prevalence of
norms and networks facilitating social co-operation underpin higher levels of
investment in physical capital and can potentially enhance strategies to renew
the natural environment. Health is also an important input to well-being and
economic performance as well as being linked to age, lifestyle, social status,
learning and the extent of social ties and inter-personal support. Indeed,
some economists view health as being part of human capital.8

A range of formal and informal civic, political and legal institutions under-
pin market activities and civic life. Institutions set the “rules of the game”.
Rodrik (2000) describes five types of institutions which:

• Protect private property and contract enforcement.

• Moderate some business activities.

• Support macro-economic stability.

• Provide social insurance or protection.

• Manage social conflict.

Such institutions, when working effectively, can allow countries at different
levels of development to handle change and to achieve sustained economic
growth.9

Closely allied to the concept of social capital is that of social cohesion.
Jenson (1998) has defined social cohesion as “the shared values and commit-
ment to a community” and has identified five important dimensions: belonging;
inclusion; participation; recognition; and legitimacy. More cohesive societies
are effective in realising collective goals because they are better at protecting
and including individuals and groups at risk of exclusion. Ritzen (2001) states:
“The objective of social cohesion implies a reconciliation of a system of organi-
sation based on market forces, freedom of opportunity and enterprise, with a
commitment to the values of solidarity and mutual support which ensures open
access to benefit and protection for all members of society.” These understand-
ings of social cohesion describe outcomes or states of social harmony, which are
the result of various factors, including human and social capital. Hence, social
cohesion is a broader concept than that of social capital.

Clear distinctions need 
to be drawn between 
human capital, social 
capital and the 
political, institutional 
and legal 
arrangements.

Human and social capital are closely related to the way in which institutions
and political and social arrangements impact on society. However, the various
elements need to be carefully distinguished, since:

• Human capital resides in individuals.

• Social capital resides in social relations.

• Political, institutional and legal arrangements describe the rules and
institutions in which human and social capital work.
© OECD 2001
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1.4. Is well-being sustainable over time?

Sustaining well-being
requires adequate

investments in human
and social capital…

Some of the effects of human and social capital on well-being take a long
time to appear, most obviously the long-term benefits of social investment in
children. Inadequate investment might undermine the opportunities of future
generations. Consideration of future “social needs” presents a challenge and
points to the need for co-ordination across different policy domains. The policy
community has increasingly focussed on the importance of sustainable devel-
opment, reflecting a growing consideration of how environmental policies
relate to future needs.

A closer integration of economic, social and natural environment con-
cerns is warranted because of the need to relate long run trends, costs and
benefits to present investment choices as well as focus on the interdepen-
dence between different processes in any policy consideration. The interim
report on the OECD three-year project on sustainable development (OECD,
1999b) stated that “It [sustainable development] has now acquired a
broader meaning, implying that the objectives of increasing economic effi-
ciency and material wealth must take into account social and environmental
concerns within an overall policy framework”.

… since change in both
the social and natural
environments operate

on long-term time
scales.

Any degradation of the social environment is likely to occur gradually and
affect some groups more than others. This degradation might take the form of
increased insecurity, higher incidence of anti-social behaviour including crime,
more time spent commuting and lower levels of personal well-being.10 Some of
this erosion, such as declining levels of civic engagement, may not even be
initially apparent.

Consequently, social
partnership and

consensus are
important for sustained

development.

Social cohesion can mobilise the energy of the population to get things
done. According to Rodrik (1998), social polarisation can impair an economy’s
ability to react to negative economic shocks. An increasing divide between the
highly-skilled and the unskilled can undermine social cohesion. Human and
social capital can play an important role in facilitating the effective use of skills,
the sharing of information and the mediation of conflicts. Dobell (2001, p. 37)
notes: “With the resurgence of power exercised through civil society and demo-
cratic institutions, economic decisions which have significant distributional con-
sequences cannot be referred to strictly economic calculation nor be determined
simply on aggregate cost-benefit analysis or other consequential criteria. Accept-
ability (legitimacy) in the eyes of an empowered civil society will be essential to
social approval for economic action and the pursuit of economic growth.”
© OECD 2001
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Notes

1. These concerns are not new. They were evident in the 1970s following unprecedented economic growth in the
immediate post-war period. The OECD launched a Social Indicator Programme in the 1970s following a ministe-
rial declaration in 1970 which stressed that “growth is not an end in itself, but rather an instrument for creating
better conditions of life” and that “… increased attention must be given to the qualitative aspects of growth,
and to the formulation of policies with respect to the broad economic and social choices involved in the alloca-
tion of growing resources” (quoted in OECD, 1976, p. 7).

2. Economic well-being is included entirely within “well-being”. For the remainder of this report, the term “well-
being” denotes human well-being unless the concept is restricted to economic aspects in which case the term
“economic well-being” is used.

3. The limitations of existing measures based on GDP were acknowledged by those who contributed to the devel-
opment of national accounting standards in the mid-20th Century.

4. “The value of women’s labor in the home has not been accounted for because it’s not part of a market, a mis-
take worth roughly $8 trillion” (Picciotto, 1998).

5. GDP does include gross investment in physical capital as well as current consumption. However, the contribu-
tion of current production to changes in other types of capital stock is generally not accounted for.

6. However, Chapters 2 and 3 will report recent evidence on analysis of reported levels of subjective well-being
or life satisfaction which suggest that some of the factors underlying levels of subjective well-being can be
identified empirically.

7. In some cases, human capital, social capital and PIL are substitutable as when, for example, formal institutions
and rules may substitute for informal social networks.

8. Gary Becker, who was among the first to use the term “human capital”, viewed education, on-the-job training
and health as components of human capital with consequences for earnings and economic productivity
(pp. 54-55 in Becker, 1993).

9. However, as Rodrik stresses, the prescription will vary from country to country as there is no magic blueprint for
each and every situation or country.

10. Whether people are less healthy is a separate issue. It may be sufficient for many people to feel that their well-
being has declined to signal an issue of concern.
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Chapter 2 

THE EVIDENCE ON HUMAN CAPITAL

“For growth and prosperity to be sustainable, social cohesion is required; here too, the role of human capital is vital.
These tenets are now increasingly accepted” (OECD, 1998, p. 91).

“Education does not have to be justified solely on the basis of its effect on labour productivity. ... Students are not
taught civics, or art, or music solely in order to improve their labour productivity, but rather to enrich their lives and make
them better citizens” (Weiss, 1995).

2.1. Introduction

The economic 
importance of 
knowledge and skills 
is growing…

Changing economic and social conditions have given knowledge and
skills – human capital – an increasingly central role in the economic success of
nations and individuals. Information and communications technology, globali-
sation of economic activity and the trend towards greater personal responsi-
bility and autonomy have all changed the demand for learning. The key role
of competence and knowledge in stimulating economic growth has been
widely recognised by economists and others.

… while the social 
impact of learning 
is just as significant 
as the economic one.

The non-economic returns to learning, in the form of enhanced personal
well-being and greater social cohesion, are viewed by many as being as
important as the impact on labour market earnings and economic growth.
These personal and social goals of learning are not necessarily inconsistent
with the goal of promoting economic performance, not least as well-rounded,
flexible and adaptable individuals ready to continue learning throughout life
are necessary for realising the economic goals of education.

This chapter seeks to define and illustrate human capital, and to explore
its relevance to some key policy issues, including:

• “What works” in promoting effective learning outcomes (section 2.4).

• The impact of different types of learning (level, skill domain or type) on
growth in GDP (sections 2.7 and 2.8).

• The question of whether there is under-investment in human capital
because some of the social benefits are not captured by individuals
undertaking investment.

• The impacts of learning and education on well-being (sections 2.7 and 2.8).

2.2. What do we mean by human capital?

Human capital is 
defined by individually 
possessed knowledge 
and skills…

Economists have traditionally identified three factors of production:
land, labour and physical capital. Beginning in the early 1960s, increasing
attention was paid to the quality of labour, particularly the level of education
and training in the workforce. This gave rise to the concept of human capital
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embodying skills and other attributes of individuals, which confer a range of
personal, economic and social benefits. Skills and competencies are largely
acquired through learning and experience but may also reflect innate capaci-
ties. Some aspects of motivation and behaviour, as well as attributes such as
the physical, emotional and mental health of individuals are also regarded as
human capital. The definition of human capital used in this report is:

The knowledge, skills, competencies and attributes embodied in individuals that facilitate
the creation of personal, social and economic well-being.

… and attributes. While “human capital” has often been defined and measured with refer-
ence to acquired cognitive skills and explicit knowledge, a broader notion of
human capital, including attributes, more adequately reflects how various
non-cognitive skills and other attributes contribute to well-being and can be
influenced and changed by the external environment including learning.
Human capital is developed in specific cultural settings.1

Learning is lifelong
and lifewide…

Learning and acquisition of skills and knowledge takes place from birth
to death. The concept of lifelong learning emphasises not just the importance
of adult learning and training, but also learning at all stages of life including
“learning to learn” in the context of schools and other institutions of formal
education: both the lifelong and “lifewide”. Human capital is developed in
the contexts of:

• Learning, within family and early childcare settings.

• Formal education and training including early childhood, school-based
compulsory education, post-compulsory vocational or general education,
tertiary education, public labour market training, adult education, etc.

• Workplace training as well as informed learning at work through specific
activities such as research and innovation or participation in various
professional networks.

• Informal learning “on-the-job” and in daily living and civic participation.

This inclusive approach to human capital helps to rebut the criticism that
the notion of human capital dehumanises by likening people to physical
mechanisms. By contrast, the 1998 OECD report on human capital argued that
the concept of human capital “powerfully emphasises how important people
have become, in knowledge- and competence-based economies”.

… and human capital
is multi-faceted…

Human capital is multi-faceted in its nature. Skills and competencies
may be general (like the capacity to read, write and speak), or highly specific
and more or less appropriate in different contexts. Firm-specific skills and
knowledge are acquired through learning on the job and firm-based training.
Much knowledge and skill is tacit rather than codified and documented –
either because it defies codification, or the task of codification has simply not
been carried out. The more knowledge is tacit rather than explicit, the more
difficult it is to share and communicate. Lundvall and Johnson (1994) classify
knowledge into four categories:

1. Know-what: refers to knowledge about “facts”.

2. Know-why: refers to knowledge about principles and laws in nature,
human mind and society.

3. Know-how: refers to skills (i.e. ability to do something).
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4. Know-who: involves the social ability to co-operate and communicate
with different kinds of people and experts.

… including qualities 
ranging from literacy to 
perseverance.

Unlike physical capital, human capital is embodied in individuals.2

Human capital grows through use and experience, both inside and outside
employment, as well as through informal and formal learning, but human
capital also tends to depreciate through lack of use. Some skills will
decline with age and this process partly explains the observed decline in
measured human capital (or at least additional earnings associated with
any given level of education) beyond a certain age (Mincer, 1974). Hence,
human capital cannot be conceptualised as homogeneous and static bun-
dles of skills or competence acquired once and for all by individuals.
Some key skills and personal attributes relevant to human capital may be
categorised as follows:

1. Communication (including foreign language competence in each of the
items directly below)

– Listening

– Speaking

– Reading

– Writing

2. Numeracy

3. Intra-personal skills

– Motivation/perseverance

– “Learning to learn” and self-discipline (including self-directed learning
strategies)

– Capacity to make judgements based on a relevant set of ethical values
and goals in life

4. Inter-personal skills

– Teamwork

– Leadership

5. Other skills and attributes (relevant to many areas above)

– Facility in using information and communications technology

– Tacit knowledge

– Problem-solving (also embedded in other types of skills)

– Physical attributes and dexterity

In practice most human 
activities require 
teamwork.

Fukuyama (1995) notes that “virtually all economic activity… is carried
out not by individuals but by organisations that require a high degree of
social co-operation”. “Organisational capital” reflects the shared knowledge,
teamwork and norms of behaviour and interaction within organisations; it is
an organisation-level version of the social capital discussed in the following
chapter. Leana and Van Buren (1999) define organisational capital as “a
resource reflecting the character of social relations within the firm”. It is devel-
oped through “members’ levels of collective goal orientation and shared trust,
which create value by facilitating successful collective action”. Co-operative
effort is encouraged when organisational factors attenuate opportunism, foster
trust, encourage open communication, and promote common purposes and
values (e.g. Axelrod, 1984).
© OECD 2001



The Well-being of Nations

 20
Knowledge and
networks have assumed

an increasingly
important role.

There is growing recognition that the management and sharing of knowl-
edge may be central to what has been termed a “new economy” based on
fundamentally new organisational and technological conditions (Lesser,
2000). The roles of knowledge, flexibility, trust and networking take on added
importance in the search for new ideas and practices in a rapidly changing
economic environment. Many observers have linked the concept of the “new
economy” to that of a “learning economy”, where the capacity of networks,
firms and individuals to learn, change and communicate and apply knowledge
is qualitatively more important than before (OECD, 2000a).

2.3. How do we measure human capital?

Qualification measures
are a simple but weak

proxy for human
capital.

Educational credentials are a simple and readily measured proxy for
skills and competence. Their drawback is that they do not reflect human
capital obtained through informal training or through experience, and differ-
ent educational credentials (for example from different countries) can be
difficult to compare. The alternative approach is to use questionnaire tests
of student achievement or adult skills, such as the Programme for International
Student Assessment (PISA) and the International Adult Literacy Survey (IALS)
(see Figure 2.1). They measure only some aspects of skill and competence
and are subject to survey and test limitations (for example, with respect to
the size of sample, range of inter-related variables covered and coverage of
countries).

Adding up individual
embodiments of human

capital is difficult…

Attempts have been made to aggregate data on projected labour mar-
ket earnings of individuals by level of initial education over a lifetime3 to
arrive at an estimate of the value of human capital. Such an approach will
omit the importance of “collective knowledge or skill” residing in organisa-
tions and other collective entities.4 (In principle, individuals are unlikely to
be able to extract a full rental from their organisation-specific skills in their
wages, since their employer is the sole potential purchaser of those skills.)
Aggregation is also likely to omit the impact of interactions and spillovers5

arising from enhanced human capital in some members. Finally, the highly
specific, culturally bound, non-communicative, tacit and heterogeneous
dimensions of human capital are not easy to encapsulate in such aggregate
measures of human capital.

… and the
measurement of human

capital needs to
recognise the

limitations of many
proxies.

These caveats point to the need for considerable caution in estimations
of stocks or flows of investment in human capital, especially at the interna-
tional comparative level. Single-index measures of human capital need to be
complemented with more specific measures based on direct measurement of
knowledge and skills in organisations.

2.4. How is human capital developed?

Investment in skills
takes place in many

different settings and
stages of the lifecycle…

Human capital formation takes place not only in formal education or
training programmes, but also in informal interaction with others as well as
through self-reflection and self-directed learning. The role of social networks
and norms in fostering a culture of learning is important throughout the entire
lifecycle. This section reviews empirical evidence on the impact of various
factors on learning outcomes – evidence mainly available at primary and sec-
ondary levels of education – and draws on a very large literature covering
various disciplines. Further details are provided in Appendices C and D.
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Figure 2.1. Comparative distribution of literacy levels

Note: Countries are ranked by the proportion in levels 3 and 4/5.
Source: OECD (2000), Literacy in the Information Age, Paris.
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… and cultural context
affects learning.

The importance of the cultural context in which learning and instruction take
place has been emphasised by many. For example, Fuller and Clarke (1994)
review a number of different approaches including what they describe as “policy
mechanics”6 and “classroom culturalist”7 approaches to evaluating school pro-
ductivity. As well as carrying particular norms and attitudes from their homes and
social backgrounds, students learn particular norms, habits and values in the cul-
tural setting of the school and classroom. These norms reinforce or modify per-
ceptions of merit, status and norms of behaviour and participation as well as
attitudes towards learning. Hence, the culturally constructed meanings attached
to learning and instructional practices and tools may matter as much as the mate-
rial content of school inputs or volume of resources expended. Fuller and Clarke
claim that the culturalist approach, while it represents a valid perspective, has
not been successful in producing empirical evidence on cross-cultural variability
in meanings assigned to teaching tools and practices as well as identifying policy
levers that can boost learning in different cultural settings.

Increased expenditure
on education needs to

be complemented by
other strategies to

enhance performance.

Public spending on education at all levels has been increasing in OECD
countries over recent years, reflecting both increased participation (espe-
cially at the post-compulsory stages) as well as increased spending per stu-
dent in real terms – often linked to reductions in school class sizes. The
evidence suggests that spending does matter to learning outcomes but to a
limited degree, and the efficacy of spending is very much tied to how teach-
ing practices, school organisation and parental support combine with
increased funding for education (Hanushek and Kim, 1995, Hanushek and
Kimko, 2000 and Gundlach, Wossmann and Gmelin, 20008).

There may be
diminishing returns to
spending on education

for higher levels of
economic development.

Some evidence suggests that there may be diminishing returns to spend-
ing on formal education in more economically developed countries
(Hanushek and Kim, 1995). In developing countries, Fuller and Heyneman
(1989) showed that school effects on achievement are greater than family
background influences within impoverished settings, thus giving weight to
public policy leverage in influencing student learning outcomes among the
most disadvantaged. An important conclusion from much of the empirical
work is that, in general, increased spending through expansion in educational
participation (especially in achieving lower early school drop-out) may pro-
vide better returns (increased earnings in the labour market) than increased
spending per student grade-year. This seems to hold for the United States (Betts
and Roemer, 1998) as well as for developing countries (Psacharopolous, 1994).

Lower class sizes do
appear to yield higher

attainment, but the
effect sizes are modest.

Much of the increased spending on education in recent decades has
been devoted to reductions in class size. The question arises of whether
future reductions in class size will be cost-effective. The effects depend on
the age or needs group concerned – for example, smaller classes for young
children (nursery schools or first grade year of elementary school) may have a
positive impact. Research in the US and other OECD countries suggests that
smaller classes do yield somewhat better attainment, according to student
test data. However, whatever gains might be achieved as a result of smaller
classes need to be weighed against the costs and the returns to alternative
strategies such as attention to teacher training and quality. A large reduction
in class size, say from 25 to 15 is likely to yield some improvement in results
but the cost would be huge. It is likely that for specific subject areas, for specific
groups of students and in combination with particular adaptations in teaching
methods, smaller classes could yield improved results. Further research is
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needed on this possibility, linked to the policy option of using small class
sizes for some purposes, and larger sizes for other purposes.

The respective impact 
of families and schools 
is debated.

There is considerable agreement that family, social and home back-
grounds bear on school effectiveness. Many studies point to the importance
of factors such as the support, aspirations and work habits which parents pro-
vide their children. For example, Wossmann (2000), using data from a large
number of countries participating in the Third International Mathematics and Sci-
ence Survey (TIMSS), identifies parental influence over, and interest in, teach-
ing of their children as well as curricular decisions as important influences
over learning outcomes. Bourdieu (1979) uses the term “cultural capital” to
describe the habits or cultural practices based on knowledge and demeanours
learned through exposure to role models in the family and other environ-
ments. It also represents the collection of family-based resources such as
parental education levels, social class, and family habits, norms and practices
which influence academic success. Five major categories have been identi-
fied (Kellaghan et al., 1993): work habits of the family, academic support and
guidance, stimulation to explore and discuss ideas and events, language
environment (opportunities for thinking and imagination) and academic aspi-
rations and expectations.9 Parents or siblings can help children with home-
work as well as in promoting values of learning and discipline. The higher the
expectations of parents (particularly those of the mother), the lower is the
probability of dropout. These can be effective buffers against the negative
impact of low socio-economic status and low parental education attainment
on children’s academic outcomes (White and Kaufman, 1997).

Social networks are 
important for learning.

Coleman, who was primarily responsible for introducing the concept of
social capital to educational research, emphasised the importance of a sur-
rounding community of adults for young persons who are “embedded” in the
enclaves of adults closest to them (Coleman, 1988). Social capital refers to the
resources gained through social ties, memberships of networks and sharing of
norms. By contrast, cultural capital – which is one dimension of social capital –
refers to the resources residing in families whereby individuals attain a particular
social status (Bourdieu, 1979; Bourdieu and Passeron, 1970). Families and stu-
dents have access to varying amounts of financial, human, cultural and social
capital, but such capital alone does not guarantee positive educational out-
comes. Coleman argues learning can be supported by social capital through the
existence of many types of supportive relations among adults who are parents
of the children in the same school. The types of support relate to homework,
out-of-school activities, and direct parental involvement in school activities and
support for families and children in difficulty. Empirical evidence at US state
level for the impact of social capital on student learning outcomes is shown by
Putnam (2000a) (see Appendix C for details).

Partnerships, funding 
and effective regulatory 
arrangements matter.

Caution is needed in identifying the most significant determinants of stu-
dent achievement. The mere presence of physical resources or highly trained
teachers is not enough. Much depends on how the various actors including
students, parents, teachers and those in the wider school community interact
and make use of resources. The difficulty in identifying key factors is com-
pounded by the susceptibility of results to what is being measured on the out-
come side (impacts vary by subject area or skill domain) and to the population
under examination (targeted support for particular groups may be more effective
than for other groups). In general, stronger partnerships between students,
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parents, teachers supported by appropriate institutional and funding
arrangements are vital.

Adult education needs
to be carefully defined

to be effective.

Demand for job-related training tends to be highest among young to
mid-life workers and among those with higher than average levels of educa-
tion. More generally, demand for continuing education and training is related
to habits acquired and opportunities availed of earlier in life (OECD, 1998).
Much adult learning is informal, experiential and inter-woven with daily living
and working, making observation and measurement complex. It is difficult to
observe and measure what makes for effective, high-quality informal learning.
What evidence exists focuses more on formal or continuing education and
training. Here, the evidence suggests that in the case of job-related training,
programmes that meet the needs of individual learners and provide skills
and knowledge related to the labour market are best developed in partner-
ship with learners, providers and employers (OECD and US Department of
Education, 1998). Formal, classroom or instruction-led settings may not guar-
antee effective learning outcomes since the context for learning is different
and a greater range of customised treatments are called for. Moving to less
formal and less job-related types of learning, a very wide range of experi-
ences and settings are possible.10 Identifying adult interests and not just
adult skill deficiencies is important.

Social networks help to
foster learning

throughout life.

While different factors are difficult to disentangle, it does appear that
high levels of social engagement and trust open up opportunities for learning,
informal and formal. Ohsako (1998) quoting the results of the “International
Comparison of Learning and Social Participation by the Elderly”11(ICLSE)
reports an association for senior citizens between the extent of participation
in learning activities and active participation in community and social life.
Voluntary associations can be important places for fostering a learning cul-
ture. There appears to be a strong inter-relationship between the level of ini-
tial education, continuing education and learning and levels of civic
participation and trust pointing towards a virtuous circle. As will be noted in
Chapter 3, some social networks may impede learning when, for example, the
strength of familial or ethnic ties restricts opportunities for personal advance-
ment and learning.12

2.5. How is human capital distributed?

Distribution is linked to
overall standards and
the quality of human

capital.

Countries vary considerably with respect to the distribution of skills and
learning opportunities for adults (OECD and Statistics Canada, 2000). Groups
which are vulnerable to under-achievement, and therefore at risk of exclusion
from the labour market and society, start out with a disadvantage at the
beginning of formal education. Over time, this disadvantage may be com-
pounded at school to bring about very poor patterns of graduation and pro-
gression to higher levels of education and into employment. Educational
disadvantage has been defined and measured in various ways according to
whether the focus is on individuals or groups, or whether the phenomena
examined relate to funding, access, graduation or levels of achievement or
skill proficiency in daily life. At the level of the school, one definition used
has focused on the “child as being at a disadvantage at school if, because of
economic, cultural or social factors, the competencies which the child brings to
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school differ from those valued in schools, and which are required to facilitate
adaptation to school and school learning” (Kellaghan, 1999).

The position of the less 
advantaged has not 
improved in many 
countries…

In most OECD countries the share of the adult population lacking basic
numeracy and literacy skills has been declining, reflecting a lagged effect of the
expansion of compulsory schooling in the latter half of the 20th century. Yet, it is
not clear education has helped to narrow the gap between different social
groups either in terms of access to further and higher education, or in terms of
the relative position of different groups in the labour market and society. In
some cases, expansion of demand for tertiary education may not have bene-
fited those from socially disadvantaged backgrounds and may even have wors-
ened the labour market position of the low-skilled. Supporting evidence for
this is given in OECD (2001). Since the 1980s, income from employment has
become more unequal in some OECD countries such as the USA, not only
across, but also within different educational attainment groups. Possible expla-
nations include greater variation in quality of initial education, changing
demand for different types of skills not measured by initial education as well as
other market or institutionally determined reasons (Levy and Murnane, 1999).

… and despite policy 
initiatives in the area of 
educational equity, 
inequalities persist.

A study by Blossfeld and Shavit (1993) of 13 countries13 for two cohorts
(born in 1910 and in 1960) showed that socio-economic background continued
to have a strong determining effect on educational attainment and participa-
tion in most of the countries. This was especially true at the tertiary level
where barriers (based on cost, information, motivation or prior ability) to
wider participation persist in spite of expansion at the upper secondary level.
They also found that the effects of social origin are stronger at lower transition
stages (for example from lower to upper secondary education) with social
selection occurring earlier on. Finally, the authors claimed that educational
reform had little or no impact in terms of narrowing inequalities, with the pos-
sible exceptions of Sweden and the Netherlands. By contrast, Blossfeld and
Shavit found evidence for some narrowing of gender differences alongside
educational expansion.

Erikson and Jonsson (1996) highlight three principal factors that underlie
inequality in educational opportunities and outcomes across countries:

• Differences in “out-of-school” opportunities for learning.

• Differences in survival rates and opportunities for participation in
“prestigious” educational tracks.

• Differences in global expansion of education.

Erikson and Jonsson draw attention to the role of the second of the above
three factors in explaining differences among countries. Relative socio-
economic equality together with comprehensive educational reform and
lengthening of compulsory education helped diminish disparities over time.
The older students are when they are able to leave school and called upon to
choose between different educational tracks, the lower the risks of failure.

However, carefully 
designed and targeted 
programmes can have 
a positive impact.

Although Hanushek and Somers (1999) find only weak evidence that
public spending within and among US states is related to student achievement
and ultimate labour market outcomes, other studies suggest that carefully
designed and targeted programmes can have a positive impact on learning
and life chances if they respond to the needs of individual learners from
disadvantaged backgrounds (Kellaghan, 1999). For example, early childhood care
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and education can improve cognitive development during early childhood
and result in long-term improvement in learning and school success (OECD,
1999a). Also, the impact of interventions aimed at disadvantaged youth can-
not be assessed in terms of cognitive outcomes alone. Other possible bene-
fits of socialisation and personal growth associated with such interventions
should also be taken into account even though they are more difficult to
measure.

Economic inequality
goes hand in hand with

inequality in
educational access and

adult literacy.

In the adult population, persons with low skills or levels of education
are exposed to additional risks of unemployment and social exclusion
(Steedman, 1996). Societies that tend to be less equal in terms of access to
education and learning outcomes also tend to be less equal in terms of
income distribution. Education, social background and access to social capital
may act together to influence life chances. The OECD International Adult Literacy
Survey (OECD and Statistics Canada, 2000) shows:

• Large differences in the overall level of literacy (comprising prose,
document and quantitative literacy skills14) across countries.

• Large pockets of low skill, even in countries with high levels of educational
attainment.

• A strong link between levels of literacy and outcomes in terms of
labour market, civic participation and social outcomes.

Tackling disadvantage
may be a key to raising

overall standards.

Countries with a lower spread of literacy scores within the working-age
population tend to perform better at the aggregate level on international
comparisons. This suggests that a key to raising overall literacy standards and
meeting future skill needs may be to address pockets of low skill linked to
social and educational inequalities. 

Willms (2001) shows a strong relationship between the family, educa-
tional and social background status of individuals on the one hand, and
school achievement and adult literacy on the other. This holds for the differ-
ent countries and for the different sub-groups within countries he analysed.
This shows that for low levels of parental education or social status, there are
wider variations in literacy performance within social sub-groups or countries
than for higher levels.

Reinforcing the point, countries that have managed to reach high lev-
els of adult literacy by international standards (notably the Nordic coun-
tries and the Czech Republic) appear to have done so in part by reducing
the inequality between different social groups in terms of literacy. The
United States is distinguished by high overall levels of educational attain-
ment and medium-level scores on adult literacy, but is among those OECD
countries showing the highest concentrations of low skill among the poorly
educated. Hence, the potential impact of increasing literacy levels for the
lowest levels appears to be high.

2.6. Changing demand for human capital

Mismatches between
the demand and supply

of human capital may
be conceived in
different ways.

Levels of educational attainment (specified by type or level), or skills in
the labour force may be poorly matched with labour market demand.
“Qualifications inflation” occurs when employers systematically upgrade the
education requirements of jobs without a corresponding increase in skill
content.
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Some evidence of 
“over-education” exists, 
particularly in respect 
of tertiary education…

The rapid growth in educational attainment and levels of literacy in the
past decade suggests that human capital is not in short supply in OECD coun-
tries. Many labour market analysts, including Hartog (1997), find evidence for
what they call over-education both in Europe and the United States, with a
possible increase over time in Europe. Green, McIntosh and Vignoles (1999)
find evidence for some increase in over-education in the United Kingdom
between the 1970s and 1980s but little evidence for widespread “qualifica-
tions inflation”. However, the lack of any evidence of any widespread or long-
term decline in estimated rates of return to education (OECD, 1998) cautions
against an “over-education” hypothesis. Moreover, over-education is a some-
what loaded term, because it tends to ignore the wider functions of educa-
tion, as an important resource used by people in their non-working lives, or
as a source of well-being in itself.

Employers may be using educational qualifications as signals or “screening
devices” to identify innate ability, motivation and aptitude, which are not nec-
essarily the result of education (Spence, 1973). This means that the earnings
associated with those qualifications may partly reflect those prior abilities,
rather than the added value of the qualification. This process is termed “signal-
ling”. Few doubt that signalling plays some role in explaining educational wage
differentials, but its overall importance remains controversial.15

… while at the same 
time evidence of 
under-skilling exists.

Analysis of job and skill mismatches using data from the International
Adult Literacy Survey (IALS) in the United Kingdom (Green, McIntosh and
Vignoles, 1999) suggests that for any given level of education, not only lower
levels of skill but under-utilisation of skills carries a penalty in terms of lower
earnings in the labour market. Canadian university graduates with low levels
of literacy skills were far more likely to experience job-education mismatch
than other university graduates (Boothby, 1999).

More knowledge-
intensive economies 
demand different 
skills…

Structural changes in the economy, with growth in the high-technology
sectors accompanied by rising educational requirements across all sectors,
are changing the demand for skills. Levy and Murnane (1999) attribute US
trends of increasing variation in wage income (within educational attainment
groups) in part, to an increased premium for “soft skills” covering inter-per-
sonal communication, teamwork and problem-solving demanded by the
growing personal services and marketing sectors. These “soft skills” are not
reflected in completed educational levels – giving rise to differences in wage
compensation within any given level of education. There is an emerging liter-
ature, which suggests that a growing wage gap in some countries could be
explained by the differential returns to different types of skill (e.g. Carliner, 1996;
Rivera-Batiz, 1994). These studies suggest that there may be a larger return to
quantitative skills compared with prose reading skills in some countries, notably
Canada, the United Kingdom and the United States.

… and more flexibility 
and team-working skills 
to underpin new forms 
of organisational 
capital.

Employers demand workers who are not only more skilled but also flexible
and “trainable”. Individual workers respond by upgrading on a strong platform
of initial education and generic employability skills to achieve better employ-
ment openings. More intensive demand for “shared knowledge” and organisa-
tional capital at the level of organisations and firms implies a demand for not
only more skilled individuals, but also for more effective management prac-
tices, team working and flexibility. The rise of new forms of organisational capi-
tal involving more teamwork, less hierarchical control and more individual
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responsibility points towards new skills profiles and forms of inter-personal
co-operation. Data from two British surveys conducted in 1986 and 1997 show
increased demand for communications skills, “social skills” and problem-solv-
ing among recent company recruits (Green et al., 1997). In more traditional and
less knowledge-orientated sectors, there is a tendency for workers to be
required to perform more narrowly defined tasks, although team working and
flexibility are features of many traditional sector firms. These claims are sup-
ported elsewhere by studies of the workplace and firm organisations (for
example, Cappelli and Rogovski, 1994; Freeman, Kleiner and Ostrogoff, 1997).

2.7. What is the impact of human capital on economic well-being?

Human capital has
a positive impact on

earnings, employment
and economic growth.

One way of measuring the economic impact of human capital is through
the calculation of productivity or earnings-based “rates of return” on invest-
ments in learning. Private rates of return can be estimated using data on pri-
vate costs and post-tax earnings over a lifetime (see OECD, 1998). In principle
such private rates of return should include the non-monetary benefits such as
the pleasure of learning and the greater job satisfaction which may flow from a
qualification. Social rates of return should combine the full range of public
and societal costs and benefits involved in investing in more human capital.
However, in practice, there are many difficulties in calculating the full costs
and benefits, and published estimates often rest heavily on a relatively nar-
row range of measurable factors. In particular, it is difficult to take full account
of the effects of in-work training on earnings, or the benefits of human capital
which accrue to society generally, or of the many non-economic benefits. An
alternative approach is to seek empirical evidence, using national or regional
data, of the impact of the stock and rate of change of human capital on the
levels and rates of economic growth. There is a large literature which seeks
to make such estimates, using both micro and macro-economic data.

2.7.1. The micro-level evidence on earnings and employment

Education is positively
correlated with

employment and
earnings.

Better-educated people are more likely to be in work, and if economically
active, less likely to be unemployed. Better qualifications also attract wage pre-
mia. In some countries, these are very large, reflecting a greater wage spread in
the labour market and possibly higher returns to particular skills. Micro-economic
evidence indicates that an additional year of education is associated with, on
average, between 5 and 15% higher earnings (Krueger and Lindahl, 1999).

Independently of
qualifications, adult
literacy has a strong
impact on earnings.

A related area of research examines the impact on earnings of different types
of adult literacy. Evidence from the US suggests that economic returns to literacy
skill increase with the knowledge intensity of jobs (Raudenbush and Kasim,
1998). In a British longitudinal survey, Bynner et al. (2001) reported returns on
earnings of 8-10% for Level 1 numeracy according to the UK Qualification and Cur-
riculum Authority (QCA).16 Data from the International Adult Literacy Survey
(OECD and Statistics Canada, 2000) show that education, literacy, experience,
gender, parents’ education and use of native language – all of which are related to
human capital – account for between 20 and 50 per cent of total variation in
labour market earnings (figure 4.10, p. 76). The linkage between literacy skills and
educational attainment on the one hand, and earnings on the other, varies
between countries. This implies varying national and institutional effects on the
way in which literacy skills are rewarded by national labour markets.
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2.7.2. The macro-level evidence on growth in GDP

There are many 
difficulties in 
accounting for the role 
of human capital in 
growth.

A standard model of economic growth based on physical capital and labour
was developed by Solow (1956). In this model, output grows faster than the two
main economic inputs – capital and labour – leaving a “residual” factor represent-
ing technical progress. Critics of such “growth accounting” exercises point out that
measuring the quality of the stock of human capital is problematic. Moreover, as
Barro and Sala-I-Martin (1995) observe, use of growth accounting does not pro-
vide any guide to the relevant counterfactual evidence.17

An alternative approach to measuring the impact of various factors on
growth in GDP is to use cross-country regressions incorporating variables for
physical capital, education, level of income and in some cases proxy variables
for various social and institutional factors (Barro, 2001). However, the selection
of countries, variables included, choice of time periods and the specification of
models18 can make a substantial difference to the results obtained. Some stud-
ies include both developing and developed countries in the analysis. This
increases the power of the statistical tests employed because of the greater
variation in the posited determinants of growth. However it also implicitly
assumes common determinants of growth in developing and developed
countries – although they are quantitatively different across both.

Knowledge spillovers 
are of key importance…

In the early models of economic growth, there was no explicit role for dif-
ferent levels and quality of education and no account of the potential of
human capital to generate “externalities” or “spillover” effects (through, for
example, its impact on the productivity of other factors). With the develop-
ment of so-called “new growth” models (Lucas, 1988; Romer, 1990b; Barro and
Sala-i-Martin, 1995), the role of education and learning in generating new
technology and innovation received more emphasis. New designs and ideas
created by research and development and knowledge-intensive sectors
enhance the productivity of physical capital investment in other sectors and
regions. Internally generated technical change, increasing returns to scale, the
know-how acquired in the course of technology-intensive production can fuel
growth in output. For example, a growing, “leading-edge” export sector can
leverage knowledge and innovation throughout the whole economy through
mobility of skills and entrepreneurs and dissemination of new technologies
and products. The initial stock of human capital in a previous period can gen-
erate innovation and downstream effects in the form of “spillovers” or posi-
tive “externalities” which affect other firms and even regions or countries
(Acemoglu, 1996). Part of this initial stock refers to basic or applied scientific
knowledge acquired in higher education. Harberger (1998) distinguishes
between “yeast” and “mushroom” effects on the residual in economic growth
models. Knowledge and human capital act like yeast to increase productivity
relatively evenly across the economy, while other factors such as a technologi-
cal breakthrough or discovery suddenly mushroom to increase productivity
more dramatically in some sectors than others.

… particularly in the 
link between higher 
education and applied 
research and 
development.

Higher education is important for the development of innovative
research and the ability to acquire and adopt it. Hence, some “new growth”
theories have tried to build a more complex model, accounting for human
capital formation by giving prime importance not just to education itself, but
also to its by-products such as research and innovation. When, for instance,
spending on research and development is included in growth models, the
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independent effect of schooling appears to be reduced. Using R&D spending
relative to GDP as an approximation for technological know-how, Nonneman
and Vanhoudt (1996) find that some of the attribution of growth to initial edu-
cation was instead associated with R&D spending.

Ambiguity in previous
research findings on

education and growth
may be linked to poor

data quality.

Studies of the impact of education on economic growth have often been
inconclusive. This may partly be linked to poor data quality and partly to the
difficulty of identifying the complex interactions through which human capital
plays a role in the growth process. Pritchett (1999) claims that increases in
educational enrolment or attainment had no significant positive impact on
the rate of growth of productivity or economic growth.19 Examples of proxy
measures typically used for human capital include: gross enrolment rates
(e.g. percentage enrolled in secondary education); average years of com-
pleted education in the adult population; estimates of the proportion of the
labour force or adult population which has received primary, secondary or ter-
tiary education; or estimates of educational quality where the results of student
test scores or adult literacy surveys are employed. In analysing the impact of
these proxy variables on economic growth, there are a number of measurement
pitfalls and analytical challenges which are difficult to overcome.

i) The direction of causation is sometimes not clear.

ii) The role of human capital may be obscured by its interaction with
other factors: adaptation of new technologies and work organisation
and more effective allocations of physical capital.

iii) Completed level of education is a crude proxy for the role of knowledge
and skills.

iv) Measurement error due to an inappropriate or non-comparable classifi-
cation of educational completion according to international standards.

v) Atypical or “outlier” countries may bias results (Temple, 2001).

An example of ii) above occurs when models fail to reflect the way in
which some countries with low initial stocks of human capital at the beginning
of the 1960s may have had greater opportunities and incentives to grow by
importing and implementing technology developed abroad. Alternatively,
countries with low initial levels of income but high initial stocks of human capital
(or a critical mass of higher education graduates) may benefit from a catch-up or
convergence process by adopting or applying imported technologies.

An example of iv) above is given by Steedman (1996) who points to
inconsistencies in the way data on attainment were reported and classified
under the International Standard Classification of Education (ISCED). Krueger and
Lindahl (1999) also believe that measurement error in the main international
data sources used may be at the source of these results, especially in relation
to the negative results for attainment of females.20 The latter result is difficult
to reconcile with the view that education of girls and women does make an
important contribution to economic growth and welfare in both developed
and developing countries.21

Measures of human
capital based on direct

measures of skills show
more positive results…

One drawback of most cross-country work is the likelihood of important
differences in the nature and quality of schooling across countries, which
could undermine the usefulness of international comparisons (Temple, 2001).
Hanushek and Kimko (2000) and Barro (2001), using data on international
tests of cognitive ability in mathematics and science, estimate the quality of
different groups in the adult labour force. They found that using measures
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based on the quality of education provides a more powerful explanation of
economic growth in different countries than simply years of schooling.

… and recent empirical 
work has produced 
more robust estimates 
of the impact of human 
capital on economic 
growth.

More recent work by de la Fuente and Domenech (2000) and Bassanini and
Scarpetta (2001) has strengthened the case for seeing measurement error as an
important part of the story. De la Fuente and Domenech (2000) examined the
Barro-Lee data set22 and other data sources such as that of Nehru, Swanson and
Dubey (1995). Examining the intertemporal consistency of this data set and
comparing the data with more recent data from the OECD education indicators
database, they found considerable measurement problems. They then pro-
ceeded to construct an improved data set using available national and interna-
tional sources, with an eye to ensuring coherence over time as well as agreement
with recently collected OECD data on educational attainment. Using this data
set, they find that human capital does have a substantial and positive impact on
growth in GDP or income per capita. The results are noteworthy in that they
relate to a limited sample of countries (mainly OECD members) whereas in
most of the other studies, significant results were obtained with a mixture of
high and low-income countries. When confined to OECD countries, analyses
from many studies had frequently shown no significant impact of human capital
on growth (e.g. Barro, 2001).

Further work by the OECD on recent divergences in rates of economic
growth has made use of the data developed by de la Fuente and Domenech.
This OECD work shows that “the improvement in human capital has been one
of the key factors behind the growth process of the past decades in all OECD
countries, but especially so in Germany (mainly in the 1980s), Italy, Greece, the
Netherlands (mainly in the 1980s) and Spain where the increase in human capi-
tal accounted for more than half a percentage point acceleration in growth with
respect to the previous decade” (OECD, 2000b). For OECD countries as a whole,
the implication is that each extra year of full-time education (corresponding to a
rise in human capital by about 10 per cent), is associated with an increase in
output per capita of about 6 per cent. (This estimate is based on the preferred
specification. Alternative specifications suggest a range of 4-7%.)

Higher education is 
particularly important 
in OECD countries.

Since universal participation has been achieved in most OECD countries
up to the end of compulsory or even upper secondary education, there is a
particular interest in the growth-inducing role of higher or post-compulsory
education. The evidence is not well developed since suitable time-series
data are not generally available. However, a study by Gemmell (1996) using
an index of labour force education – numbers of workers who have passed
through primary, secondary and tertiary education – investigates the effects of
the three levels of education across developing and OECD countries over
the 1960-85 period. Splitting the country samples by income level, he finds
that, other things equal, tertiary education seems to be more important for
economic growth in OECD countries, while primary and secondary education
are more important for economic growth in developing countries. Using enrol-
ment data, Gemmell (1995), obtained similar results, whereas Barro and Sala-
I-Martin (1995) found similar results using eductional attainment.23 Both the
initial level and subsequent growth of tertiary education were found to be
positively and significantly associated with per capita income growth in OECD
countries.

The potential for higher education to generate significant productivity
spillover effects may account for the difference in results obtained from micro
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and macro-level studies of income. In the former case, estimates of private
returns to higher education appear to be modest in comparison with upper
secondary education (OECD, 1998). However, at the macro-economic level,
the role of higher education in generating indirect and spillover effects may
be better captured, thus resulting in more significant impacts.

Field of study at higher
education is also

relevant.

Two further considerations in assessing the impacts of higher education
on productivity may be the balance between different fields of study and the
extent to which higher education graduates enter sectors of the economy
whose contribution to GDP is not well measured (such as for example public
administration or services). Investigating the impact of human capital on
labour productivity growth for OECD countries during 1950-88, Gittleman and
Wolff (1995) found that the number of scientists and engineers per capita has
a significant positive impact on productivity.

Human capital is
a factor in income

equality.

Human capital also affects patterns of income inequality. Income ine-
quality, which has tended to increase in many OECD countries since the mid-
1980s, has been related to many factors. Increased inequality between house-
holds according to type of employment (part-time, temporary, etc.) has been
associated with increases in work-rich and work-poor shares of households
(OECD and Statistics Canada, 2000). Alesina and Rodrik (1992) show a link
between education and the distribution of income with causality running in
both directions. Data from the International Adult Literacy Survey (OECD and
Statistics Canada, 2000) indicate a high correlation between country levels of
income inequality and inequality in the distribution of literacy (prose), sug-
gesting that more evenly spread levels of human capital are associated with
greater income equality.

In summary, recent
research suggests

a favourable impact of
human capital on
economic growth.

A generally favourable picture of the impact of human capital has
emerged from a review by Temple (2001) in which he concludes:

“Over the last ten years, growth researchers have bounced from identifying quite dramatic
effects of education, to calling into question the existence of any effect at all. More recent
research is placed somewhere between these two extremes, but perhaps leaning closer to
the original findings that education has a major impact. In examining the studies that
have not detected an effect, we have some convincing reasons (measurement error, outli-
ers, and incorrect specification) to doubt such results. The balance of recent evidence points
to productivity effects of education which are at least as large as those identified by labour
economists.”

2.8. What is the impact of human capital on all aspects 
of human well-being?

A number of methodologies have been developed to measure the
“social benefits” of education and learning and these are described below.
The evidence reviewed in this section bears mainly on the measured impacts
of initial education in areas such as health, social insurance, parenting, crime
and personal or subjective well-being. Some of the influences of learning on
health and social behaviour may be mediated by the fostering of habits, char-
acteristics and attitudes which assist job creation, productivity, personal well-
being, positive time preferences and self-discipline. Some of these character-
istics as well as innate abilities and attributes are formed outside formal edu-
cation but are highly correlated with schooling.
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Positive social impacts 
of education outweigh 
negative impacts…

Human competence can be put to socially destructive purposes such as
crime. Pursuit of some forms of human capital may also preclude other desir-
able goals and may undermine social relationships and personal well-being.
For example, an excessive focus on cognitive skills in the early years of child-
hood at the expense of socialisation and play may not be best attuned to the
development needs of children. As with social capital, these potential negative
impacts are the exception.

… and the indirect 
impact of education on 
economic growth via 
social benefits may be 
as large as the direct 
impacts.

A number of important measurement techniques have been developed
to place a monetary value on particular social benefits of education, including
health. Work by Wolfe and Haveman (2001), McMahon (2001)24 and Wolfe and
Zuvekas (1997) provides a range of estimation techniques offering monetary
estimates of the social benefits flowing from education. These rely on calcula-
tions of the cost of “purchasing” the same effects by alternative means.25

Behrman and Stacey (1997) summarise work on a variety of sources of wider
social impacts, drawing mainly on evidence from the United States. Other evi-
dence on the wider social benefits of education has emerged in recent
reports in the United Kingdom.26

Using controls for income, race, social status and other variables,
research has shown that education tends to be correlated with better health,
lower crime, political and community participation and social cohesion. How-
ever, care needs to be taken in interpreting these results, since the direction
of causation is unclear, and other uncontrolled factors may be at work. How-
ever, the conclusion of Wolfe and Haveman (2001) as well as McMahon (2001)
is that the social benefits of education are large – possibly larger than the
direct labour market and macro-economic effects.

Better educated people 
tend to be healthier…

One of the clearest benefits of education is better health. Individuals
with higher educational attainment have healthier habits and lifestyles. More
educated individuals are less likely to smoke or to drink heavily. An addi-
tional year of schooling has been estimated to reduce average daily cigarette
consumption by 1.6 for men and 1.1 for women (Wolfe and Haveman, 2001).
Better-educated people are also less likely to be overweight and tend to
engage in more exercise per week than are less educated people – about
17 minutes for each additional year of schooling (Kenkel, 1991). The associ-
ated health benefits of education may be due, in part, to occupational choices
(choosing occupations with relatively lower occupational hazards) or loca-
tional choices (electing to live in less polluted areas). More highly educated
individuals are likely to be better skilled at identifying relevant health-related
information and in using this information to achieve behaviour conducive to
better health (Kenkel, 1991). However, Kenkel demonstrates using US data that
most of the variation in health outcomes cannot be explained by differences in
knowledge relating to health. Education appears to have an effect on health
independent of income, race, social background and other factors.

… have a lower take-up 
of social benefits…

Higher levels of education are associated with a lower probability of
receiving social transfer benefits (Wolfe and Haveman, 2001). Recent analyses
have found that higher education of mothers reduces the probability that
their daughters will, if eligible for welfare benefits, elect to receive them.
Studies of applicants for disability transfers also find that more education
decreases the probability of receiving disability-related transfers. More edu-
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cated workers also tend to have lower unemployment rates and receive
higher wages, by which society benefits from more taxes.27

… and pass on some of
the education benefits

to their children.

Educational attainment in one generation has positive effects on the
educational attainment of the next generation. Children of parents with upper
secondary attainment are themselves more likely to complete upper second-
ary than are children of less well educated parents (Sandefur, McLanahan and
Wojtkiewicz, 1989). Better-schooled parents have children with a higher level
of cognitive development as well as children with higher future earnings
potential. There is also evidence of community-level spillovers in so far as liv-
ing in higher education level communities increases the probability that the
children living in the community will complete secondary schooling, other
things constant (Wolfe and Haveman, 2001).

Education improves
labour market search

and produces more
efficient consumers…

Education has a positive influence on labour market search, plausibly
because of skills in using information as well as the capacity to use networks to
access information and make important connections. More educated individuals
also appear to be more efficient consumers (Rizzo and Zeckhauser, 1992).

… and is linked to civic
participation.

The level of completed education is one of the most important predic-
tors of many forms of political and social engagement. Verba, Schlozman and
Brady (1995) found that education, other things constant, increases political
participation. Moreover, literacy skills among adults have shown a positive
relationship with participation in voluntary community activities for several
OECD countries (OECD and Statistics Canada, 2000). Bynner et al. (2001) using
data for the United Kingdom report higher levels of “social skills” for higher
levels of education. These cover organising, advising and counselling skills –
all of which have the potential to enhance the quality of civic engagement.
They also reports higher tolerance of diversity, commitment to equality of
opportunities and resistance to political alienation.

Some of the findings are more ambiguous. Helliwell and Putnam (1999b)
found that increases in average education levels increased levels of trust and
did not reduce political participation levels, while Nie, Junn and Stehlik-Barry
(1996) argue that relative rather than absolute levels of education are the key
determinant of civic participation.

Education is also
correlated with lower

crime…

Education lowers the risk of crime through helping to socialise young
people who remain in school. Wolfe and Haveman (2001) find a positive effect
of neighbourhood human capital variables on anti-social behaviour. Although
the total impact of these social benefits take time to appear, society may ben-
efit from investing in education by paying less for social welfare programmes
and crime prevention/law enforcement.

… and with
volunteering and

giving.

There is also evidence that the amount of time and money devoted to
charity is positively associated with the amount of schooling. For example,
one study found that college graduates volunteered nearly twice as many
hours and donated 50% more of their income than high school graduates
(Hodgkinson and Weitzman, 1988). In the United Kingdom, the National Child
Development Study (NCDS) data reveals a strong correlation between levels
of education and membership of political organisations, environment or
women’s groups and charity, residents and parent-teacher associations,
(Schuller et al., 2001). Bynner et al. (2001) report that UK higher education grad-
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uates are three times more likely to be a current or active member of a vol-
untary organisation than those without upper secondary completion (below
A-Levels) and about twice as likely as upper secondary completers.

There is a growing 
literature on the 
relationship between 
education and 
subjective well-being 
and happiness.

Evidence suggests that education has both immediate and long-term
positive effects on self-reported happiness. Blanchflower and Oswald (2000)
report estimates of “happiness equations”, in regressions that relate self-
reported well-being to various individual characteristics. They find that edu-
cational attainment is associated with greater happiness, even when control-
ling for family income. It is possible that the extent of an individual’s
education has a positive effect on the happiness of others, in which case self-
interested individuals may tend to under-invest in education from a social
point of view. Alternatively, education may affect happiness because it influ-
ences perceptions of status relative to others, in which case the results of
Blanchflower and Oswald could overstate the effect on well-being of an
expansion of educational provision. However, Putnam (2001) finds that, using
state-level data from the United States, both one’s own level of education,
and average county level of education have positive effects on happiness.

2.9. Summing up

There are significant 
pay-offs to additional 
learning…

Education, training and learning can play important roles in providing the
basis for economic growth, social cohesion and personal development.
Investment in human capital takes time to develop and yield benefits. In so
far as impacts can be measured and compared, some studies suggest that the
social impacts of learning (health, crime, social cohesion) could be as large as
the impacts on economic productivity, if not larger. However, a correlation
between aggregate indicators of schooling and various economic and social
outcomes provides no indication of the right direction for formal education,
apart from the observation that more learning is beneficial. There are syner-
gies and complementarities between learning and other dimensions of the
social, institutional and legal environments. Skills and competencies can have
an indirect influence through enhancing the impact of other factors. Higher
education in partnership with public and private interests can play a key role
in stimulating research and innovation conducive to faster growth in national
income.

This chapter identified a potentially strong interaction between human
and social capital. Learning and preparation for learning that is nurtured
within families and local communities provides an important basis for con-
tinuing acquisition of human capital through formal education and learning
throughout adult life. Social networks and learning organisations can also
stimulate informal learning “on-the-job” and in daily life. However, the links
between human and social capital are not automatic.

… and the quality and 
distribution of learning 
opportunities are 
important.

An increase in aggregate human capital also needs to be complemented
with strategies which attend to:

1. the quality of investment in human capital and the relevance of skills
to social and economic demands;

2. the distribution of learning opportunities within countries given the
links between inequality and overall performance; and
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3. the potential for market “under-investment” because of the “public
good” or “externalities” characteristics of human capital.

Human capital
measures need to look

at actual skills, as well
as inputs like time
spent in education.

Finally, given the growing policy consensus on the importance of lifelong
and lifewide learning, (the latter implying a range of learning environments)
there is an emerging awareness of the problems of focusing unduly on narrow
interpretations and measures of human capital. Outcome-based measures,
such as surveys of literacy and numeracy skills, are clearly a very important
way of directly measuring human capital. Given the complementary strengths
and weaknesses of traditional input based measures of human capital and
direct survey-based measures, any comprehensive measurement strategy will
need to use both approaches.
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Notes

1. Inglehart (1997) defines culture as a “system of attitudes, values and knowledge that is widely shared within a
society and is transmitted from generation to generation” (p. 15). Culture is learned and changes relatively
slowly. Inglehart argues that culture is more likely to change through replacement of older generations by
younger generations than through shifts in values and attitudes of individuals who have assimilated core
beliefs and values from early childhood onwards.

2. Human capital shares common features with physical capital to the extent that it involves i) a time dimension
where investments take place and benefits accrue, and ii) forgoing short-term benefit. However, it differs from
physical capital to the extent that the normal rules of alienability and consumer sovereignty whereby consum-
ers can purchase and “own” an external good do not apply. By definition, human capital is embodied in indi-
viduals and its services can be sold on the market but, strictly speaking, its ownership cannot be transferred or
sold except in conditions of human slavery.

3. The value of human capital stock can be estimated by the present value of a future stream of net additions to
earnings flowing from acquiring additional education and training less the costs of investing in this additional
education and training over a lifecycle, discounted by some social rate of return to reflect the opportunity cost
of investing in more education.

4. Although human capital is defined as a property or characteristic of individuals, the aggregation and combina-
tion of different quantities of individual human capital leads to organisation-level competence which has
impacts over and above those of the individual parts.

5. Spillovers occur when increased skills of some contribute to higher productivity not only for those with skills
but others as well who benefit from the higher productivity of the highly-skilled.

6. The “policy mechanics” approach seeks to identify discrete school inputs which make a significant difference to
school and learning outcomes.

7. According to the “classroom culturalist” approach, the role of norms and socialisation in the classroom is impor-
tant for an understanding of achievement and school effectiveness. 

8. Gundlach, Wossmann and Gmelin (2000) use international test data on student achievement in mathematics
and science over the period 1970 to 1994 to claim that school productivity has, at best, not increased in nine
out of eleven OECD countries studied in spite of increased spending per student.

9. There have been a few recent attempts at identifying proxies for cultural capital. So far, they have focused on
outside activities by families (e.g. attending a symphony concert, visiting an art gallery, travelling), weekly
occurrences of activities in the home (e.g. family discussions, evening meal, debates about issues outside the
home), the types of reading materials available in the home (e.g. daily newspaper, encyclopædia, books of
poetry), as well as languages understood and spoken by the mother or father (see Willms, 1999).

10. Examples of innovative practices in locating learning opportunities and facilities close to where people work,
live and travel are reviewed in the publication “How Adults Learn” (OECD and US Department of Education,
1998).

11. The countries included were: Germany, Korea, Japan, Sweden, the United Kingdom and the United States.

12. Field and Spence (2000) in their study of adult learning in Northern Ireland find that, whereas dense social ties
organised on family and religious community lines are associated with high achievement in initial education,
these ties may impede participation in formal, continuing adult education. Part of the reason for this may be a
substitution of dense family and local community ties for participation in formal continuing education or train-
ing. A lack of social capital which bridges across different communities may provide little incentive for individu-
als and local groups to participate in more formal or structured types of education and learning. However,
strong intra-community social capital ties (analogous to “bonding social capital” discussed in Chapter 3 below)
may foster higher levels of informal adult learning because adults rely on family and community networks for
information and social engagement.

13. Czechoslovakia, England and Wales, Federal Republic of Germany, Hungary, Israel, Italy, Japan, the Netherlands,
Poland, Sweden, Switzerland, Taiwan and the United States.
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14. IALS was conducted amongst persons aged 16-65 to test the capacity of adults to use printed and written infor-
mation. Prose literacy covered capacity to read and understand continuous text; document literacy related to
the ability to interpret reports, documents and various types of “discontinuous text”; while quantitative literacy
related to ability to interpret quantitative information such as mathematical charts and displays usually
embedded in prose. Literacy was measured not as a dichotomy of literate versus illiterate, but according to a
measurable skill continuum.

15. Weiss (1995), among others, provides very different perspectives on the theoretical generality and empirical
validity of signalling models.

16. Bynner et al. (2001) also found that improvement in basic skills to reach national adult literacy targets in 2010
could lead to a saving of £2.5 billion to the taxpayers for numeracy improvements and £0.4 billion for reading
literacy improvements.

17. Temple (2001) remarks “As an example, consider a claim that X percentage points of growth in a given country
is due to a change in the quality of the labour force. This does not imply that, in the absence of the change in
labour force quality, the growth rate of output would have been precisely X percentage points lower. The prob-
lem is that educational attainment may have other, indirect effects on output through labour force participa-
tion, investment, and even R&D and the growth of total factor productivity. Growth accounting does not capture
these indirect effects, and so it is necessarily silent on the overall importance to growth of variables like educa-
tion”.

18. For example, the relation between years of schooling and output is affected by whether levels, rates of change
or semi-logarithmic forms are used. It cannot be assumed that returns to education are independent of the ini-
tial level.

19. Pritchett also uses the growth rate of total factor productivity in a growth accounting framework to arrive at
essentially the same conclusion.

20. Barro and Sala-i-Martin (1995) and Barro and Lee (1997) find that initial levels of female education (both sec-
ondary and tertiary) appear to be inversely related to growth.

21. Other studies indicate a strong correlation between a mothers’ level of education and the lifetime health of her
children.

22. The well-known Barro-Lee data set gives a historical series of educational attainment data for the population 25+.
The data set was compiled largely from census results collected by the UN Statistics Division with estimates for
missing years.

23. For a large sample of countries they found that higher education had large effects – increasing average male
secondary schooling by 0.68 years raised annual growth by 1.1 percentage points per year while an increase of
0.09 years in average tertiary education raises annual growth by 0.5 percentage points.

24. Using data for 78 countries, McMahon examines interactions among various social outcomes such as health,
democratisation, reduction of inequality in the income distribution and poverty, environmental impacts, and
crime. He finds that more than half of the total effects of education are due to induced indirect effects such as
improved health which feed back on growth in income per capita. 

25. Hence, it is possible to use information on revealed preferences of individuals in purchasing a given level of
health through private expenditure in order to compute the monetary value of more education by adding up
the values of increments in various social outcomes including lower crime, better health, etc.

26. Bynner et al. (2001), Bynner and Egerton (forthcoming) and Schuller et al. (2001).

27. This result follows from the facts that more educated workers tend to work more continuously on average and
the taxes taken from these workers are proportionally higher as they are taxed at higher marginal rates due to
higher salaries.
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Chapter 3 

THE EVIDENCE ON SOCIAL CAPITAL

“Virtually every commercial transaction has within itself an element of trust, certainly any transaction conducted over
a period of time. It can be plausibly argued that much of the economic backwardness in the world can be explained by a lack
of mutual confidence.” Kenneth J. Arrow, “Gifts and Exchanges”, Philosophy and Public Affairs, 1, Summer 1972,
p. 357.

3.1. Introduction

Alongside individual 
skills, social 
relationships are 
important to human 
achievement.

Societies founded on networks of trust and co-operation can help to
realise human potential. There is a growing awareness in the economic lit-
erature of the importance of social networks and trust in supporting collective
endeavours. For example Temple (2001) observed in relation to social capital
that “It provides a useful umbrella term for those aspects of societies which,
though difficult to measure and incorporate into formal models, are widely
thought to be an important determinant of long-run economic success. For
some economists (not all) the intuition that ‘society matters’ is strong
enough to outweigh the current absence of much in the way of a theoretical
underpinning”.

This chapter considers the definition, measurement and impacts of social
capital. Since the term is relatively new and its meaning is not universally
agreed, this chapter maps out one possible approach to the definition of the
concept and measurement of its contributions to well-being. Although the
evidence is, as yet, tentative, it does suggest that the concept of social capital
is a useful one for policy purposes, and that further work is needed to
develop the concept and establish measurement techniques.

3.2. Different concepts of social capital

Social capital resides in 
social relationships, 
and as capital, may be 
conceived as a resource 
in which we invest to 
provide a stream of 
benefits.

The concept of “social capital” is different from human and physical capi-
tal in a number of respects since it:

• is relational rather than being the exclusive property of any one indi-
vidual;

• is mainly a public good in that it is shared by a group; and

• is produced by societal investments of time and effort, but in a less
direct fashion than is human or physical capital.

Social capital is also the product of inherited culture and norms of behav-
iour. Hence, social capital has “social” and “capital” dimensions since it
resides in relations rather than individuals being also a resource that can gen-
erate a steam of benefits for society over time. However, it can also lead to
dysfunction when used by one group against others.
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Social capital depends
on the actions of

the individuals
who support it.

Many users of the term “social capital” have applied an individualistic
approach to understanding the incentives of individuals to use social capital
and invest in its acquisition (Glaeser, 2001). To some extent, Coleman empha-
sised the instrumental nature of social capital in achieving certain outcomes.
Others, including Hirschman, have emphasised the efforts of individuals to
act collectively to achieve non-monetary goals such as justice, beauty, love,
community, and friendship. This non-instrumental aspect of collective action
represents “an investment in individual and group identity” (Hirschman,
1984). Hirschman focuses on the value of “social energy” in the form of friend-
ship, shared ideals and ideas that transcend rational self-interest and market
transactions and promote social co-operation. Whatever the motivation for
co-operating and trusting, investment in individual and group identity can
lead to the creation of dense social networks and ultimately better economic
and social outcomes. In this way, civic engagement, honesty and social trust
can reinforce each other.

The roots of the concept
lie in earlier research.

The idea of social capital can be traced to the work of Alexis de Tocqueville,1

Emile Durkheim2 and Max Weber3 (for an extensive account of the historical roots
of the concept see Woolcock, 1998). The first known reference to “social capi-
tal” in its contemporary sense was in the context of its importance for educa-
tion and local communities (Hanifan, 1916). Since then, social capital has
been used by Jacobs (1961)4 in her analysis of city neighbourhoods, by Loury
(1987) in a study of labour markets, by Coleman (1988) who stressed its com-
plementarity with human capital and by Putnam (1993) and Fukuyama (1995)
who applied the concept at the level of nation state or region (the former
emphasising the role of civic engagement in fostering democracy and social
cohesion). Bourdieu (1979) and Bourdieu and Passeron (1970) used a closely
related concept, “cultural capital” (see Section 2.4, Chapter 2).

There are four main
approaches to the
definition of social

capital.

There is no single definition of social capital. At least four broad
approaches to the concept may be distinguished:

1. The anthropological literature is the source for the notion that humans
have natural instincts for association. For example, Fukuyama (1999)
stresses the biological basis for social order and the roots of social
capital in human nature.

2. The sociological literature describes social norms and the sources of
human motivation. It emphasises features of social organisation such
as trust, norms of reciprocity and networks of civic engagement.

3. The economic literature draws on the assumption that people will
maximise their personal utility, deciding to interact with others and
draw on social capital resources to conduct various types of group
activities (Glaeser, 2001). In this approach, the focus is on the invest-
ment strategies of individuals faced with alternative uses of time.

4. A strand in the political science literature emphasises the role of insti-
tutions, political and social norms in shaping human behaviour. Recent
work at the World Bank on the role of social capital in reducing poverty
and promoting sustainable development has emphasised the role of
institutions, social arrangements, trust and networks.5

One approach has linked the concept of social capital to broader macro-
institutional issues or what some economists refer to as “social capabilities”
(e.g. Abramovitz and David, 1996; Omori, 2001; Hall and Jones, 1999; Temple
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and Johnson, 1998.) However, Putnam (2001a), Woolcock (2001) and Knack
(1999) prefer a “lean and mean” definition that focuses on social networks and
the immediately linked norms of reciprocity (or trust in the case of Knack).
Some commentators (e.g. Woolcock, 2001) see trust as an outcome of social
capital (defined as networks and associated norms), while others view trust as
a component of shared values and norms which constitute social capital.

This report offers 
its own definition.

In this report, the definition of social capital is: networks together with
shared norms, values and understandings that facilitate co-operation within or among
groups. Networks relate to the objective behaviour of actors who enter into
associative activity. Shared norms, values and understandings relate to the
subjective dispositions and attitudes of individuals and groups, as well as
sanctions and rules governing behaviour, which are widely shared.6 The cul-
tural context in which shared attitudes, values and knowledge are transmit-
ted from generation to generation is important in understanding the choices
of individuals and groups in relation to co-operation. Shared norms and val-
ues enable people to communicate and make sense of common experi-
ences as well as divergences in some norms and values. Different systems of
values and meanings can exist alongside shared ones without necessarily
undermining co-operation, if a climate of tolerance prevails. Hence, dialogue
and mutual understanding founded on tolerance of different cultures or
beliefs, are important dimensions of social cohesion and help to underpin
social capital.

Trust supports social 
capital.

Trust may be viewed as both a source and an outcome of social capital as
well as being a very close proxy for many of the norms, understandings and
values which underpin social co-operation. A distinction can be drawn between:
whether people trust others; and whether people are trustworthy. Trust may be
a good proxy for trustworthiness (allowing for time lags), but trustworthiness
describes behaviour which results from a multitude of factors including
networks and shared values and norms. Three types of trust need to be
distinguished:

• inter-personal trust among familiars (family, close work colleagues and
neighbours);

• inter-personal trust among “strangers”; and

• trust in public and private institutions.

Social capital is partly 
a public and partly a 
private good.

Social capital allows individuals, groups and communities to resolve col-
lective problems more easily. Norms of reciprocity and networks help ensure
compliance with collectively desirable behaviour. In the absence of trust and
networks ensuring compliance, individuals tend not to co-operate because
others cannot be relied on to act in a similar way. Social capital may be a by-
product of various social activities not necessarily undertaken with a view to
strengthening social capital.7 As with the case of human capital, social capital
has “positive externalities” such that many people benefit from the contribu-
tions of one individual or group to social capital. It therefore risks under-
investment because the contributing actors do not fully appropriate its bene-
fits. As Coleman observed: “The result is that there will be in society an
imbalance between the relative investment in organisations that produce pri-
vate goods for a market and in organisations (often voluntary associations)
from which the benefits are not captured” (Coleman, 1990, p. 317). However,
access to information and influence through social networks also confers pri-
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vate benefits on individuals and in some cases can be used by individuals or
groups to exclude others and reinforce dominance or privilege.

Bonding, bridging and
linking are important

dimensions of social
capital.

Three basic forms of social capital have been identified: social bonds,
bridges and linkages (Woolcock, 1999). Bonding refers typically to relations
among members of families and ethnic groups. Bridging social capital refers
to relations with distant friends, associates and colleagues. Linking refers to
relations between different social strata in a hierarchy where power, social
status and wealth are accessed by different groups. Woolcock (2001) relates
linking social capital to the capacity of individuals and communities to lever-
age resources, ideas, and information from formal institutions beyond the
immediate community radius.

Both bonding and
bridging social capital

are needed to avoid
social fragmentation.

Although strong bonding ties give particular communities or groups a
sense of identity and common purpose, without “bridging” ties that transcend
various social divides (e.g. religion, ethnicity, socio-economic status), bonding
ties can become a basis for the pursuit of narrow interests, and can actively
exclude outsiders. Relatively homogeneous groups may be characterised by
strong trust and co-operative norms within a group, but low trust and co-oper-
ation with the rest of society. Some forms of exclusive bonding can then be a
barrier to social cohesion and personal development. These are examples of
weak bridging but strong bonding. As Powell and Smith-Doerr (1994) observed:
“the ties that bind may also turn into ties that blind.”

Closely-knit groups
may exclude outsiders.

A restricted radius of trust within a tightly knit group, such as family
members or closed circles of friends, can promote forms of social interaction
that are inward-seeking and less orientated to trust and co-operation at the
wider community level (Knack, 1999; Portes and Landholt, 1996). An exclusive
focus on group interests to the neglect of wider public interests can promote
socially destructive “rent-seeking” activities (Olson, 1982 and Knack, 1999). In
companies, strong ties of trust and mutual obligation may, in some circum-
stances block information from outside and impede innovation (Kern, 1998
and Uzzi, 1997).

Although ethnic bonds may serve as a “source of adaptive advantage”
when immigrant groups first arrive in a new country, exclusive ethnic ties can
impede individuals in expanding their contacts with a wider network. Thus,
the importance of bridging social capital is underlined where there is consid-
erable diversity of ethnic and other groups.

The downside of some
forms of social capital
has been recognised.

Particular forms of bonding social capital have the potential to impede
social cohesion in certain circumstances. In this respect, social capital is no
different from other forms of capital, the use of which may serve different
ends – not all necessarily desirable for communities at large. Some highly
bonded groups such as, for example, drug cartels, illegal immigrant smuggler
groups, mafia operations and terrorist groups can embody high levels of inter-
nal trust and reciprocity.8 Likewise, these same groups can contain individu-
als with high levels of human capital, using financial and other forms of capital
for socially destructive and undesirable purposes. Some forms of exclusive
social bridging at the national or regional level may have socially destructive
consequences.9 These examples do not undermine the potential of human or
social capital in other cases to generate benefits for all or most members of
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society. The benefits from most types of social bonding and bridging gener-
ally greatly outweigh the negative consequences.

3.3. How do we measure social capital?

Measurement of social 
capital is still in its 
infancy…

Measurement of social capital is difficult. Typically, most available mea-
sures of social capital centre around trust and levels of engagement or inter-
action in social or group activities. Putnam (2000a), in his analysis of
differences in social capital across US states, has made extensive use of a
wide range of cross-sectional and longitudinal data sets. His measures of
social capital are typically based on a composite index containing the follow-
ing elements: i) intensity of involvement in community and organisational life;
ii) public engagement (e.g. voting); iii) community and volunteering; iv) informal
sociability (e.g. visiting friends); and v) reported levels of inter-personal trust.

In principle, measures of social capital should be i) as comprehensive
as possible in their coverage of key dimensions (networks, values and
norms); and ii) balanced between attitudinal or subjective elements on the
one hand (e.g. reported levels of trust) and behavioural aspects on the other
(e.g. membership of associations and extent of social ties). The use of such
measures should also be related to the cultural context in which behaviour
or attitudes related to social capital are measured (e.g. the meaning of a survey
question on trust may differ considerably across countries).

However the difficulties involved in measuring social capital need to be
recognised. Sources, functions and outcomes may be confused in the desire
to measure. Much of what is relevant to social capital is tacit and relational,
defying easy measurement or codification. Individual attitudes (e.g. trust) or
behaviour (e.g. joining organisations and voting) provide proxy measures of
social capital, but these measures should not be confused with the underly-
ing concept. Attempts to capture key dimensions of how people interact and
relate to each other are hampered by the lack of suitable data sources. This in
turn reflects the absence of a sufficiently comprehensive range of questions
in survey questionnaires, and the fact that surveys are not designed to assess
social capital per se. Hence, sources of data on social capital at the interna-
tional level are difficult to obtain.

… but pilot 
measurement 
instruments are being 
developed.

The World Bank has developed measures of social capital “from the
ground up” in the form of specially designed surveys or modules of existing
surveys. For example, Narayan and Pritchett (1998) constructed a measure of
social capital in rural Tanzania, using data from the Tanzania Social Capital
and Poverty Survey (SCPS). This large-scale survey asked individuals about
the extent and characteristics of their associational activity, and their trust in
various institutions and individuals. A number of new surveys or survey mod-
ules are also presently undergoing development in the United Kingdom and
Australia (see Cox and Macdonald, 2000 and Schuller et al., 2001).

One inverse measure of 
social capital is social 
dysfunction…

One way of measuring changes in social capital is through measurement of
social dysfunctions or absences of social co-operation. Fukuyama measures
changes in social capital through changes in crime, family breakdown and trust.
Allied to increasing crime rates is increased “social deviance” (increased incivil-
ity and lack of civic spiritedness, etc). In this approach, the focus is on long-term
shifts in mores and values as indicators of changes in social capital. However
care is needed in using indicators of social dysfunction to measure changes in
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social capital since the full range of causes of social breakdown is not known
and social capital is only one potential contributor. Moreover, such approaches
risk confusing consequences with sources.

… while the World
Values Study provides a
direct measure of trust.

Various waves of the World Values Study (in 1981, 1991 and 1996)10 have
been used to test the willingness of respondents to trust others. Respondents
were asked “Generally speaking, would you say that most people can be trusted,
or that you can’t be too careful in dealing with people?”. Their responses
show large differences in reported levels of trust across OECD Members
(see Table 3.1); with cross-country differences relatively stable over time;11 and
with neighbouring countries tending to be clustered suggesting strong cultural
and regional antecedents of trust.

Table 3.1. A measure of trust (World Values Study), 1995-96
Percentage of people saying that most people can be trusted

* 1990-91 data
1. The question posed in the survey was: “Generally speaking, would you say that most people can be trusted, or that you can’t be too careful in

dealing with people?”
Source: World Values Study and Knack and Keefer (1997).

The measure of trust
needs to be interpreted

cautiously.

One difficulty with such questionnaire measures is that it is not clear if
respondents interpret the meaning of “trust” or “most people” in the same
way across countries, cultures and time. Also, a distinction needs to be drawn
between dispositions of individuals to trust others in general and regardless
of context, and the dispositions of individuals to trust persons known to them
as distinct from the general “other” (refer to distinction between inter-per-
sonal trust among “familiars” and “strangers” above). The particular environ-
ment, context and situation are crucial. In countries such as France, Italy and
Spain, where inter-personal trust among strangers appears to be low com-
pared to other OECD countries, individuals report high levels of trust in their
immediate family circles (according to the World Values Study – see Galland,
1999). Although trust and civic engagement are correlated, Galland finds
important differences between different social groups in the way in which
individuals exercise their choice of social networks and relations. High levels
of trust in one area can co-exist with a restricted radius of engagement or trust
in another area. Galland concludes that neither general measures of trust nor

OECD Members

Norway 65.3 Italy* 35.3
Sweden 59.7 Belgium* 33.2
Denmark* 57.7 Austria* 31.8
Netherlands* 55.8 United Kingdom 31.0
Canada* 52.4 Korea 30.3
Finland 47.6 Czech Republic* 30.3
Ireland* 47.4 Spain 29.8
Japan 46.0 Mexico 28.1
Iceland* 43.6 Hungary* 24.6
Germany 41.8 France* 22.8
Switzerland 41.0 Portugal* 21.4
Australia 39.9 Turkey 6.5
United States 35.6

Selected non-OECD members

India 37.9 South Africa 18.2
Chile 21.9 Argentina 17.5
Nigeria 19.2 Brazil 2.8
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civic engagement offer a reliable guide to the quality of social relations or to
their interaction at a macro-level. The implication is that the results from a
survey like the World Values Study need to be treated cautiously.

Trust and civic 
engagement are likely 
to be inter-related.

Knack and Keefer (1997) also report on an experiment in which a large
number of wallets containing $50 were deliberately “lost” in a number of cities.
The percentage of “lost” wallets that were returned to their owners in each
country had a correlation with the measure of trust of 0.67, providing a tenta-
tive indication that people are genuinely more trustworthy in countries with
high values of the trust index.12 Knack and Keefer also constructed a second
index, designed to capture the strength of norms of civic co-operation and
trustworthiness. The index was obtained by averaging across five questions,
addressing the attitudes of the respondents to such things as fraudulent ben-
efit claims and avoidance of fares on public transport. The index showed rela-
tively little variation across OECD countries. Putnam (2000a) shows that in US
states, trust is highly correlated with other measures of social capital related to
civic engagement and social connectedness. This suggests that trust may be an
acceptable proxy for social capital in the absence of a wider and more compre-
hensive set of indicators.

3.4. The sources of social capital

Social capital is built 
up by social groups 
ranging from the family 
to the nation.

Social capital is built at the “level” of families, communities, firms, and
national or sub-national administrative units and other institutions. Typically,
the idea of social capital is associated with relations in civil society. However,
relationships of trust and networks also involve public organisations and
institutions. Social capital is embedded in norms and institutions, which
include public and legal entities. The focus of analysis may also extend to dif-
ferent groups within civil society such as gender, occupational, linguistic or
ethnical groups. The following sources and dimensions can be identified for
the development of social capital: i) family; ii) schools; iii) local communities;
iv) firms; v) civil society; vi) public sector; vii) gender; and viii) ethnicity.
Although much attention has been given to the role of voluntary and civic
associations, the key roles of families, schools and firms have been relatively
neglected in recent debates and analyses of social capital.

Families are primary 
building blocks for 
social capital.

Families create norms and social ties, and provide a social network that
benefits its members – especially in the context of extended families in
“familial societies” (see Coleman, 1990 and Bourdieu, 1985, 1979). Relations
within the family based on reciprocity and the ability to meet the emotional
and physical needs of children can also foster the development of trust and
co-operative behaviour outside the immediate family circle. The material and
emotional support shared freely between family members can generate an
implicit willingness and expectation to reciprocate such support within and
outside the family. The family is also a primary source of learning, as well as a
potential stimulator of success in formal education. Given that education has
potentially strong effects in increasing social capital (see below), the family’s
role in education adds an indirect positive influence on social capital. Cole-
man measures social capital in families by indicators of: i) physical presence
of adults or parents in the household; and ii) the quality and intensity of
attention paid by adults or parents to children. The ratio of adults to children
is also a way of measuring the latter. In general, controlling for other factors,
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the more siblings and the lower the number of adults in the house, the less
social capital is available to students. However, strong family ties (bonding)
may on occasion inhibit wider “bridging” relationships.

Social relations that constitute social capital are more frequently broken
when families move residence (Glaeser, 2001). Social capital tends to be
lower for children in single-parent families, other things constant. The greater
the number of adults in the household, the fewer the children, and the less
often a family moves residence, the higher on average is the level and quality
of attention given to any one child (McLanahan and Sandefur, 1994 and Hao,
1994). McLanahan and Sandefur review US research to claim that divorce, par-
ticularly with often-attendant drops in income, parental involvement with
children and access to community resources tend to diminish children’s well-
being and educational achievement. A number of studies (Biblarz, Raftery
and Bucur, 1997 and Simons, 1996) show that residing in single-parent or step-
parent homes is correlated with a number of disadvantages for children such
as lower rates of school completion, higher rates of criminality and substance
abuse and higher rates of teen pregnancy. Painter and Levine (1999) confirm
this point: they find, by using longitudinal data for the United States, that the
link between family structure and various measures of child well-being
seemed to be causal rather than linked to innate characteristics of families at
risk. However, these effects may be partially or entirely offset by other factors.13

Schools and institutions
of learning can also

sustain social capital…

Schools can foster values for social co-operation as well as providing
“meeting places” where various social networks can intersect. More broadly,
institutions of higher education, adult learning and professional associations
can foster networks crossing different sectors of learning, enterprise and vol-
untary initiative. To the extent that teaching methods and organisation of
learning encourage shared learning and teamwork as well as openness to new
ideas and cultural diversity, the more schools can underpin social capital
which bridge across different groups in society.

… as can local
communities…

Communities and neighbourhoods also play a role in social capital for-
mation. Social interactions among neighbours, friends and groups generate
social capital and the ability to work together for a common good. Coleman
(1990) links the family to local community in his analysis of “closure” whereby
communities exercise influence over its members through risk of sanctions for
non-compliance with certain norms. Loury14 (1987) discusses social capital as
“local public goods” that communities produce. These local public goods may
be very general in nature, such as peer influence, contacts, and friendship
networks.

… and firms. Some of the growing literature on the “new economy” (e.g. Drucker)
emphasises networks, trust, partnerships and collaborative ventures. Accord-
ing to this view, innovation is increasingly based on collaboration, rapid learn-
ing and networks. There is a potentially strong growth capacity through
innovative networks within and across industries linking suppliers, customers
and researchers. Clustering of industries, with all the benefits of collaboration
associated with networks, may be correlated with national competitive advan-
tage (Porter, 1990). In this view, ability to “network” or communicate outside
formal channels is increasingly important. Taylorist organisations based on
formal rules and hierarchical power structures rely less on networking and
trust than post-Fordist organisations where authority and management
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responsibilities are more internalised and where trust and information-
sharing are more crucial. Hence, higher skills are needed across the work-
force. Informal networks promoting sharing of tacit knowledge are important.
Organisations which “learn” to socialise knowledge and skills through more
effective forms of interaction, networks and norms of trust and co-operation
are important sources of social capital.

Associations and 
voluntary organisations 
also play a role.

Another source of social capital is civil society. Civil society consists of the
“groups and organisations, both formal and informal, which act independently of
the state and market to promote diverse interests in society”.15 There are impor-
tant synergies in the relationship between civil society, state and market. The
extent and density of relations among groups can be important for these syner-
gies to be effective in promoting well-being and economic growth. In his analysis
of social capital in different Italian regions, Putnam (1993) explains differences in
economic and political performance among regions in terms of historically
acquired social capital in various types of associations and civic traditions. Put-
nam stresses the importance of various types of associations between people
(groups like sports clubs, co-operatives, mutual aid societies, cultural associa-
tions, labour unions, etc.). These groups promote the accumulation of bonding
and bridging social capital, with positive impacts including improved efficacy of
political institutions. Thus, for Putnam, interactions among people in these
groups and organisations create horizontal networks of civic engagement that
help participants to act collectively in a way that has an impact on community
productivity and well-being. In short, voluntary associations and networks can act
like schools in fostering of trust and civic engagement with benefits to other
sectors of the society, including the state and market.

Public governance based on commitment to public welfare, accountabil-
ity and transparency provides a basis for trust and social inclusion, which in
turn can strengthen social capital. The political, institutional and legal condi-
tions prevailing in a country16 can underpin networks and norms for social
co-operation. These two categories can complement and reinforce each other
in promoting well-being. Hence, social capital not only produces better public
governance and more effective political institutions, but the latter can comple-
ment rather than replace community-based networks and reinforce trust.

Gender is a key 
determinant of access to 
social capital…

Levels of trust, social engagement and types of engagement (formal,
informal) can vary considerably between men and women as they face differ-
ent social networks and levels of access to information. In some cases, men’s
networks tend to be more formal since men are more often involved in formal
employment, whereas women’s networks tend to be more informal and
include more kin (Moore, 1990). The capacity of children to trust has roots in
the relationship of children with mothers – almost certainly because mothers
are very often the primary carers – although the quality of father-child rela-
tionship is also important (Amato, 1998, p. 247). Social capital can also be
built through active civic, labour market and political participation of women.
Discrimination based on gender can therefore have negative effects on the
formation of particular forms of social capital.17

… as is ethnicity.Ethnic ties are another example of how actors, who share common values
and culture, can bond together for mutual benefit. Portes and Sensenbrenner
(1993) noted that elements such as reciprocity, bounded solidarity, and
enforceable trust (the existence of social obligations) were key features of the
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relationship between ethnicity and social capital. For immigrant groups, eth-
nicity serves as a “source of adaptive change” when they first arrive to their
new country as they rely on social capital for guidance and multidimensional
support. For examples, ethnic groups are sources of financial and human capi-
tal for budding entrepreneurs as strong kinship ties encourage loans or grants
for business ventures and provide inexpensive labour (Geertz, 1962). Ethnic
ties can often provide valuable information on the local labour market. The
ties also provide a social safety net by meeting material and financial needs
during lean times and caring for children and elders (Abrams and Bulmer,
1986). Of course, ethnicity may serve simultaneously as a way to bind some
people together while keeping others apart.

3.5. Are trust and civic participation changing over time?

There is evidence of
civic disengagement in
some countries but not

in others.

Changes in levels of social capital reflect longer-term shifts in norms, val-
ues and patterns of social interaction. Putnam (2000a) has pointed to a decline
in social and civic engagement in the United States. The declining trend for the
United States is not fully matched by evidence for other countries. In the
United Kingdom and Sweden, membership of various types of civil organisa-
tions has increased in both absolute terms and relative to total population. In
some countries (notably Australia), the pattern of civic engagement has
changed, becoming more individualistic and transient. Differences in levels of
trust and civic engagement by age-cohort are apparent in some countries.

While traditional, locally embedded forms of social connection (families,
neighbourhoods and traditional mass organisations) seem to be on the
decline in many OECD countries, other forms of social connection, often dis-
tant, transitory and more self-interested are also emerging. Whether these
new forms of social connection are sufficient to replace the older forms is an
open question. Trends and patterns of civic engagement, voting, membership
of various types of organisations, levels of trust and informal socialising all
provide important clues to emerging trends in OECD countries. This section
briefly reviews evidence in a selection of OECD countries (Australia, Germany,
France, Japan, the Netherlands, Sweden, the United Kingdom and the United
States). More detail is given in Appendix E.

There is little evidence
for declining social

engagement outside
Australia and the

United States.

This evidence highlights:

• Stable or rising participation in civic organisations (but not in Australia
and the United States).

• Stable or increasing levels of volunteering in most countries.

• Mixed evidence of declining engagement by young people in organisa-
tions and volunteering.

• Mixed evidence of declining levels of informal sociability (although the
quality and comprehensiveness of data is lacking).

• Mixed evidence of declining levels of political interest and activism.

However, some
traditional civic

organisations appear to
be waning…

• Evidence of declining participation in some traditional forms of civic
organisations including trade unions, churches and women’s organisations.

• Some evidence of declining inter-personal trust and trust in political
institutions (especially among the young in the United Kingdom and
the United States).
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… and new forms of 
engagement have 
arisen, particularly 
single issues groups.

• New social movements (environmental and other single-issue) have
grown in recent decades.

• Membership of cultural and sporting organisations has increased in
most countries.

• Shifts in political participation away from face-to-face contact towards
contact with professionals and with the media playing a more dominant
role.

• Some evidence of shifting engagement towards more informal forms of
social connection, which tend to be more individualistic and transient
but not necessarily more materialistic or selfish.

• Newer forms of civic participation appear to be narrower and more
individualistic, and may be less focussed on collective or group
interest or purpose. A type of privatisation of social capital may be
at work.

Trust among 
individuals is up, 
but trust in public 
institutions is down.

Using cross-national data from the WVS, Inglehart (1997) has also noted
declining levels of trust in various types of institutions including political and
religious hierarchies. Hence levels of reported confidence or trust in the
State, civil service, police, churches as well as in the education system and
media, declined for most countries between 1981 and 1990. By contrast, there
was relatively little change or even some increase in inter-personal trust in
the same period. These trends may be associated with increased levels of
educational attainment and a shift in values towards greater personal auton-
omy and less subservience to authority.

3.6. What lies behind changes in levels of trust and civic participation?

Intergenerational 
change is particularly 
important in the United 
States.

Is the US and Australian pattern of declining social capital exceptional,
or are they anticipating developments for other countries? The evidence
indicates that intergenerational impacts are especially strong in the United
States. More recent generations (especially those born from the 1950s
onwards) are generally less inclined to join, volunteer, vote or engage
socially and less inclined to trust others. Putnam (2000a) concludes that the
effect of intergenerational differences over time is strong and outweighs the
effects of social class, ethnic group or region. He reaches this conclusion by
using a variety of data sources, distinguishing between changes that occur in
the course of people’s lives (civic engagement typically peaks in middle age),
differences between cohorts at points different in time (comparing baby
boomers with older generations) and finally, differences associated with
different periods of time (reflecting the impact of unique or once-off shifts
which affect all cohorts).

It is not easy to discover what lies behind these strong intergenerational
effects. Putnam considers the impact of World War II in creating a strong
national civic spirit, the effects of which stayed with generations born in the
period 1910-1940. The resurgence in social capital from the earlier years of
the 20th century in the United States (following a period of decline towards
the end of the 19th century which has parallels with recent trends) was linked
to various civic renewal movements at the turn of the century. Putnam’s analy-
sis raises the question of whether the similar patterns observable in Australia
are also attributable to similar intergenerational effects, and why they are not
so observable in other countries.
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Broader shifts are
taking place in value

systems…

Important shifts are taking place in values, norms and patterns of social
behaviour in most OECD countries. Some observers claim (e.g. Inglehart,
1997) that these are part of a natural evolution in modern societies towards
more personal autonomy, less hierarchical control, lower group and cultural
identity and, in some cases, post-materialistic or “post-modern” and individ-
ualistic goals. Inglehart (1991) and Yankelovich (1981) also suggest that
increased material wealth is a major cause of social turmoil and dysfunction in
the initial and middle stages of economic development, while at a later stage
of economic development, relative economic security might lead to a return
to more traditional values. The implication of these shifts is that social ties
may be changing rather than declining.

… sometimes involving
a weaker commitment

to common causes.

The rise of new values with more emphasis on autonomy and less defer-
ence may have some undesirable side effects such as weakened commitment
to duty and common enterprise. Where once individuals could fall back on
extended families, churches and other social supports, these traditional sup-
ports have weakened. One impact is that the transition to adulthood is likely to
be more problematic for those in search of identity, beliefs and place in society.
In the view of some commentators (for example, Fukuyama, 1999) an erosion in
common values, identities and social goals is eroding trust and commitment to
high-quality, public-interest civic engagement.

New forms of
engagement may be

emerging.

Rothstein (1998) argues that people may share less and less the same val-
ues and lifestyles, but may be more interested and socially engaged. Using sur-
vey data for Sweden, he suggests that individuals are more willing to give
support to other individuals but also to accept that they have other, different
values and want to engage themselves for different causes. Whether this finding
could be replicated in other countries is open to question, but it illustrates a
key challenge associated with shifting values and norms. Frequently it will
make little sense to attempt to re-create past traditions of engagement, but
instead efforts must be concentrated on re-invigorating societies with greater
civic and public commitment based on new aspirations and attitudes.

TV watching is linked
to reduced civic
engagement…

Putnam (2000a) finds a strong link between the growing incidence of
watching television in the United States (and less selective programme view-
ing) and declining social engagement, controlling for other factors such as
race, social status and age. Strong intergenerational effects, combined with
the growing amount of time watching TV, seem to explain the bulk of the
decline in social capital in the US since the mid-1960s. De Hart and Dekker
(1999) find a link between television-watching and civic disengagement in the
Netherlands (not to explain a decline in total social capital but rather why
some groups are more engaged than others). They found that persons who
watched a lot of TV set aside comparatively little time for visiting friends and
acquaintances, community volunteering, receiving visitors at home, conversa-
tions with other members of the household, conducting correspondence or
telephone calls.18 Findings such as these raise the question of why, given a
global increase in television-watching, decline in social capital is only clearly
observable in the United States and perhaps Australia.

… while the impact of
the Internet has yet to

be fully realised.

As Putnam (2000a, p. 170) argues, the timing of the internet revolution
makes it difficult to link it as a main cause of change or decline in social capital
– especially in the US where the decline began 25 years earlier. Its future impact
may be substantial. Importantly, where computer-mediated communication has
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been deemed positive for sharing information, gathering opinions and debat-
ing alternatives among physically distant people, building trust has often
been seen as more difficult to achieve in a virtual environment. Instead, com-
munication over the Internet appears to be a complement to face-to-face
social interactions rather than a substitute for it.

Working time and 
urban sprawl are also 
factors.

Putnam argues that in the United States increased working time, double-
income families, and urban sprawl are factors in the decline of social capital, but
are less significant than intergenerational differences and TV-watching. The shift
from multi-use rural neighbourhoods to single-use (residential) urban and subur-
ban areas appears to have reinforced a decline in civic engagement. At the same
time, however, Putnam found no evidence that changing patterns of female
employment in the paid labour force had much impact on community involve-
ment. Controlling for level of education, marital status and year of birth, Putnam
found that US women were more socially engaged than men for all categories of
employment (full-time, part-time and non-employed). Women in part-time jobs
(especially those who had found a preferred balance of work and family-care)
tended to be more socially engaged.19 A striking conclusion was that declines in
community participation in the United States were present for all categories of
employment including women not in paid employment, thus indicating that
changes in patterns of female employment were not a major factor in declining
civic engagement. However, in the United States pressure of time allied to
increased working hours may have played some role for both men and women.

It has been suggested 
that the welfare state 
crowds out voluntary 
initiative and social 
capital, but the 
evidence is weak.

The welfare state has been cited as a possible cause of declining social
capital. The argument is that when social obligations become increasingly pub-
lic in the welfare state, voluntary, familial or inter-personal ties tend to weaken,
and people have less incentive to deliver voluntary services (Norton, 1998). An
alternative possibility is that welfare state policies, rather than “crowding out”
voluntary effort and initiative, can encourage solidarity both symbolically and
practically. This may be achieved by reducing the risks individuals face through
social protection programmes and by support for skills acquisition as a way to
encourage and empower individuals to develop their potential (HRDC, 1999).
The evidence in de Hart and Dekker (1999), Rothstein (1998) and Hall (1999) for,
respectively, the Netherlands, Sweden and the United Kingdom do not provide
support for a “crowding-out” hypothesis. They find that levels of volunteering,
informal socialising and participation in community projects are relatively high
in these countries and that there is little evidence that these have declined or
have been adversely affected by public social policies.

In particular, two of the countries with the most extensive welfare poli-
cies, the Netherlands and Sweden, also have the highest scores in the
amount of unpaid work in voluntary associations according to a survey of eight
European countries (Gaskin and Davis Smith, 1995).20 In response to the
question, “In the past year, have you carried out any unpaid work or activity
for or with an organisation which has nothing to do with your paid work and is
not solely for your own benefit or the benefit of your family?”, 36 per cent of
the Swedish population answered yes, as compared to an average of 27 per
cent across other European countries.

Increasing instability 
in family life may have 
eroded social capital.

Since the industrial revolution, the role of the nuclear or extended fam-
ily has declined as both an economic unit of production and as an educator,
possibly weakening some family networks. More recent changes in family
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structures and patterns of stability imply that individuals are more likely to
use impersonal ties to obtain finance, take care of children and educate
them. However, extended family cultural capital can still provide an impor-
tant social safety net by meeting material and financial needs during diffi-
cult times, and assisting in the care of children and elders (Abrams and
Bulmer, 1986).

According to projections based on recent patterns (The State of America’s Chil-
dren, 1998 Yearbook Children’s Defense Fund), 1 in 2 children will live in a single parent
family at some point in childhood, 1 in 3 will be born to unmarried parents, 1 in 4
will live with only one parent, 1 in 8 will be born to a teenage mother and 1 in 25
will live with neither parent. Fukuyama identifies family break-up, absent parents
and rising individualism as factors corroding trust and contributing to rising social
dysfunction. While the longer-term impacts of these changes for the fostering of
trust and civic engagement are not clear, they have important implications for
social policy as with fewer family ties and ageing populations, there is an
increasing risk of social isolation for those in need.

3.7. What is the impact of social capital on well-being?

A variety of benefits
flow from higher levels
of social connectedness.

Like human capital, social capital provides important benefits to individ-
uals and societies. Some of these benefits, such as higher productivity, are
directly economic, and evidence of their impact is reviewed in Section 3.9
below. Evidence for the impact of social capital on other aspects of well-being
is reviewed in this section.

A number of studies in various countries have shown that, controlling
for initial health status, the extent of social connectedness i.e. the degree to
which individuals form close bonds with relations, friends and acquaintan-
ces – is associated with higher life expectancy.21 Putnam (2000a) reviews a
large number of empirical studies which report a positive link between
social capital (largely measured in terms of social networks) and education,
child welfare, crime, neighbourhood vitality (e.g. resale prices), health (both
physical and psychological), happiness, and democratic government. He
also reports a strong and significant correlation between measures of social
capital at United States state level and a composite measure of child wel-
fare, controlling for characteristics such as race, income and level of initial
education.

Social capital is
correlated with better

health…

Perhaps the most convincing evidence of the positive impact of social
ties lies in the area of personal health. Already in the nineteenth century, the
sociologist Emile Durkheim found a close link between incidence of suicide
and the degree to which individuals are integrated into society. He found that
rates of suicide increased in periods of rapid social change. The effect was
attributed to disruption of the fabric of society and weakened social connect-
edness. Putnam (2000a) cites the results of numerous new studies, which indi-
cate a link between social connectedness on the one hand and health and
personal well-being on the other (after controlling for social, racial and demo-
graphic characteristics of individuals). Longevity also appears to be affected
by the extent of social connectedness. He suggests two possible reasons for
these links: i) social networks furnish tangible assistance and care which
reduce psychic and physical stress; and ii) social capital might trigger a physi-
ological mechanism stimulating individuals’ immune systems to fight disease
and buffer stress.
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… and social isolation is 
linked to unhappiness 
and illness.

The research on health impacts of social capital shows that social isolation
tends to precede illness, reinforcing the view that social isolation is a cause
rather than consequence of illness. The psychological literature which spans
more than three decades of work, confirms the association between supportive
relationships and mental health (e.g. Brown and Harris, 1978). Putnam (2000a)
also reviews some of the evidence on the impact of social capital on self-
reported happiness and well-being. Again, a positive link emerges even when
controlling for other factors. He observes that “… in study after study, people
themselves report that good relationships with family members, friends, or
romantic partners – far more than money or fame – are prerequisites for their
happiness” (p. 332). Elderly persons living alone and without friends or rela-
tives have a relatively greater risk of developing dementia or Alzheimer’s dis-
ease, other factors constant. A survey of 1 200 persons over three years carried
out by the Stockholm Gerontology Research Centre showed that among other
factors, an extensive social network protects against dementia (Fratiglioni et al.,
2000). The importance of satisfying contact with others, especially immediate
family and children was highlighted. Satisfying contact seemed to protect
against dementia even if the contact was relatively infrequent.

Rose (2000) showed that, in Russia, measures of connection to others
who can be relied on to help, control over what happens to oneself and trust
in others explained much of the individual variation in physical and emo-
tional health. The impact of social capital was close to that of household
income, and greater than that of the level of education completed. Rose
found evidence for strong informal networks between friends, relatives, and
other face-to-face groups parallel to the existence of a more distant political
and social life in which trust is lower. He claimed that there was stronger reli-
ance on informal social capital than on the formal institutions of the state to
deal with problems.

Social capital improves 
child welfare…

Putnam (2000a) reports evidence that measures of social capital are sec-
ond only to poverty in correlating with the breadth and depth of impact on
children’s lives.22 While poverty is associated with higher teenage fertility,
mortality and idleness, community engagement has the opposite effect. By
contrast, the level of education of the adult population has much less of an
impact on child welfare once poverty, social capital and demographic charac-
teristics are controlled for. However, given the known impacts of education on
poverty and social capital, these results may not adequately account for the inter-
active or combined effect of human capital working through various channels
including social capital and socio-economic status.

… lowers rates of child 
abuse…

Work by community psychologists shows that child abuse rates tend to be
higher in neighbourhoods where cohesion is lower (Korbin and Coulton, 1997).
Garbarino and Sherman (1980) study two neighbourhoods with similar income
levels and similar rates of working women and single-parent households. Resi-
dents in neighbourhoods at greater risk of child abuse were more reluctant to
ask for help from neighbours and that parents were less likely to exchange
child-care with neighbours or allow their children to play with others. Children
in low-risk neighbourhoods were more than three times as likely as children in
high-risk areas to find a parent at home after school.

… and facilitates the 
transition to adult life.

Runyan and others also found that the social connectedness of mothers
was a key factor in successfully avoiding behavioural and emotional problems
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of children later in life. Aspects of social connectedness included presence of
supportive social networks for mothers as well as socially supportive neigh-
bourhoods. They conclude: “the parents’ social capital… confers benefits on
their off-spring, just as children benefit from their parents’ financial and
human capital” (Runyan et al., 1998). Families based on relatively close bonds
appear to be more likely to “gain a greater degree of compliance and adher-
ence to their values”. Trusting relations learned and fostered in families can
assist young people in their transition to adulthood and their full civic partici-
pation (Teachman, Paasch, and Carver, 1999; and Darling and Steinberg, 1997).

Social capital is also
correlated with lower

crime…

Social capital is important not only in discouraging anti-social or criminal
behaviour but also in positively rewarding and channelling community ener-
gies. International evidence linking the World Values Study to results of the
International Crime Victim Survey23 (ICVS) suggests that a range of social norms
and values associated with social capital may be connected to cross-country
differences in rates of criminal victimisation. Halpern (forthcoming) uses data
for 18 countries relating values to incidence of crime provided by ICVS and
controlling for inequality, GDP per capita and trust. He found, not surprisingly,
a significant correlation between crime and “self-interested” attitudes
(related to propensity to keeping money found, cheating, lying and avoiding
fares on public transport). These attitudes were more prevalent among the
young, males and urban dwellers. Two-thirds of cross-national variation in
crime rates could be accounted for by means of country-level variables for
self-interested values, economic inequality and social trust.24 He summarises
his results by referring to economic inequality as the “motive”, social trust as
the “opportunity” and “self-interested” values as the means to undertake
offending behaviour. While these results relate to country level data at one
point in time and do not prove causality, they suggest some potentially
important linkages at an aggregate level between aspects of social capital and
crime. Kawachi et al. (1997) also suggest that a key causal link in the relation-
ship between violent crime, social distrust and inequality is low self-esteem,
dignity and social status. Where self-esteem, dignity and social status are
undermined by poverty and exclusion, trust and social ties are undermined
with negative consequences in terms of ill-health and crime.

US evidence shows that, even controlling for poverty and other factors
that might encourage criminal behaviour, communities characterised by
i) anonymity and limited acquaintance among residents; ii) unsupervised
teenage peer groups; and iii) low level of local civic participation, face an
increased risk of crime and violence (Sampson and Morenoff, 1997 and Sampson,
1995). Putnam (2000a) argues that the decline in neighbourhood social capital
in the United States, as revealed through community monitoring, socialising,
mentoring and organising, is an important factor in inner-city decline. Samp-
son, Raudenbush and Earls (1997) used extensive survey data for Chicago
neighbourhoods to show that mutual trust and neighbourly altruism were
key factors in explaining inter-neighbourhood differences in crime rates
(controlling for neighbourhood economic and social characteristics). Com-
plementing Putnam’s observation about the impact of informal social capital
on learning outcomes (see Appendix C), their analysis suggests that “indi-
vidual participation in local organisations, number of neighbourhood-based
programs, and extent of kin and friendship ties in the neighbourhood –
didn’t seem to make much of a difference”. Rather, the authors conclude,
“reductions in violence appear to be more directly attributable to informal social
© OECD 2001



The Evidence on Social Capital

 55
control and cohesion among residents” (Sampson, Raudenbush and Earls, 1997,
pp. 918-924).

… linked to better 
government…

The effectiveness of public institutions and government in promoting
inclusion and cohesion may depend crucially on social capital. Putnam (1993
and 2000b) uses data on voting behaviour, tax cheating and civic and political
engagement to show a link from social capital to performance of government
institutions. Regions or states with higher levels of trust and engagement tend
to have better quality government, even controlling for other social and eco-
nomic factors. Moreover, individuals who are connected to others by commu-
nity, occupation or association are less likely to be disengaged in local
political activity and to share extremist views. In other words, social and civic
skills are fostered in voluntary civic associations – what Putnam refers to as
“schools for democracy”. Most forms of civic engagement, although not all,
help to create trust, reciprocity and co-operation with positive spin-offs for
local communities, societies and economies. In civic associations, individuals
learn to engage in discussions with others – often of an opposing view.

… and perhaps even 
more important than 
human capital in 
improving well-being.

As noted in Chapter 2, a growing literature has focussed on the determi-
nants of “life satisfaction” or subjective well-being. Using survey results, these
studies examine the association between levels of reported well-being or
happiness and demographic, social, ethnic and other factors. Because of a
lack of suitable data which can track individuals over time it is difficult to draw
general conclusions. However, a number of pertinent insights have emerged
from this literature. Putnam (2000a) tracks trends in reported levels of happi-
ness and associated characteristics of individuals (p. 333). He finds that, along
with personal health, the single most significant factor appears to be social
ties. Marital status is also strongly related to reported happiness. Putnam
finds that human and social capital seem to yield increases in happiness at
both individual and more aggregate levels.25 Average regional-level income
impacts on well-being much less than education, health or social capital.
Holding other things constant, an increase in average income at the US state
level does not increase the reported happiness of individuals, whereas state-
level increases in human or social capital do.

Evidence from the United States and Britain reviewed by Blanchflower
and Oswald (2000) supports the view that social ties may be more important
for happiness than education and income – at least for average to above-
average levels of income. Myers (1999) finds similar results for the US on the
impact of close personal relations and social ties on subjective reporting of
quality of life. Blanchflower and Oswald examine the impact of life events on
happiness, including marriage, unemployment, divorce, etc. As in Putnam
(2000a), they find evidence for falling levels of happiness between the
early 1970s and the late 1990s. Although education is important as a correlate
of happiness, it appears to occupy third place after social ties and health.
Income also matters, but not as much as social ties, health or education, and
its impact declines at higher levels of income. These results are consistent
with the macro-level relationships between levels of GDP per capita and
overall levels of well-being reported across countries (Inglehart, 1997).

3.8. The relationship between social capital and social inequality

Acute forms of social exclusion (by social, ethnic, gender or regional status)
appear to go hand in hand with lower levels of trust and civic engagement –
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especially of the “bridging” type. Groups may be less inclined to co-operate
with or trust other groups even when high levels of co-operation and trust
prevail within each group. This section addresses two inter-related issues:

• At the micro level, how does social capital interact with social inequality
(access to learning, jobs and income)?

• At the macro level, does social capital lead to more equality in income
and social opportunity, and does such equality generate higher trust
and social connectedness?

Social capital is linked
to equality, although

the direction of
causality is uncertain.

Countries and regions with high levels of trust and civic engagement tend
to be more equal in terms of income, adult literacy and access to further
learning. The higher the initial endowment of social capital, the more likely is
it that individuals will acquire more throughout life. For those on the “inside”
of particular networks and communities, there are important means of access
to resources from which “outsiders” are excluded. For example, Hall (1999)
reports significant differences in types of social engagement in the United
Kingdom across social groups (a point also developed in relation to France in
Galland, 1999). Hall found that individuals from middle-class backgrounds
were more likely to join new associations at frequent intervals, accumulate
more memberships over their lifetimes, and join diverse and extensive social
networks. Individuals from a working-class background, on the contrary,
tended to join fewer associations, often associated with specific tasks, and
stayed in them for long periods of time.

Economic inequality
may be both cause and

consequence of
inequality in social

capital.

The trends in social capital considered in Section 3.6 may reflect changes
in patterns of economic inequality within and across countries. Putnam
(2000a, p. 360) claims that decline in social capital in the US is linked to grow-
ing inequality of income and wealth. The direction of causation may be work-
ing in both directions, as he also reports evidence that inequality and lower
civic engagement tend to reinforce each another. Knack (1999) also finds a
positive correlation between equality of income and trust at the cross-country
level. However, Fukuyama (1999) adopts a rather different view, arguing that
family break-up and the decline in trust which tends to result from it has been
responsible for some of the increase in US poverty.

There is uncertain
evidence on the links

between social
exclusion, social capital

and inequalities in
health.

Using state-level data from the US General Social Survey, Kawachi et al.
(1997) argue that income inequality lowers social capital and through this
channel leads to higher mortality rates (as well as higher rates of crime). In
addition to the mediating role of social capital, there are, of course, direct
linkages between poverty and ill-health. The key insight from their analysis is
that income distribution at state level matters more than average income for
health outcomes.26 This is supported by Wilkinson (1996) and others, who
report that health inequality within countries or regions is more closely linked
to inequality than to average income levels. Halpern and Nazroo (2000) also
suggest that individuals from ethnic minority groups experience better men-
tal health and personal well-being when living in areas of high group concen-
tration. However, Lynch et al. (2000) warn against “overly simplistic interpretations
of the links among social capital, economic development, public policy and
health”. Moreover, Muntaner et al. (2000) believe that the public health utility
of the concept of social capital may have been exaggerated since the concept
has been “portrayed narrowly and focused on more optimistic appraisals of its
relevance to population health”. Accordingly, to these critiques, the limited
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conceptualisation and empirical evidence, which social capital is based on,
calls for caution.

Social capital can act 
either to entrench 
social fragmentation, 
or to cross the divides.

Countries polarised along lines of class, ethnicity or language (Collier, 1998;
Knack and Keefer, 1997) almost inevitably face a higher risk of social fragmenta-
tion. However, many multi-racial and linguistically diverse societies have
proved to be able to manage and harness diversity with positive outcomes. For
example, comparing different countries, La Porta et al. did not find a significant
correlation between ethno-linguistic heterogeneity and reported mistrust.

Although the fragmentation of social relations may lead to the formation
of new patterns and networks, which should be welcomed, the risk is that new
forms of social capital may be unevenly shared. While the effect of the Inter-
net may offer both hopes and challenges, it must be weighted against the
risks of social inequality of access to cyberspace, its perceived impersonal
nature, further fragmentation of people into distinct groupings, and being a
possible tool of passive, private entertainment. This situation may be
compounded in the future as some groups are likely to have access to new
technologies and forms of learning linked to enhanced labour market
opportunities.

Social capital can 
mediate differences 
in overall literacy 
or learning outcomes.

Willms (2001), using Canadian data on student achievement, finds that
individuals from poor backgrounds who also live in poor communities are
especially vulnerable to low educational achievement. Communities with
high levels of social and cultural capital can achieve higher learning out-
comes. Willms stresses the importance of disciplinary climate, parental
involvement and high expectations in raising school and literacy standards.
Furthermore, family and community effects are important in raising the skills
and literacy of disadvantaged adults. These findings also suggest that the
responses of societies to disadvantage are an important determinant of how
well they perform in terms of overall literacy. Cross-country differences in
adult literacy and skill levels greater for lower socio-economic groups. This
suggests that a key element in strategies to improve overall literacy standards
is the identification of the needs of the socially disadvantaged, especially those
with poor access to social networks.

3.9. Impact of social capital on economic well-being

3.9.1. Productivity in firms and organisations

Trust has a role 
in facilitating 
productivity…

Trust underwrites transactions whether they are private, social, economic
or political in nature. Central to the definition of social capital is the concept
of networks.27 Firms can benefit from norms of co-operative trust embodied
in various types of intra-firm or inter-firm networks because these facilitate
co-ordination and lower transaction costs arising from negotiation and
enforcement, imperfect information and layers of unnecessary bureaucracy.28

In this perspective, trust has many dimensions including a belief in the good
intentions of others as well as their competence and reliability.

… when embodied 
in the organisational 
culture of firms…

Humphrey and Schmitz (1998) highlight how “trust-based relations
between economic agents have been seen as part of the competitive advan-
tage of manufacturing enterprises in Germany, Japan and parts of Italy…”.
Suppliers and buyers can sustain long-term relations of co-operation and
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mutual obligation through repeated transactions forged on trust and network-
ing. Business networks covering marketing, training, or research can generate
long-term benefits by reducing overhead costs, sharing information and
imposing sanctions on opportunistic behaviour. In some niche markets, such
as in software development or the garment industry, entrepreneurs can take
advantage of economies of time, by sharing information, and adapting quickly
to changing demands of customers (Uzzi, 1996 and 1997).

… and may lead to
larger and more

effective production
units…

Some of the research has explored the notion of generalised versus special-
ised trust. La Porta et al. (1997) found that the revenues of the 20 largest firms as a
percentage of GDP is positively associated with trust in people in general, and
negatively associated with trust in family. They hypothesise that larger firms
might prevail more in societies where trust is higher and penalties for opportu-
nistic behaviour are less necessary. By contrast, on the same hypothesis larger
firms would be more difficult to develop in closely knit societies based on bonds
of family or ethnicity. In this model, trust tends to be an exogenous factor shaped
by historical and cultural factors and acting to facilitate collective action and
co-operation, including higher civic engagement and government effectiveness.

… as well as enhanced
co-operation within

firms.

Similarly, intra-firm networks and co-operative norms can facilitate team-
work, enhance efficiency and quality as well as improve the flow of informa-
tion and knowledge. Shimada (1988) identifies co-operative attitudes among
the workers and management as the basic reason for the (historically) strong
competitiveness of Japanese automobile companies: “In a US company, each
worker is eager to make his individual success, and unwilling to tell what he
knows to his colleague. But here, everybody is willing to tell what he knows as
much as possible to the colleague. This is because he believes that he can
make a success only as a team, not on his own” (Omori, 2001). Different types
of social and organisational capital may be more or less relevant at different
phases of economic development – witness the decline in the competitive-
ness of Japanese automobile manufacturing in the 1990s.

3.9.2. Productivity in regions and neighbourhoods

Social capital can
facilitate regional

systems of innovation.

Regional industrial systems based on local learning networks are
potentially more flexible and dynamic than those in which learning is con-
fined to individual firms. Regional or local learning networks can allow for
information flows, mutual learning and economies of scale. Putnam (2000a)
contrasts the impact of Silicon Valley and Route 128 in the US. He cites Silicon
Valley in California where a group of entrepreneurs helped by research
effort in the local universities, contributed to the development of a world cen-
tre of advanced technology. He comments that “The success is due largely to
the horizontal networks of informal and formal co-operation that developed
among fledgling companies in the area”. By contrast, in the Route 128 corridor
outside Boston, lack of inter-firm social capital led to a more traditional form of
corporate hierarchy, secrecy, self-sufficiency, and territoriality.

3.9.3. Job search

Access to social capital
helps people to find

jobs.

Barbieri, Russell and Paugam (1999) show that, in a number of European
countries, social capital is a valuable resource for finding employment, espe-
cially in open and flexible labour markets. More than the number of social
connections available to an individual, successful job search hinges on the
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range of persons with whom the individual is connected with and can rely on.
Bridging as distinct from bonding social capital is an important asset for indi-
viduals in search of employment. However, the unemployed experience less
access to extensive, job-based networks and contacts.

A number of economists including Granovetter (1973) have emphasised
the role of casual acquaintances, as well as close friends and families, in find-
ing jobs. In a similar vein, Burt (1992) emphasises the absence of close ties29

as a factor in encouraging mobility of individuals and sharing of knowledge. In
closed or dense networks, information becomes more readily redundant. He
identifies information and influence (over one’s own autonomy or that of others)
as two types of benefits flowing from social networks. A third type of benefit
may be identified in the form of social solidarity involving co-operation, a sense
of social duty and reciprocity not founded on any immediate payback for
those contributing to the welfare of others. Loury (1987), one of several inde-
pendent “inventors” of the concept of social capital, did so to capture the fact
that even if the human and financial capital advantages of white Americans
were cancelled out, their richer connections to mainstream American institu-
tions would confer an advantage on them relative to middle-class members of
minority communities.

3.9.4. Macro-economic benefits

As Arrow (1972) noted, interpersonal trust and norms of trust toward insti-
tutions may be central to many economic and social activities. However, anal-
ysis of the role of social capital in explaining cross-country differences in
economic growth has been limited to date, reflecting the relative novelty of
the concept, its heterogeneous nature, and the difficulty of collecting ade-
quate indicators on a cross-country basis. In addition, difficult measurement
issues arise when it comes to the question of aggregation.

Recent evidence 
of the impact of trust on 
economic growth 
has been mixed…

Depending on the selection of countries, the time period chosen and the
inclusion of other explanatory variables in the growth equations, results bear-
ing on the macro-economic effect of social capital have been mixed. Using
World Values Study data, Knack and Keefer (1997) found that a measure of
general inter-personal trust is positively correlated with growth in GDP when
controlling for initial income per head, a human capital variable, and the rela-
tive price of investment goods.30 Using the same data source, Hjerrpe (1998)
also found a positive and significant relationship between measures of trust
and economic growth for a sample of 27 countries (including a number of mid-
dle to low-income countries)31 after controlling for physical capital, openness
to trade and the proportion of the adult population with tertiary education.
Yet, Helliwell (1996) found a negative correlation between trust and growth in
total factor productivity in a sample of 17 OECD Members.

Other researchers have suggested that trust can stimulate savings, risk-tak-
ing and investment. Guiso et al. (2000) report that in Italian regions with high lev-
els of social trust, households invest less in cash and more in stock, use more
cheques, have higher access to institutional credit, and make less use of informal
credit. Firms also have more access to credit and are more likely to have multiple
shareholders. The effect of trust appears stronger in regions where legal enforce-
ment is weaker and among less-educated people. The financial behaviour of
individuals who have moved from another region is mainly affected by the level
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of trust in the environment where they live, and in lesser part, by the level of trust
prevailing in the province from which they migrated.

Analysis at the sub-national level seems to reveal more by implicitly control-
ling for some of the confounding contextual and cultural factors. Northern Italy
shows significantly better levels of governance, institutional performance, and
economic development when other factors were controlled for.32 Putnam (1993)
and Helliwell and Putnam (1999a) argued that stronger social capital enabled the
north to take advantage of regional reform to grow more rapidly than the south.
To do so, they undertook comparisons of northern and southern Italy, finding evi-
dence of a relationship between inter-regional performance since the mid-1980s
and increasing citizen satisfaction with regional governments in the north of the
country following reforms in the 1970s.33 Up to the early 1980s, levels of real GDP
per capita were tending to converge in the different Italian regions. Since then,
regional differentials have widened again.

… as is any link
between group

membership and
economic growth.

The link between national levels of group membership and economic
growth is also unclear. Putnam (1993) found a connection between levels of
civic engagement and economic development over a long period of time. He
argues that in daily interactions structured by civic associations, people learn
trust, social norms, and effective networks for public action. Civic associations
can create a dense horizontal network and many opportunities to acquire the
social capital of trust.

Other studies have generated inconclusive results suggesting that the
proxy data may not be capturing important dimensions of social capital.
Knack and Keefer (1997), using indicators of group membership drawn from
the World Values Study, found that associations whose functions are to
advance their members interests – such as trade unions, political parties and
professional associations – had little relation to growth or investment rates.
They also found that many other types of associations, such as religious or
church organisations, education, arts, music or cultural activities, showed no
relation to economic growth but a significant negative relation with investment.

It is therefore not obvious that changes in group membership or other
forms of social interaction have impacted on recent differences in economic
growth across OECD countries. For example the evidence for declining levels
of group and civic participation in the United States stands alongside rapid
increases in income per capita.

Other research
suggests that social

infrastructure is
important to economic

growth.

Much recent work has been concerned with the short-term determinants
of economic growth. Other research suggests that countries tend to achieve
higher long-term levels of output per worker if they combine high rates of
investment in physical and human capital with a high-quality “social infra-
structure”34 (see Hall and Jones, 1999). The quality of “social infrastructure” is
primarily related to the effectiveness of institutions and government policies
that make up the economic environment within which individuals and firms
make investments, create and transfer ideas, and produce goods and ser-
vices. It is closely related to political, institutional and legal conditions (PIL)
described in Chapter 1.

Understanding
the limitations of the

research is important.

Care is needed in interpreting the role of trust in cross-country economic
growth equations. Trust may well be determined by, or correlated with, other
aspects of societies that are omitted from the growth regressions. For
instance, it may be that corruption or weak legal enforcement lowers trust
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and, for quite independent reasons, the growth rate. As Knack and Keefer
(1997) note, trust might even be a product of optimism in societies that are
performing well in economic terms. Poverty and low economic development
may hinder the development of trust because people who are economically
insecure, or who live in a society of economic under-development and inse-
curity, may have a lower incentive to trust others.

Some of the impact on macro-economic performance may also be indi-
rect through higher rates of investment in physical and human capital and
enhanced performance of “social infrastructure” (or PIL according to Chapter 1).
La Porta et al. (1997)35 and Knack and Keefer (1997) report evidence on associa-
tions between trust and indicators of government performance, including the
effectiveness of the judiciary and the quality of the bureaucracy. However,
these studies report a weak association between trust and economic growth
(over 1970-1993) but stronger association between a wide variety of out-
comes, such as level of education and investment in physical capital using a
number of controls. They also report a positive correlation between levels of
education and trust, other things equal.36

3.10. Conclusion

In conclusion, social 
capital appears to have 
economic and social 
benefits…

Care is needed in drawing conclusions from studies that rely on highly
aggregate or undifferentiated proxy measures of social capital. However, this
chapter has shown that social capital is likely to have positive economic,
social and personal benefits based on a wide range of empirical studies in a
number of countries.

… and human and 
social capital may be 
mutually reinforcing.

There is also a two-way relationship between social capital and human
capital. There is a positive association even at a cross-country level, for exam-
ple, between civic engagement and trust on the one hand, and levels of edu-
cation on the other.37

Although the research 
is suggestive, there is 
as yet no robust 
evidence that social 
capital is generally 
related to economic 
growth.

It is more difficult to demonstrate a clear link between social capital and
economic growth. As in the case of human capital, the evidence is affected by
the quality and breadth of proxy measures, the complexity of inter-relation-
ships between different conditioning factors and the difficulty in comparing
countries with widely differing cultural, institutional and historical traditions.
As Temple (2001) has suggested, this would be a fruitful area for further
research.

Weak access to social 
capital is also clearly 
an important dimension 
of social exclusion.

The evidence reviewed here of the benefits of access to social capital is
sufficiently impressive to establish social capital as a dimension to be
explored when looking at policies for dealing with poverty and social exclu-
sion – indeed the very term social exclusion implies the denial of access to
social capital.
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Notes

1. De Tocqueville (1835) wrote: “The Americans combat individualism by the principle of interest rightly under-
stood” where he claimed, for example, that “they show with complacency how an enlightened regard for them-
selves constantly prompts them to assist each other, and inclines them willingly to sacrifice a portion of their
time and property to the welfare of the State”.

2. Durkheim saw society as composed of “organs” (social facts), or social structures, that had a variety of functions
for society.

3. Weber focused on individuals and patterns and regularities of action. He was primarily concerned with action
that clearly involved the intervention of thought processes (and the resulting meaningful action) between the
occurrence of a stimulus and the ultimate response.

4. Jacobs (1961) defines social capital as “neighbourhood networks”.

5. The World Bank’s preferred definition of social capital is that it “refers to the institutions, relationships, and
norms that shape the quality and quantity of a society’s social interactions. Increasing evidence shows that
social cohesion is critical for societies to prosper economically and for development to be sustainable. Social
capital is not just the sum of the institutions which underpin a society – it is the glue that holds them together”
(refer to www.worldbank.org/poverty/scapital/whatsc.htm).

6. Some writers on social capital would also incorporate a consideration of “beliefs” into the definition. For exam-
ple, Adler and Kwon (2000) describe “beliefs” as shared strategic visions, interpretations and systems of mean-
ing. “Beliefs” are close to value orientations which underpin co-operation.

7. Putnam (1993) gives the example that “members of Florentine choral societies participate because they like to
sing, not because their participation strengthens the Tuscan social fabric”.

8. The examples given do not imply that all or most highly bonded groups have a negative social impact. For
example, some forms of bonding such as in families or ethnic groups can have positive health and employment
effects which spillover to other groups.

9. Exclusive forms of social bridging may include forms of extreme or totalitarian ideologies.

10. It has carried out representative national surveys of the basic values and beliefs of publics in more than
65 societies. It builds on the European Values Surveys, first carried out in 1981-89. A second wave of sur-
veys, designed for global use, was completed in 1990-1993, a third wave was carried out in 1995-1997 and a
fourth wave took place in 1999-2000. For further details, see wvs.isr.umich.edu/index.html.

11. Over time, measures of trust seem to be fairly stable for the twenty countries reporting trust in 1981 and 1990
(with a correlation coefficient of 0.91).

12. This correlation cannot be attributed to a possible confounding effect of higher per capita incomes: the partial
correlation between trust and wallets returned, controlling for per capita income, was higher than the simple
correlation.

13. Some caution with these results is necessary, given that lone parenthood is highly correlated with many other
indicators of disadvantage. For example, Joshi et al. (1999) found that children of lone mothers who had broken
up with the child’s father did not fare worse educationally or behaviourally than other children when current
income and educational attainment of the mother are controlled for. 

14. Loury is primarily concerned with the inequality of social capital and its capacity to affect the socio-economic
class structure.

15. This definition is used by the World Bank at www.worldbank.org/poverty/scapital/sources/civil1.htm

16. Referred to under the acronym PIL in Chapter 1.

17. Picciotto (1998) remarks “Gender discrimination squanders trust, hinders family relations, restricts social net-
works, and depletes social capital, the valuable capacity of societies to work toward common goals”.

18. De Hart and Dekker also found that this relationship remains present even when the effects of education level
or sex of the respondent, age or income level are controlled for.

19. However, non-employed women were more engaged than full-time.
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20. Other countries with high unpaid work in voluntary associations include Belgium, Bulgaria, Germany, Ireland,
Slovakia and the United Kingdom.

21. However, as a potential downside of social capital, not all forms and degrees of social ties may necessarily pro-
mote health. Some social ties may be oppressive or associated with unhealthy behaviour.

22. These results hold up even when controls are used for income, level of education, racial composition and fam-
ily structure in each state.

23. The ICVS relates to surveys of victims of all types of crime as distinct from reported crime. These surveys took
place in 1989, 1992 and 1996. Refer to ruljis.leidenuniv.nl/group/jfcr/www/icvs/index.htm

24. A curious result of his empirical investigation is that social trust is associated with higher levels of crime, when
inequality and self-interest are controlled for. This finding may reflect a supply of “victims” at a given level of
inequality and self-interest. Victims continue to trust by leaving doors and cars open in spite of the untrustwor-
thy behaviour of others.

25. Putnam (2000a) does not find any local area (US county) level impact of social capital on happiness although an
individual impact still holds. This may stem from measurement error associated with smaller country-level
samples.

26. For an alternative view of the role of social capital in mediating the impact of poverty and inequality on health,
see Lynch et al. (2000). They claim that the impact of social capital on health may have been exaggerated.

27. “Where people are trusting and trustworthy, and where they are subject to repeated interactions with fellow cit-
izens, everyday business and social transactions are less costly” (Putnam, 2000a, p. 288).

28. Fukuyama (1999) defines a network as “as a group of individual agents that share informal norms or values
beyond those necessary for ordinary market transactions”.

29. What Burt refers to as structural holes.

30. Knack and Keefer find that a one standard deviation change in the trust index is associated with a change in
the growth rate of 0.56 of one standard deviation. In alternative terms, a level of trust that is ten percentage
points higher (slightly less than one standard deviation) is associated with an annual growth rate that is higher
by 0.8 percentage points.

31. Non-OECD countries included were Argentina, Brazil, Chile, China and Russia.

32. Putnam used aggregate time-series data for 20 Italian regions covering the period 1960 to the mid-1980s.

33. Their measure of social capital includes: incidence of newspaper reading, the number of sports and cultural
organisations, turnout in referenda, the incidence of preference voting and regional government performance. 

34. Their measure of social infrastructure for a large number of developing countries is related to i) institutions that
favour production over diversion; ii) openness to international trade; iii) existence of the rule of law and prop-
erty rights; iv) presence of an international language; and v) distance from the equator.

35. The authors find that across countries, a one-standard deviation increase in the same measure of trust
increases judicial efficiency by 0.7 of a standard deviation and reduces government corruption by 0.3 of a stan-
dard deviation.

36. Knack and Keefer report a strong correlation (r = 0.83) between trust and an estimate of average years of
schooling for 1980, and note that “education may strengthen trust and civic norms, for example, if ignorance
breeds distrust, or if learning reduces uncertainty about the behaviour of others, or if students are taught to
behave cooperatively” (p. 1270).

37. For example, rising demand for education associated with changing labour market conditions may not be paralleled
by increases in social capital.
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Chapter 4 

POLICY IMPLICATIONS AND FURTHER RESEARCH NEEDS

“Whatever the difficulties in the design and evaluation of education, there is a genuine policy instrument, or scores of
them, right at hand. There are education ministers, and they have tasks and budgets. But make yourself the Minister of
Social Capital and who would you talk to when you came to work in the morning? Social capital is itself a bridging concept.”
Helliwell (2001).

4.1. Introduction

Human and social 
capital contribute 
both to growth 
and well-being.

This report suggests that policy makers should be concerned about
human and social capital for four main reasons:

1. There is robust evidence that human capital is an important determi-
nant of economic growth, and while the effect of social capital on
growth is unproven, there is enough evidence to justify further
research on that possibility.

2. There is evidence that both human and social capital are associated
with a wide range of non-economic benefits, including improvements
in health and a greater sense of well-being. Such findings are particu-
larly important when set in the context of evidence that, in recent
years, average self-reported well-being has not been growing in
OECD countries in line with GDP.

3. Social and human capital can be mutually reinforcing.

4. Flowing from the preceding points, the significance of human and
social capital for individual life chances is so great that the promotion
of social inclusion must take account of both types of capital.

Human and social capital enable individuals, communities, firms and
societies to cope with the demands of rapid social and economic change –
teaching children to cope with a changing world, reskilling adults for new
types of work and providing the trust and sense of common purpose on which
most social and economic activities depend. Such capital represents a key
resource for sustainable development.

Sustaining human and 
social capital is a 
matter for everyone – 
and certainly not just 
for government.

While education and training institutions play a significant role in devel-
oping human capital, wider social support for those institutions is critical to
their success. Human and social capital are created, formally and informally,
in the workplace, in local communities and within families. Social capital
resides in social relationships entered into voluntarily, implying that govern-
ments will often be facilitating or supporting the development of social capi-
tal, rather than actively creating it. Moreover social and human capital are
mutually reinforcing. For all these reasons, the policy ideas advanced here
are not just addressed to governments, but also to a range of other actors and
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institutions – such as employers, people working in voluntary organisations,
and key public sector workers. Everyone has a part to play.

4.2. Policies for human capital

Policies for human
capital need to be set

in context.

Policies for human capital need to recognise that:

• Economic change – particularly the increased knowledge-intensity of
economic activity – may be changing the demand for human capital,
particularly by increasing the emphasis on some non-cognitive skills
such as teamwork and innovation.1

• All learning environments – including the family, the workplace, and
the pre-school environment – are important.

• Partnership and dialogue – between private, public and voluntary sec-
tors – is essential, as is policy co-ordination – linking education to poli-
cies for employment and social protection.

• There are substantial differences in both access to, and take up of, fur-
ther education and training. Policies for lifelong learning need to address
these variations if they are to successfully tackle social exclusion.

• Long time scales are often involved, both in the development and erosion
of human and social capital.

The research on human capital reviewed here, when set in the context of
other research studies and policy development work, has some direct policy
implications, and suggests some policy options worthy of further consideration.
They are as follows:

This report suggests
some policy options for

human capital
development.

1. Investments in human capital generate significant private and social benefits. The
latest research reinforces the view that human capital plays a signifi-
cant role in economic growth. In addition, there is much evidence of
significant non-economic benefits flowing from investment in human
capital – better health, improved well-being, better parenting, and
more social and political engagement. Changes in the structure of the
economy are also increasing the demand for skills, as economic activ-
ity becomes more knowledge-intensive, and human capital is increas-
ingly central to the competitive edge of firms and nations. These
findings do not imply that all investment in education is desirable,
but they do provide strong support for the view that wisely-targeted
investment in human capital formation represents a sensible public
policy choice.

2. Social capital is linked to educational attainment, suggesting that most forms of
education and training could be assisted by various types of community-based net-
works. Partnerships are needed to provide people with the platform of
readiness and support for learning, recognising that such a platform is
often largely the product of home and family environments.2

3. Incentives for continual learning need to be developed. There may be a case for
re-considering the organisation of learning opportunities throughout
the lifecycle as well as financial and tax incentives for learning so that
the needs of individual learners are better served. There is a need to
encourage, and rigorously evaluate, innovative forms of co-financing,
such as individual learner accounts (ILAs). Incentives for on-the-job
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training, part-time further education, alternation of work and study
and use of distant and IT-based learning for adults might be considered.

4. Curricula and teaching methods need to give weight to inter-personal and other
non-cognitive skills alongside cognitive skills. Effective organisations are,
increasingly, learning and innovating organisations. This change is
increasing the demand for teamworking ability, flexibility and the
capacity to innovate and manipulate knowledge (see OECD, 2001,
Chapter 4).

5. Human capital investment can also help to develop social capital. Greater
emphasis on group-centred problem-solving might help prepare stu-
dents for more co-operative behaviour. Educational institutions might
also be used to promote the strength of local communities, taking
advantage of the fact that large proportions of the community have
links with such institutions. Community activities can take advantage
of the times of the year or day when school premises are not being
used for their normal purposes. [Scenario 3, in Chapter 5 of Education
Policy Analysis (OECD, 2001) describes the role which schools might
play in this context.]

6. Training schemes need to target those most vulnerable to exclusion from the labour
market. Typically, those with the greatest need are least likely to par-
ticipate in training. Increasing inequalities in income in many OECD
countries in recent decades may be further compounded as new
forms of learning and technology develop. Changed interventions will
be necessary to overcome these problems – for example to ensure
that the digital divide does not create unacceptable inequalities of
access to distance learning.

4.3. Policies for social capital

Access to social capital 
is generally 
beneficial…

The evidence reviewed here shows that social capital is important for
well-being, health, and job search activities, and has offered some suggestive
evidence regarding its potential role in supporting economic growth. Despite
this, some forms of social capital are undesirable – notably that involved
when people co-operate for anti-social purposes. Policies need to take
account of the diverse forms of social capital and its varying desirability.

… but the role of 
government in 
sustaining social capital 
is less clear than in the 
context of human 
capital…

As indicated above, the role of government in sustaining social capital is
less clear than in the case of human capital. It may often have the role of facil-
itator, rather than main actor. At the same time, government and other public
agencies have a diffuse, but collectively powerful influence on social capital
formation. Agencies whose actions have influence on social capital are spread
throughout government and the voluntary and private sectors. Local and
regional levels of government will often have particularly important roles.

The main significance of social capital for social exclusion policies is the
recognition that access to social capital helps to determine life chances. Spe-
cific types of social capital may also be particularly relevant to social exclu-
sion – in particular, “bridging” social capital which refers to social connections
which cross boundaries of social class, ethnicity and gender. Crossing such
bridges to join the key social networks of access and influence may be critical
to the success of immigrant and ethnic minority communities. One option
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might be to target attempts to improve social capital at areas or communities
which can be identified as lacking social capital.

Some examples of existing policies which bear on social capital are given
in Box 4.1. The new research on social capital lends significance to such initia-
tives by demonstrating that social contacts acquired in one context can be
utilised for a very wide variety of purposes. This means, for example, that par-
ticipative sports may be seen as having wider benefits, beyond physical
health and the pleasure of the activity.

… while research on
social capital is still at

an early stage.

Research on social capital is at an early stage of development and cannot
yet tell us with any degree of confidence whether any given programme or
policy will fail or succeed in realising its social capital objectives. At the same
time our understanding of social capital and its policy value can only be
developed through policy development and evaluation. The options pre-
sented below should therefore be seen as ideas worthy of further develop-
ment, pilots and evaluation, rather than as programmes for which there
already exists substantial research support.

Some policy ideas
might be piloted and

evaluated.

1. Support for families. Policy options include the provision of fiscal sup-
port, flexibility in working hours and arrangements to encourage or
facilitate more parental involvement in the lives of children. Flexibil-
ity to allow for more time off for parents and better planning and
scheduling of working hours may help – recognising that such family-
friendly policies have the joint effect of helping parents who do work,

Box 4.1. Policies for social capital: some examples

Policies for social capital are not new. Some examples of policies which depend on social capital for
their impact, or act to enhance social capital, are given below:

Strengthening communities and families to support children in Italy. In Pistoia, Italy, the municipal government
provides children’s meeting places, providing support for families not in need of full-time childcare. Par-
ents, grandparents and other family members can attend enrichment activities at these locations, which
serve as community meeting points for adults as well as a source of play and experimentation for chil-
dren. These children’s meeting places also serve as after-school environments for school-age children,
and as educational resource centres for teachers from the city’s scuole dell’infanzia and elementary schools.

Building bridges through community involvement in Northern Ireland. Ulster People’s College, a voluntary
organisation in Belfast, provides structured training programmes at a variety of levels for local people
involved in voluntary and community work. The college’s community leadership programmes helps active
community members to become more effective in their work, while the college also acts as a very effec-
tive network for community and voluntary workers in Belfast. It is an explicit part of the college’s mission
to involve people from both nationalist and unionist communities and to contribute towards peace and
reconciliation in Northern Ireland.

Innovation through networking in Denmark. Denmark has a number of programmes whose objective is to
stimulate innovation through linkages between established research centres and the private sector. Pub-
lic-private partnerships in research have been encouraged through new legislation on inventions and new
rules for private sector financial involvement in public research institutions. Innovation, partnership and
networking are also stimulated through “centre contracts” whereby businesses, technological service
institutions, and scientists work together on commercially oriented R&D projects, with a mix of govern-
ment and private sector funding.
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and encouraging more parents, particularly women, to enter the
labour market if they so desire.

2. Support for voluntary initiatives. Policy options include both demand-side
measures to encourage funding of organisations which make effective
use of volunteers, and supply-side measures which encourage
employers to offer time off for some sorts of community activity.

3. Government decision-making processes. Democracy which involves people is
not only a means of making better decisions, but also a critical element
in the whole social fabric. Empowerment of citizens and proximity of
government to the people can help invigorate local communities and
tap into valuable social energy for positive action.

4. ICT and social capital. New forms of ICT, alongside more traditional
media, can be used to help connect people to their local neighbour-
hoods as well as more distant communities. ICT offers new opportuni-
ties for government to consult and communicate with citizens, and to
open up its own actions to public scrutiny. Electronic networks can
also serve to communicate information and ease market transactions,
especially where matching information is lacking.3 Greater opportuni-
ties for informal learning, including distance learning, are opened up
by new media. It is important that disadvantaged groups have greater
access to new media so that they can take fuller advantage of new
information highways and networks. Informal environments are
becoming increasingly important as countries move towards diverse,
demand-led and individualised forms of learning.

5. Linking health care to communities. Planning of health care and provision
at the local community level, where the elderly and other groups can
stay closer to their families and communities, may offer another way
of sustaining social ties and reaping positive health benefits which
the research has shown are linked to social capital.4

4.4. Knowledge gaps and future areas of research

This report has been wide-ranging, and has identified a large number of
lines of enquiry for further research. Any list of proposals will inevitably be
highly selective. The most salient gaps in our knowledge and understanding
appear to lie in the following areas:

Further work would be 
useful on the 
measurement of human 
capital, how demand is 
changing and how 
human and social 
capital are linked.

1. Extending the measurement of human capital – in particular the direct
measurement of competencies beyond the areas of numeracy and liter-
acy into fields such as teamwork, problem-solving and ICT skills. While
such competencies, or some dimensions of those competencies, may
be dependent on cultural contexts, better measures will still be impor-
tant, even where, for example, international survey instruments are
inappropriate. Current development activities include continuing
efforts to build on the International Adult Literacy Survey (IALS) to cover a
wider range of adult lifeskills.

2. Obtaining a clearer understanding of how demand for human capital
is changing and will continue to change, both quantitatively and qual-
itatively. This will be critical in guiding current initiatives both in train-
ing the knowledge workers for the new economy, and in addressing
the problems faced by those with few or outdated basic skills. Further
work may be needed to integrate thinking about the changing demands
© OECD 2001



The Well-being of Nations

 70
for skills with the structure of school curricula and the balance
between initial formal education and lifelong learning.

3. Clarifying the links between human and social capital to explore how
social networks can promote the education of individuals and how
education can promote social capital.

Further research could
clarify the concept of

social capital, and
develop better

measures.

4. Furthering conceptual development of the idea of social capital, pref-
erably by linking such development to empirical work. It will also
involve further developing our taxonomy of different forms of social
capital, and identifying the fields of analysis and forms of social capi-
tal where application of the concept is most fruitful.

5. Developing better measures of social capital in social groups, as well
as, separately but linked, improved measures for individual access to
social capital. A number of survey instruments are being developed
for these purposes. Measures used in Putnam (2000a) relate to pat-
terns of behaviour or attitude recorded in surveys of individuals.
Reported dispositions to trust or reported activities relating to infor-
mal socialisation, voting behaviour, joining in various types of organi-
sations and volunteering for community projects provide important
indicators of norms and patterns of network behaviour in the popula-
tion at large.

We also need to identify
the policies that work.

6. Through policy evaluation, gaining a better understanding of what
works in promoting social capital, and the contexts in which the pro-
motion of social capital yields most benefits. Some ideas on areas
ripe for evaluation have been suggested above.

4.5. Conclusion

The new debate on the
role of social capital

may parallel that on
human capital to which
the OECD contributed

extensively in
the 1960s.

In the 1960s, the OECD made a large contribution to the establishment
and recognition of the concept of human capital in economics. A generation
later, the issue of social capital is under debate, and there remain major
ambiguities in the concept, uncertainties in the research evidence and seri-
ous measurement problems. Alongside a review of the latest evidence on
human capital, this report represents an attempt to advance our understand-
ing of social capital.

The OECD might make
some further

contributions.

Across the world, there is a huge range of research, analysis and policy
development under way on human capital, and increasingly on social capital.
It will be extremely important to keep abreast of all this activity, and to share
experience of both policy implications and measurement issues, so that key
conclusions can be distilled. The task of the OECD will be to identify those
areas where its own contributions can add value. There are three areas where
this may be helpful:

• First, the OECD has played an important role in drawing together inter-
nationally comparable indicators of human capital formation, and
undertaking policy analysis on the basis of such indicators. It can con-
tinue that role, and deepen it by adding analysis of the potentially
complementary roles of human and social capital.

• There has been growing policy and political interest in social capital,
but few clear examples where the messages of social capital research
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has been unequivocally applied. There remains much fluidity about
the concept, and varying terminology is common. Moreover, the idea of
social capital is applicable in many diverse contexts, and it is, as yet,
not clear where the use of the concept will prove most fruitful. In addi-
tion, the effectiveness of different policies in promoting social capital is
as yet an almost wholly unresearched field. These considerations sug-
gest that there might be value in a high-level OECD policy workshop
designed to share the experience and policy ideas of Member coun-
tries in the light of the emerging research evidence on social capital.

• Better measures of social capital are essential, and work is under way
in a number of countries to develop survey instruments. One option
would be for the OECD to explore the possibility of an international
pooling of resources in this area – perhaps through the development of
a common survey instrument, linked to the OECD’s continuing work on
educational indicators. For example, one possibility which might
deserve exploration would be to link measurement of social and human
capital in a survey of adult skills. Such a vehicle would, in principle,
permit assessment of the joint and relative impact of social and human
capital on life chances.

Attention to human 
and social capital will 
help to sustain 
the well-being of future 
generations.

Ensuring continued economic growth and improving the well-being of all
are major challenges for OECD societies. In a fast-changing global economy,
the value of social and human capabilities in meeting these challenges is as
important as ever. The task before us is to obtain a better understanding of
the role of those abilities – human and social capital. Through understanding
we can make better use of human skills and devise new ways of working
together to increase the well-being of all – leaving future generations at least
as many opportunities as we have had.
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Notes

1. See OECD (2001, Chapter 4), for a discussion of the problem of pinning down the new skills required by the
knowledge economy. 

2. Epstein (1995) presents a vision of how a partnership between schools, families and communities might work:
he argues that schools would become more like families in accepting all children and their families, and fami-
lies would be more like schools through their promotion of a learning climate.

3. Examples of such electronic networks might include area-based bulletin boards providing information
exchanges on job openings, offers of voluntary care, etc.

4. The evidence on the impact of social ties and quality of personal relations reviewed in Section 3.7 above is relevant.
© OECD 2001



 73
Appendix A 

SOME MEASURES OF WELL-BEING

Surveys of public attitudes and quality of life in various OECD countries, particularly the World Values Study,
suggest that overall well-being is, increasingly, lagging behind growth in GDP. The implication is that in the devel-
oped world diminishing returns to economic growth may have set in (Inglehart, 2000; Eckersley, 1998). One implica-
tion is that more attention needs to be paid to the quality of economic growth, taking account of any other changes
in the physical or social environment which are linked to economic growth, and affect well-being.

GDP and other national accounting based measures (including “green” GDP and “genuine savings” measures)
are based on monetary estimates of income flows and adjustments to measurable stocks. The values of changes to
stocks or the price of a given activity are determined by what consumers and societies are willing to pay. Costs and
benefits which are not subject to a market cannot be readily included in this framework. 

This appendix illustrates a selection of measures which have been used to compare some aspects of well-being
across countries or over time. Each attempt accounts for aspects of well-being which are not accounted for in mea-
sures based on GDP or similar indicators. Some sense of the likely magnitudes of adjustments to GDP or investment
can be given with reference to some of the studies reviewed below. Using data for the United States in 1965,
Nordhaus and Tobin (1972) found that the value of leisure and other activities not accounted for in GDP were equiv-
alent to approximately 100 and 50 per cent, respectively, of US GDP. Jorgenson and Fraumeni (1987) using US data
for 1982 produce estimates for human capital investment at over 50% of full gross private domestic product. 

While many of the approaches to measuring well-being are relatively new, the underlying rationale is not. Nordhaus
and Tobin (1972) proposed a composite measure of net economic welfare by incorporating additional components into
a wider measure of sustainable consumption and welfare. They made adjustments to GDP to include:

• estimates of the value of activities such as household production of childcare and other services as well as leisure;1

• tangible capital investment by households and government (e.g. consumer durables in the case of households).

Excluded elements of GDP were:

• instrumental or intermediate expenditures for “activities that are evidently not directly sources of utility them-
selves but are regrettably necessary inputs for activities that may yield utility” (op. cit., p. 7) (e.g. the costs of
commuting to work and public spending on police, sanitation, road maintenance, and national defence);

• capital depreciation as well as capital spending necessary to satisfy growth requirements in the future;2

• “the dis-amenities of urban life”3 (e.g. the cost of pollution, litter, congestion and noise);

• education and health (on the grounds that they were intermediate goods whose fruits already show up in
enhanced income).

Unlike Nordhaus and Tobin, Jorgenson and Fraumeni (1987) included investments in education in their measure
of welfare. However, in common with Nordhaus and Tobin, they made adjustments for subsidies, household capital
and consumption services as well as household production of leisure. The value of investments in education was esti-
mated as the sum of the present values of lifetime incomes for all individuals plus the imputed value of forgone
income for those in study.4 No deductions were made for the cost of education or child-rearing. By contrast, Kendrick
(1976) included estimates of the cost of education, training costs borne by employers, informal learning (from librar-
ies, museums and print media) and the value of spending on research and development.

Most measures are composite and partially non-monetary indices. Others involve monetary-based estimates of
various social trends or outcomes and their integration into a national accounting framework either directly or through
satellite accounts. Examples of summary indices of well-being used include:

• The Genuine Progress Indicator (GPI) is a monetary-based measure of well-being using data going back to 1950.5

It broadens the conventional accounting framework to include the economic contributions of families and com-
munities, and of the natural habitat, along with conventionally measured economic production.

• The United Nations’ Human Development Index (UNHDI) measures the overall achievements in a country on three
basic dimensions of human development – longevity, knowledge and economic resources. It is measured by
life expectancy, educational attainment (adult literacy and combined primary, secondary and tertiary enrolment)
and adjusted per capita income in constant purchasing power parity (UNDP, 1990, 2000).
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• An Index of Social Health (ISH) has been created in Canada based on the Fordham index of social health.6 It is an
index created from a set of socio-economic indicators, which measures progress against past performance for
a specific country.7 

• The Index of Sustainable Economic Welfare (ISEW) measures various activities which contribute to the quality of life.8

Air pollution caused by economic activity is subtracted and the value of unpaid household labour is included.
It also covers areas such as income inequality, other environmental damage, and depletion of environmental
assets. The ISEW has now been calculated for the United Kingdom, Germany, Austria, Sweden, the Netherlands
and Italy, as well as the United States.

The Index of Economic Well-being was developed by Osberg (1985) and further explained and illustrated in Osberg
(2001) with data for the United States, the United Kingdom, Canada, Australia, Norway and Sweden for 1980-1996.9

Osberg believes that elements omitted from consideration in GDP accounting may be especially relevant to social
capital. The measure is based on four components:

• Effective per capita consumption flows, which includes consumption of marketed goods and services, of unmar-
keted goods and services, changes in life span and in leisure (market consumption per capita; government
spending per capita; variation in work hours).

• Net societal accumulation of stocks of productive resources, including net accumulation of tangible capital and
housing stocks per capita and net accumulation of human capital (expenditure per year on education applied
to the total adult population) and R&D per capita, less net change in level of foreign indebtedness and social
cost of environmental degradation. 

• Income distribution, as indicated by the Gini index of inequality (income inequality after taxes), and depth and
incidence of poverty. 

• Economic security from unemployment, ill health, single parent poverty and poverty in old age.

The components of the index are presented in Figure A.1. Different weights, based on the values and judge-
ments of the user, can be used to combine the four main components of average consumption, intergenerational
bequest, inequality/poverty and insecurity. A key dimension in this index is to give an explicit weight to distributive
issues both with respect to allocations to current and to future aggregate consumption and to the allocation of income
and economic opportunities across different sub-groups in the current period. Since the four main components are
separately identified, it is easy to conduct sensitivity analyses of the impact on perceived overall trends of different
weighting of these components. The charts in Figure A.2 present results based on both the “standard” and “alterna-
tive” weighting for five countries: Australia, Canada, Sweden, the United Kingdom and the United States.

The results produced by this approach shows that in every country considered, growth in GDP per capita
exceeds growth in economic well-being, although to different degrees in different countries. For all countries,
adverse trends in inequality/poverty and insecurity measures meant that economic well-being tended to lag behind
GDP growth. In the United States, GDP per capita increased by approximately 30% over the 1980 to 1997 period, but
the index of economic well-being was almost constant, with an increase of only 4% over the period. In the United
Kingdom, increases in per capita GDP were even larger (40%), but the IEW declined by almost 10%. Osberg notes that
these results reflect the marked increases in economic inequality over this period. An additional factor in the case of
the United States is the substantial increases in working hours. He reports that the decline in the IEW for the United
Kingdom and Sweden is sensitive to the relative weighting of current consumption compared to distribution and
insecurity. In the case of Australia and Canada where dependence on raw materials production is greater, there is
greater fluctuation in GDP per capita than in the value of the IEW. Alternative weightings for economic insecurity and
inequality do not make any major difference to the value of IEW for Canada. 

Any attempt to summarise well-being in complex and increasingly diverse societies “inevitably requires a series
of ethical and statistical judgements” (Osberg, 2001). The various approaches discussed above represent important
initiatives to arrive at better measures but each is limited to a greater or lesser extent by:

• the selection of relevant indicators or components from the wider list of issues that need to enter into a full
index of welfare;

• the weighting of the various components and indicators;

• the interpretation of quantitative trends in these components vis-à-vis trends in GDP which are less bounded
as in the case of components such as unemployment. 

Adding together a variety of indicators with arbitrary weighting and scaling can lead to endless disagreement
over the weighting of the distinct components of well-being. Readers will draw their own conclusions as to whether
any of these approaches represents an imperfect, but preferable alternative to GDP. A key challenge is to decide
whether no summary measure at all of other aspects of well-being is better than a partial measure. 
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Figure A.1. Illustration of the Osberg Index

Source: Osberg (2001).
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Figure A.2. International comparisons of trends in economic well-being

Source: Osberg (2001), Part A.

Source: Osberg (2001), Part A.
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Figure A.2. International comparisons of trends in economic well-being (cont.)

Source: Osberg (2001), Part A.

 

Source: Osberg (2001), Part A.
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Figure A.2. International comparisons of trends in economic well-being (cont.)

Source: Osberg (2001), Part A.
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Notes

1. The value of leisure was estimated by multiplying the estimated number of hours of leisure in the population
aged 14 and over by wage rates (reflecting the opportunity cost of leisure).

2. That portion of capital investment required to maintain a constant capital-output ratio with consumption
increasing at a rate consistent with population growth and technological progress is excluded from the measure
of economic well-being.

3. No adjustments were made for environmental degradation due to lack of data. 

4. The imputed value of forgone income for those in study is the difference between projected earnings of those
with schooling and those without.

5. The Genuine Progress Indicator includes the following: Personal consumption; Personal consumption adjusted
for income inequality; Value of housework and parenting; Net foreign lending or borrowing; Services of house-
hold capital; Services of highways and streets; Cost of underemployment; Value of volunteer work; Net capital
investment; Depletion of non-renewable resources; Cost of family breakdown; Long-term environmental dam-
age; Cost of air pollution; Cost of consumer durables; Cost of water pollution; Cost of commuting; Cost of crime;
Loss of wetlands; Cost of noise and ozone pollution; Cost of household pollution abatement; Loss of leisure
time.

6. Also see: Index of Social Health (1995), Monitoring the Social Well-Being of the Nation, Fordham Institute for
Innovation in Social Policy, Tarrytown, N.Y.

7. The Index of Social Health (Brink and Zeesman, 1997) includes the following components: Infant mortality;
Child abuse; Child poverty; Teen suicide; Drug abuse; High school drop-outs; Unemployment; Average weekly
earnings; Poverty among those 65 and over; Out-of-pocket health expenditures for persons 65 and over; High-
way deaths related to alcohol; Homicides; Persons receiving social assistance; Gap between rich and poor;
Access to affordable housing.

8. Some of the components of the ISEW include: Consumer expenditure; Income inequality; Services from
domestic labour and consumer durables; Services from streets and highways; Public expenditure on health and
education; Costs of commuting; Costs of personal pollution control; Costs of automobile accidents; Costs of
water, air and noise pollution; Loss of natural habitats; Loss of farmlands; Depletion of non-renewable
resources; Costs of climate change and ozone depletion; Gross domestic product (see: Friends of the Earth
website: www.foe.org.uk/campaigns/sustainable_development/progress).

9. Osberg also provides data for 8 other OECD Member countries although in some cases the underlying data are less
complete (refer to Osberg, 2001).
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Appendix B 

SOME TRENDS IN THE SOCIAL AND ECONOMIC ENVIRONMENTS

Figure B.1. Real gross domestic product per capita, in constant prices,
average based on selected OECD countries, 1966-99

Selected countries include: Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Greece, Iceland, Ireland, Italy, Japan,
Luxembourg, Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, Switzerland, United Kingdom, United States.
Source: OECD. Real GDP deflated using 1998 US dollar. Based on Purchasing Power Parity.
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Figure B.2. Trends in income inequality for the entire population, selected OECD countries,
mid-1980s and mid-1990s

Note: Based on disposable income. Equivalence scale elasticity = 0.5.
Source: OECD (1999), "Trends in Income Distribution and Poverty in the OECD Area", document, Table 2.2. 
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Figure B.3. Percentage of children living in relative poverty, selected OECD countries, 1990s
% living in household below 50% of median income

Note: Percentage of children living in relative poverty is defined as the percentage living in households below 50 per cent medium income thresh-
old. The poverty rates refer to the following years: 1990 (Spain), 1992 (Belgium, Denmark and Japan), 1994 (Canada, France, Germany,
Greece, Hungary, Luxembourg, Mexico, Netherlands, Turkey), 1995 (Finland, Italy, Norway, Poland, Sweden, United Kingdom), 1996 (Czech
Republic), 1996-97 (Australia) and 1997 (Ireland, United States).

Source: UNICEF (2000), "A league table of child poverty in rich nations", Innocenti Report Card No. 1, UNICEF Innocenti Research Centre,
Florence. 
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Figure B.4. Unemployment rates, 25-54 year-olds and 15-24 year-olds, selected OECD countries, 1975-99

Selected countries include: Australia, Canada, Finland, France, Germany, Japan, Netherlands, Norway, Portugal, Spain, Sweden, United States. 

Source: OECD (2000) based on labour force surveys. The average unemployment rates is defined as the percentage of unemployed divided by the
total labour force.

Figure B.5. Age/dependency ratios, OECD countries, 1950-2050

Dependency ratios: The upper line expresses the proportion of the population aged under 16 and over 65 as a percentage of the working population.
The lower line shows the proportion of the population aged over 65 as a percentage of the working population.

Source: OECD (1999), A Caring World: The New Social Policy Agenda; United Nations (1998 revision), World Population Prospects, 1950-2050,
medium variant.
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Figure B.6. Percentage of the population 25-64 years of age in OECD countries with completed upper
secondary education or higher, 1950-98

Source: OECD (2000), Education at a Glance – OECD Indicators, Tables C2.2, C4.2

Figure B.7. Incidence of lone-parenting, selected OECD countries, comparison between
the 1980s and 1990s

% of households with children and one adult

Note: Survey years in brackets.
Source: OECD based on Eurostats Demographics, 1996. Lone-parenting is defined as the percentage of households with children with one adult.

The incidence is defined as the number of lone-parent families as a percentage of all families with dependent children.
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Figure B.8. Differences in earnings between men and women,
25-64 year-olds (for full-time workers), 1980s to 1990s

Source: OECD Structure of Earnings Database, see Keese and Puymoyen (forthcoming).

Figure B.9. Average labour force participation rates for men and women aged 15-64,
selected OECD countries, 1960-99

Source: OECD based on labour force surveys. Average based on Australia, Canada, Finland, France, Germany, Italy, Japan, Netherlands, Norway,
Portugal, Spain, Sweden, United States.
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Figure B.10. Arrivals of foreigners into OECD countries, 1999

Per 1 000 inhabitants

*Data for Denmark refers to 1998.

Source: OECD International Migration Database; ISTAT (1999), Annual Report.

Figure B.11. Number of acute drug-related deaths recorded in the European Union
per million people, 1986-97

Includes: Denmark, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, Sweden and United Kingdom.

Source: European Minister Conference for Drugs and Drug Addiction; UNDCP Redbook (2000), Global Illicit Drug Trends; UN demographic projections
(1998 revisions).
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Figure B.12. Criminal victimisation rates, 1980s and 1990s

Note: Percentage of the population victimised in one year. Survey year in bracket.

Source: 1996 International Crime Victims Survey. 

Figure B.13. Average life expectancy at birth, selected OECD countries, 1960-98

Includes: Australia, Austria, Belgium, Czech Republic, France, Germany, Hungary, Japan, Mexico, Netherlands, New Zealand, Norway, Poland,
Sweden, Turkey, United States.

Source: OECD (2000), OECD Health Data.
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Figure B.14. Recent trend in life-satisfaction in the European Union, 12 selected countries,
1973, 1983 and 1997

Note: Countries weighted by their relative sizes. Includes: France, Belgium, Netherlands, West Germany, Italy, Luxembourg, Denmark, Ireland,
United Kingdom, Greece, Spain, Portugal.

Source: Eurobarometers cumulative file (ICPSR #9361) for 1973 and 1983 and Eurobarometer #47.1 (ICPSR #2089) for April 1997 cited in
Blanchflower and Oswald (2000).

Figure B.15. Proportion of people giving different happiness answers in the United States, 1972-98

Source: US General Social Surveys cited in Blanchflower and Oswald (2000).
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Figure B.16. Suicide rate in selected OECD countries, 1950-97

Note: 21-country average includes: Australia, Austria, Belgium, Greece, Iceland, Ireland, Italy, Japan, France, Canada, Finland, Denmark,
Luxembourg, Netherlands, New Zealand, Poland, Portugal, Spain, Sweden, Switzerland, United States.

Source: World Health Organisation. 

Figure B.17. GHG emissions in OECD countries under alternative scenarios, 1990-2010

Note: The "Kyoto Protocol" trend line is based on the 1997 Kyoto Protocol in which industrial countries have committed themselves to differentiated
reductions of greenhouse gas emissions from 1990 levels over the period 2008-2012. The "Business as usual" trend line is a projection
based on present conditions remaining constant in the future.

Source: OECD. Projections for GHG emissions based on the OECD GREEN model.

1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 1997

30

25

20

15

10

5

0

30

25

20

15

10

5

0

Suicide rate Suicide rate

AustriaOECD (21-country average)
SwedenFrance United States

Ireland Japan

1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 1997

30

25

20

15

10

5

0

30

25

20

15

10

5

0

Suicide rate Suicide rate

AustriaOECD (21-country average)
SwedenFrance United States

Ireland Japan

1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 1997

30

25

20

15

10

5

0

30

25

20

15

10

5

0

Suicide rate Suicide rate

AustriaOECD (21-country average)
SwedenFrance United States

Ireland Japan

1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 1997

30

25

20

15

10

5

0

30

25

20

15

10

5

0

Suicide rate Suicide rate

AustriaOECD (21-country average)
SwedenFrance United States

Ireland Japan

1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 1997

30

25

20

15

10

5

0

30

25

20

15

10

5

0

Suicide rate Suicide rate

AustriaOECD (21-country average)
SwedenFrance United States

Ireland Japan

1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 1997

30

25

20

15

10

5

0

30

25

20

15

10

5

0

Suicide rate Suicide rate

AustriaOECD (21-country average)
SwedenFrance United States

Ireland Japan

1990 1995 2000 2005 2010

4 500

4 000

3 500

3 000

2 500

4 500

4 000

3 500

3 000

2 500

Millions tons of carbon Millions tons of carbon

Years

Business as usual scenario

Kyoto Protocol

1990 1995 2000 2005 2010

4 500

4 000

3 500

3 000

2 500

4 500

4 000

3 500

3 000

2 500

Millions tons of carbon Millions tons of carbon

Years

Business as usual scenario

Kyoto Protocol

1990 1995 2000 2005 2010

4 500

4 000

3 500

3 000

2 500

4 500

4 000

3 500

3 000

2 500

Millions tons of carbon Millions tons of carbon

Years

Business as usual scenario

Kyoto Protocol

1990 1995 2000 2005 2010

4 500

4 000

3 500

3 000

2 500

4 500

4 000

3 500

3 000

2 500

Millions tons of carbon Millions tons of carbon

Years

Business as usual scenario

Kyoto Protocol

1990 1995 2000 2005 2010

4 500

4 000

3 500

3 000

2 500

4 500

4 000

3 500

3 000

2 500

Millions tons of carbon Millions tons of carbon

Years

Business as usual scenario

Kyoto Protocol

1990 1995 2000 2005 2010

4 500

4 000

3 500

3 000

2 500

4 500

4 000

3 500

3 000

2 500

Millions tons of carbon Millions tons of carbon

Years

Business as usual scenario

Kyoto Protocol
© OECD 2001



The Well-being of Nations

 90
Appendix C 

DETERMINANTS OF SCHOOL ATTAINMENT: THE RESEARCH EVIDENCE

This appendix describes recent research (summarised in Section 2.4 of Chapter 2) on the determinants of school
attainment. Most of the evidence relates to the United States and covers only a limited range of learning outcomes.
However it does suggest that family, home and community backgrounds are important determinants of learning out-
comes and provide potentially important levers to improve attainment, alongside strategies to improve the quality
of teacher practice. Increased and targeted funding, including class size reductions, can also contribute to better per-
formance if combined with better management of resources and teaching practice. Over and above the impact of
material inputs and changes in teaching and instructional practice, the evidence suggests that the role of norms and
social networks remains an important support for learning at all stages of the lifecycle.

Coleman et al. (1966), reporting the findings of a large survey of US schools in the mid-1960s, found little evidence
that material inputs and class sizes were related to school attainment. (More recent evidence has pointed to more
positive results, as well as shortcomings in the state of current and past research.) Coleman found that material
school inputs affect pupil achievement only slightly, especially relative to family background. However, these results
are very much conditional on the range of outcomes being assessed as well as the level of economic and social devel-
opment of the societies under examination. Some learning outcomes such as those related to mathematical or sci-
entific ability are more closely related to the impact of the school. Inter-personal and especially intra-personal skills,
are more likely to be closely related to family, social and home background and affected to a lesser extent by school.
A further difficulty in separating home from school effects is the fact that, for OECD countries, it is rarely possible to
observe the results following from students not attending school. On the other hand, Fuller and Clarke (1994) raise
the possibility that school effects may be over-stated if family and social background proxy measures are inadequate
or poorly specified.

The evidence for a positive impact of class size reduction on student learning outcomes is mixed. Hanushek
(1998) reviewed almost 300 different estimates of the effect of altering class size on achievement and argued that
there is no indication that general reductions in class size are associated with any average improvement in student
achievement. Out of 277 studies on the impact of pupil-teacher ratios reviewed by Hanushek, only 15% showed a pos-
itive and statistically significant impact on student performance, compared to 13 (just under 5%) that showed a neg-
ative and significant link. The evidence suggests that across-the-board reductions in class size will not necessarily
yield better results – at least possibly not in the absence of other changes in teaching practices, student motivation
and home influence.

On the other hand, evidence has emerged from particularly one large-scale “random-assignment” experiment
conducted in the mid-1980s in the US State of Tennessee (the STAR project1) which showed modest improvements
in student achievement for class size reductions in kindergarten or early grades of elementary school.2 The positive
impact of class size reduction at more senior grades seems to be much less, if at all perceptible. However, using data
from STAR and other research findings, Mosteller (1995) has found that disadvantaged students do benefit from class
size reductions compared to other students, thus making a case for targeted class-size reductions as one possible
policy response to social disadvantage. Nye and Hedges (2000) also report large class size effects using STAR data.
More generally, more research is needed on the relative impact of class size in explaining learning outcomes at all
levels of education. Class size (or the ratio of students to teaching staff in the case of secondary and especially tertiary
levels) varies significantly within countries by level of education (primary through to tertiary), by field of study, by
type of school (special needs or mainstream) and by nature of location (urban and rural). The scope for class size
changes and the likely impact of these changes will vary according to the type of education and target group under
consideration.

The evidence reveals wide variation in outcomes within and across schools, as well as variations in the effective-
ness of teaching practice within schools. Within schools, much of the variation in rates of learning between one grade
and the next appears to depend on variations in teacher quality (Hanushek, Kain and Rivkin, 1998). Hanushek (1992)
shows that the differences in student achievement with a strong versus a weak teacher can be more than 1½ grade
levels of achievement within a single school year. Individual teachers differ systematically in how quickly their stu-
dents learn (Murnane, 1975), even after controlling for student traits. Moreover, variations in teacher quality have
been found by Rivkin, Hanushek and Kain (1998) to be more significant within schools than between schools in a district
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or region. Similarly, follow-up studies of graduates indicate varying labour market performance of students related
to the quality of school attended (Betts, 1995) and Grogger (1996).

Other research has examined the impact of competition between schools on attainment – either through greater
parental choice in a locality or through the use of voucher-type schemes where individuals buy education where they
want with a publicly funded credit voucher. The impact of voucher programmes in the United States is still a hotly
debated issue and the research on outcomes is still unclear. Hoxby (1994) suggests that the presence of private
schools in an area appears to improve the efficiency of nearby public schools that must compete for students.
Shleifer (1998) shows that private ownership of schools combined with choice and competition provides strong
incentives for cost reduction and improved educational performance. However, a key concern is the equity implica-
tions of changes in competition and use of parental choice in the context of unequal opportunities and endowments
of financial and social capital. Whether such innovations in the United States and elsewhere raise quality while not
affecting equity remains to be seen. Furthermore, studies of various types of contractual arrangements including the
performance of private and public schools are constrained by the lack of suitable controls and confounding factors.3

There is some cross-country evidence that the existence of central examinations as well as centralised control
mechanisms with respect to standards and budgets at national or regional level can help to improve school
performance4 (Wossmann, 2000 and Bishop, 1999). Also, effective delegation of decision-making to schools or local
levels of government, especially in certain areas of responsibility such as personnel policy and recruitment as well
as purchase of educational material may help to improve school performance (Wossmann, 2000).5

Evidence from various studies covering a large range of countries (and summarised in Fuller and Clarke, 1994)
suggests that availability of textbooks and supplementary reading materials as well as school library facilities have a
significant impact on student achievement, especially at primary level. However, frequency and type of use made of
these facilities is likely to be more crucial than the mere presence of a library in the school.

Empirical analysis of peer effects on student achievement has been limited, and what exists has been open to
question because of the difficulties of identifying peer effects per se. Hanushek, Kain, Markman and Rivkin (2000)
examined elementary level school achievement (in tests of mathematics and science) in the US State of Texas and
showed that the achievement level and racial composition of peers has a direct influence on achievement.6 All stu-
dents appeared to benefit from having higher-achieving school peers, although the effect was found to be small. 

As discussed in Chapter 2, above the quality and amount of time parents spend with their children is crucial.
What parents do seems to be more important than their socio-economic status. For example, one study found that
the effects of parents’ engagement at home outweighed the effects associated with volunteering at school or being
involved in school governance (Ho Sui-Chu and Willms, 1996). They also found that measures of parental involve-
ment explained more than social background – reinforcing the point that the effect of social background can be con-
siderably mitigated by differences in parental involvement and behaviour. Carlson (1999) found, using
US longitudinal data, that active involvement by biological fathers, including biological fathers not living with their
children, in the lives of their children can have a range of favourable impacts on adolescent behavioural outcomes,
including school attendance, over and above the effect of family structure.

Some studies have focussed on the extent and quality of networks involving educators, parents and local com-
munities. Coleman used as examples of social capital networks around schools the efforts and time invested by par-
ents in developing strong relationships with their children, their children’s teachers, their children’s friends, parents
of their children’s friends and other adults significant in their children’s lives. Mutual trust among the various individ-
uals in such networks makes for a climate of support, surveillance and social influence. Parents are potentially more
involved and better informed about their children’s friends, activities and scholarly progress. A study by Coleman
and Hoffer of religious, private and public schools in the US found that religious based schools had significantly lower
drop out rates than non-religious private and public schools (Coleman and Hoffer, 1987). Coleman and Hoffer argued
that these schools tended to perform better not only because of the existence of religious norms and precepts
favourable to learning and good teaching practice, but also because of “social closure” in which parents of students
are connected through school as well as wider community networks. As communities of learning, schools with higher
levels of “relational trust” performed better even after accounting for various other factors including teacher back-
ground and student characteristics (Bryk, Lee and Holland, 1993, p. 314).

In the case of early childhood education and care outside the home, partnerships between providers of care and
families can enhance not only children’s development but also parental skills and self-esteem (Powell, 1989). Partic-
ipation in effective early childhood development can also stimulate social capital networks through, for example,
organisation of learning activities, operation of programmes and decision-making involving parents, carers and other
staff. Furthermore, as in primary and secondary level education, early childhood education and care can generate
social support networks and strong ties with other families.

Evidence on the impact of social capital on education in the United States is reviewed by Putnam (2000a). He
finds a strong and significant correlation between measures of social capital at the aggregate State level and quality
of learning outcomes using Standard Aptitude Test scores (SAT).7 Putnam (2000a, pp. 299-230) reports a strong effect
of state-level social capital on individual attainment. This result was achieved after controlling for a wide range of
potentially confounding variables, including race, level of income, and income inequality, levels of educational
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completion in the adult population, poverty rates, educational spending, teachers’ salaries, class size, family structure,
and religious affiliation, as well as the size of the private-school sector. However even allowing for considerable con-
trols for income and other factors, there may be other unobserved factors correlated with the proxy measures of social
capital used and learning outcomes. These findings suggest that:

• higher levels of social interaction appear to have a strong positive impact on learning;

• levels of trust and informal socialising seemed to be more significant than levels of organisational membership
and related measures; and

• compared to traditional policy levers such as reductions in average class size, the likely leverage of social cap-
ital seems to be greater in raising achievement scores.

Henderson and Berla (1994) conclude on the basis of a review of a large number of studies that “… the evidence
is now beyond dispute. When schools work together with families to support learning, children tend to succeed not
just in school, but throughout life… When parents are involved in their children’s education at home, their children
do better in school. When parents are involved at school, their children go further in school, and the schools they go
to are better” (Coleman and Hoffer, 1987). The potential for school, community and family partnerships to support
learning is especially relevant for families from disadvantaged areas and backgrounds where they can be at a treble
disadvantage of poor access to income and employment as well as social networks.
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Notes

1. STAR refers to the Tennessee Student-Teacher Achievement Ratio experiment.

2. For a review of the STAR project findings, see Hanushek, 1998. The STAR project used a specially designed random
experiment to assign children to different size classes in kindergarten through to third grade of primary school.

3. As in other areas of the social sciences, it is not easy to entirely randomise studies since statistical controls are
limited to the samples used which are drawn from a non-random environment and where group and individual
selection bias is difficult to remove entirely.

4. Although the impact appears to be stronger in mathematics than in science. See Wossmann, 2000.

5. The results in relation to school autonomy and the existence of central examinations and standards hold up
both at the micro level using data from the Third International Mathematics and Science Survey (TIMSS) as well
as at the macro level using country averages for 39 countries participating in TIMSS.

6. The study uses various statistical methods to separate peer effects from school, community and other effects.

7. The composite measure used by Putnam is made up of indicators of: i) intensity of involvement in community,
organisational life; ii) public engagement (e.g. voting); iii) community volunteering; iv) informal sociability
(e.g. visiting friends); and v) reported levels of trust.
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THE IMPACT OF HUMAN CAPITAL ON ECONOMIC GROWTH: SOME MAJOR STUDIES
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Appendix E 

ARE TRUST AND CIVIC ENGAGEMENT DECLINING IN OECD COUNTRIES?

This appendix provides evidence on trust and civic engagement in respect of eight countries: the United States,
the United Kingdom, the Netherlands, Sweden, Australia, Japan, France, and Germany.

United States

Putnam (2000a and b) reports significant declines in group membership and informal socialising in the United
States. He uses data from various sources (including the US General Social Survey, the Roper Social and Political Trends
Survey and the DDB Needham Life Style survey which provide a rich range of data over a number of decades).
Declines in rates of membership of formal organisations have been accompanied by an even sharper fall in intensity
of participation (number of meetings, willingness to assume leadership roles, etc.). This occurred in spite of rising
education levels, which tend to be associated with higher civic engagement. In the mid-1970s, nearly two-thirds of
Americans reported attendance at club meetings in the previous twelve months (see Figure E.1). In the late-1990s,
nearly two thirds never attend.* Political, civic, religious and professional engagement have declined in the last
25 years in the United States, whether measured in terms of absolute number of members or in terms of “market
share” (the proportion of a target population eligible to be members of a given organisation).

Such evidence raises a number of questions. The changes could be either temporary, or the inevitable result of
changing social norms and patterns. Alternatively, the observed trends might be misleading, if other less traditional
forms of social organisation have been increasing, but are not reflected in the long time series of data. For example

* Moreover, measured in terms of hours per month, the average American’s investment in organisational life (apart from
religious groups) fell from 3.7 hours per month in 1965 to 2.9 in 1975 to 2.3 in 1985 and 1995, Putnam (2000a), pp. 61-62.

Figure E.1. Club meeting attendance dwindles in the United States, 1975-1999

Data: DDB Needham Life Style survey archive, 1975-99.
Source: Robert Putnam, Bowling Alone, Figure 11, p. 61 (Simon and Schuster, 2000).
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new social movements such as those associated with gender, environmental, civil rights issues or “single-issue”
organisations may be increasing in strength. The evidence is mixed but does tend to indicate that involvement in
such groups is often less intense and sustained than in the more traditional sectors of civic association. Membership
in some of these organisations rises and falls quickly and in many cases is based on “mailing lists”. Informal self-help
and support groups have certainly grown, but engagement appears to be more transient, short-lived and less often
associated with general public interests.

Various forms of informal social connectedness (such as incidence of eating dinner together regularly with family,
picnics, card-playing, having friends for dinner, visiting and eating out, etc.) have also waned over a long period of
time. Time-use by individuals appears to have shifted towards themselves and immediate family and away from the
wider community. In the case of sporting events, spectator attendance is up (as for visits to museums, cinemas, etc.)
but active involvement in sport (or musical activity) is down.

There has also been a decline in general levels of inter-personal trust. The decline is highly age-specific with the
baby boomers (those born in the period 1945-1965) and Generation-X (those born after 1965) less trusting than pre-
vious generations. Over time, levels of trust have been stable within cohorts. Grandparents are more than twice as
likely to trust other people as grandchildren (50 per cent vs. 20 per cent). They vote at nearly double the rate of the
most recent cohorts (80-85 per cent vs. 45-50 per cent) and are nearly twice as interested in politics (55 per cent vs.
30-35 per cent). Declining trust, political interest and activity in the USA are mainly inter-generational.

Another possible indicator of lower levels of trust or trustworthiness is the increase in the number of lawyers
from 1970 onwards linked to what Putnam describes as “preventive lawyering”. Putnam suggests that the stability in
lawyer numbers up to 1970 in spite of profound social and economic change is indicative of specific shifts that have
occurred since the late 1960s (see Figure E.2).

Figure E.2. Demand for legal and security has increased in the United States, 1900-1997

Data: 1900-70: Historical Statistics of the United States, Part I, D589-D592, 144; 1970-96: Statistical Abstract of the United States and data provided
directly by the Bureau of Labor Statistics (BLS).

Source: Robert Putnam, Bowling Alone, Figure 42, p. 145 (Simon and Schuster, 2000).

Rates of participation in voluntary community, social and charitable activity tend to be higher among middle-
aged and older people as compared to younger groups. Altruism, volunteering and philanthropy are highly corre-
lated with each other. Giving time and money is related to communal involvement more than education, wealth, and
size of community, family status and employment. In spite of decreasing civic engagement in other areas, there has
been an increase in volunteering in the United States concentrated in older age-cohorts (what Putnam calls the “long
civic generation” born between 1910 and 1940). The nature of volunteering has shifted towards more individual-to-
individual care rather than group activity at the community level.
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United Kingdom

Hall (1999) finds that most types of associational membership have increased since the 1950s. The United Kingdom
shares with the United States a long tradition of civic culture with high levels of social trust, and political and civic
participation (Almond and Verba, 1963). Unlike the US case, Hall finds no evidence of declining engagement over
time even among the younger age-cohort (thus countering the hypothesis that inter-generational shifts are occurring
which are not yet showing up in the aggregate population data). There has been some fall-off in membership of tra-
ditional women’s or religious organisations. However, he does not have data to review the intensity of engagement
or the quality of such engagement over time. It is possible that membership has tended to shift away from public-
interest type organisations towards self-help or single-issue organisations. Also, face-to-face participation may have
declined to be replaced by less formal and less sustained forms of commitment. The data do not permit an analysis
of these possibilities.

Hall does, however, find evidence of an increasing gap in membership rates and in reported levels of trust
between various social groups including by level of educational attainment. Trust and engagement are positively cor-
related with level of education and tend to be higher for the middle class than for the working class. Hall also finds
that the relative importance of various groups has changed with declines in the population share of the less educated
and of the working class relative to the 1950s. He suggests that educational reform and expansion coupled with
changing social class structure may have bolstered levels of trust and civic engagement in the United Kingdom, sus-
taining overall levels of social capital. Government support for voluntary activity (social support, care of the elderly,
community projects, etc.) may also have played a significant role. Rates of participation in community life increased
for women. Three factors underlying this are identified: the increased participation by women in higher education,
the growing participation of women in the labour force, and general changes in the social situation of women. In par-
ticular, the level of participation in community life for those with higher education (whether men or women) has
increased more than for other levels of educational attainment (although participation is up for all levels). This may
imply a higher marginal impact on social capital from higher education compared to the past.

Time-use survey data covering 1961 to 1984 shows no clear evidence for increased privatisation of leisure or
decreased levels of socialising with others (although time spent visiting friends is down especially among full-time
male workers). However levels of inter-personal trust have declined. In 1959, 56 per cent of all respondents to the UK
Civic Culture Survey said they generally trust others, while the corresponding figure for 1995 was only 31 per cent (UK
World Values Study). Hall also points to the possibility of important shifts in values and attitudes over time which
impinge on the quality of civic engagement and trust. This seems to be part of a more general trend towards more
materialistic and individualist values noted in Chapters 1 and 3. Putnam (2000b) also notes significant shifts in values
and attitudes of young people compared to the same age-group 20-30 years ago. Declining levels of trust seem to
affect the young more than other age-groups. The data for the UK show declining levels of trust:

• between persons (described here as generalised inter-personal trust); and

• towards institutions and public authorities.

Overall, the UK seems to be characterised by increased associational life and informal socialising coupled with
declining levels of trust. Behind increasing levels of associational life, the gap between “well-connected and highly-
active groups of citizens” and others whose associational life and civic engagement are very limited has grown since
the 1950s. The two groups most affected are the young and the working class. It is also notable that those having
experienced divorce, unemployment or relocation to a larger city are less inclined to participate or to trust, other
things being equal.

Netherlands

The evidence for the Netherlands does not indicate any overall decline in social capital, but suggests some pos-
sible changes in types of engagement. De Hart and Dekker (1999) review data on membership of various types of
organisations and rates of volunteering. Membership as well as intensity of engagement is increasing for most types
of organisations (except for traditional women’s organisations and political parties). Between 1980 and 1985, volun-
tary work was stable or increased although it declined among the 18-34 age-group (Dutch time budget survey). Polit-
ical activism has tended to increase and voter turnout at key elections has remained stable. However, as in other
European countries, engagement may have shifted towards less intensive and less committed forms. Rapidly growing
interest groups include the “single-issue” social movements established around environmental, international
solidarity and moral issues. While it is difficult to assess the extent of active involvement in these types of organisa-
tions, involvement could be more transient and less orientated to broader public interests than other types of civic
organisations. Finally, time budget data do not point to declining levels of informal socialising or engagement.

Sweden

Rothstein (1998) reviews evidence indicating a deterioration in what he terms “organised social capital,” that is,
trust within and among the major labour and business organisations during a period of sustained consensus and par-
ticipation of the social partners in economic and social planning. As in Britain, declining levels of trust in political
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institutions are found, parallel to declining levels of co-operation, consensus and trust from the late 1980s onwards.
Political engagement also appears to be changing from active involvement to passive spectatorship and interest.
Whereas the data show that levels of political interest are rising, fewer people are actively involved: party volunteers
are older and professionalisation of politics and more intensive media involvement have tended to sideline the role
of such volunteers. Professional campaigns and media activity have tended to supplant popular mobilisation, debate
and study circles. As in other European countries, membership of single-issue organisations has grown in importance
relative to stable, mass organisations.

Traditionally, Sweden along with other Scandinavian countries has occupied one of the top positions in interna-
tional rankings of organisational engagement, volunteering and self-reported levels of general trust. Evidence from
national as well as international surveys such as the World Values Study suggests that both formal and informal social
organisations have, if anything, displayed increasing vitality in recent decades. Rothstein does find evidence of
increasing individualism, as younger generations have turned away from traditional hierarchically organised forms of
social activity. So, for example religious temperance movements and women’s organisations have given way to lei-
sure, sports, cultural, and environmental organisations. As in the case of the United Kingdom, rates of organisational
membership differ among groups and are highest among the young. Membership of organisations over time is up
across all age-groups and social classes, and the gap between men and women has narrowed (as in the UK). World
Values Study data also point to higher levels between 1981 and 1996. The Swedish Level of Living surveys from 1968,
1981 and 1991 also support these results.

However, other studies point to lower levels of “affinity” to certain mass organisations. This may be connected
in the view of Rothstein to rising discernment and lower collective or group identity. Other studies again show
increasing levels of individualism and personal autonomy. Rothstein argues that this may be compatible with a more
“solidaristic” individualism (by contrast with an egoistic individualism).

Australia

The evidence for Australia is more akin to that for the United States. Declining membership has been noted by
Eva Cox (in Putnam, 2000b) for many long-term established voluntary groups in recent decades. For example, trade
union membership and church attendance both fell significantly from the 1960s to the 1990s. Volunteering appears
also to have declined, while the evidence for political involvement is not as clear-cut. Generalised inter-personal
trust and trust in political institutions have clearly declined in the last 15 years. Television-watching has increased
and informal socialising has decreased. In the view of Cox, declines in trust may be linked to increased anxiety about
the future as well as rising inequalities. Though sports participation is up, as it appears to be elsewhere, this trend
is likely to reflect individual fitness activities, rather than team sports. Some social movements such as feminist and
environmentalist groups appear to have lost ground.

Japan

Inoguchi (in Putnam, 2000b) finds some evidence of rising levels of civic engagement and membership of non-
governmental organisations in Japan. Membership of neighbourhood groups has not changed significantly since the
mid-1980s. Involvement in voluntary caring organisations serving children, the aged, and the disadvantaged has
increased substantially.

The “radius” of social trust is perhaps narrower in Japan than in Northern Europe and the United States. Inoguchi
argues that trust and co-operation are stronger in smaller and more intimate circles of families, close friends and pro-
fessional or work associates. Fukuyama (1995) also sees trust in Japanese society as being characterised by the
development of large-scale corporations out of family firms through the medium of a “rich and complex civil soci-
ety” (p. 130). Lean manufacturing in Japan is presented as the model of the “high trust workplace” where the role of
the workers is to contribute their judgement to help run the production line as a whole (pp. 258-259). There seems
to be evidence of a gradual increase in generalised trust, suggesting that Japan may be gradually converging toward
patterns prevailing elsewhere. There is little data on levels of informal socialising.

France

Evidence considered by Worms in Putnam (2000b) indicates no decline in associational life. While some of the
principal social and political organisations, especially trade unions, political parties, and the church, have experi-
enced declining membership, membership in other types of associations has been stable. Social policies and pro-
vision may have sustained non-profit social service organisations. Two trends in recent decades are notable. First, an
increase in organisations pursuing sectoral or particular group interests followed by an increase in membership of
more broad-interest organisations. Second, there has been an increase in personal development associations in the
form of cultural and leisure activities. Education is seen to partly account for these changes.

As in other countries, civic participation seems to have shifted towards more informal and transient affiliations.
Worms argues that the shifting nature of engagement evokes a “missing link” between private sociability and the
wider public interest especially in terms of linkage to public institutions. However, the difference in level of civic
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engagement between France and other countries remains notable. France lags behind not only the United States and
Scandinavian countries but also behind Germany, Belgium, the United Kingdom, and Ireland in terms of member-
ship, number of volunteers and donors. Worms raises the possibility that historical influences of Church and State in
competing for control of civil society left little room for citizen initiative.

Germany

From depressed levels in 1945, formal participation as well as informal sociability have increased in Germany
(Offe and Fuchs, 1998). This is particularly evident among the younger generation. The main exceptions were: 1) fall-
ing membership in trade unions, political parties, and churches; and 2) an apparent disengagement of younger Ger-
mans from political and social organisations during the 1990s. As in Sweden, there is evidence of a trend away from
formal membership organisations toward more transient and personalistic involvement. Patterns in the distribution
of social involvement among groups are quite similar to those in the United States – more associational involvement
(especially of a formal sort) among the more educated and more affluent, but also among those in the labour force,
the middle-aged, in smaller towns, and among men (especially in more “public” forms of activity, though with the
gender gap closing over time).
© OECD 2001
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