
Country Human Capital and 
Total Wealth

Stefanie ÖNDER and Kenan KARAKÜLAH
October 13th 2022

7th World KLEMS Conference

Presenter Notes
Presentation Notes
Sustained economic growth over the long term requires building and managing this broad portfolio of assets. GDP  the headline macroeconomic indicatoris a flow measure that captures income or production over a period BUT does not reflect changes in the underlying asset base (depreciation, depletion, and degradation of assets/accumulation vis-à-vis population growth, changes in composition) . Is thus a misleading signals about the state of the economy, the efficiency of asset utilization, and the sustainability of developmentindicates whether an economy is growing, but not whether that growth is sustainable. 

https://www.worldbank.org/en/programs/global-program-on-sustainability


Motivation
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The World Bank has been producing comprehensive 
wealth estimates since 1990s

• A consistent global database for 146 countries 
1995-2018 consistent with the SNA and SEEA

Presenter Notes
Presentation Notes
Economic performance is best evaluated by monitoring both GDP and wealth. Five components of wealth: produced K, nonrenewable K, renewable K, human K and net foreign assetsCWON 2021 increased coverage: 146 countries, Annual data, 1995 to 2018 (previously 1995-2014)New accounts for marine fisheries and mangroves (coastal protection service)Expanded forest accounts to include ecosystem services for (1) recreation, hunting, and fishing (referred to as “recreation”); (2) watershed protection (“water services”); and (3) non-wood forest products. Covers all forms of capital. And therefore spans most Sectors of the Economy.



Downward trends in per capita wealth put sustainable 
prosperity at risk for some

Percent Change in Wealth Per Capita 1995 -2018

Sources: CWON 2021

Presenter Notes
Presentation Notes
Although national total wealth increased everywhere, per capita total wealth did not. Twenty-six countries across every income group saw a decline or stagnation in per capita wealth as population growth outpaced net investment, especially in Sub-Saharan Africa. As per capita wealth declines, the ability of countries to maintain per capita income will decline. If the trend continues, future generations in these countries will be worse off than present generations.Countries at risk: Declining or stagnant wealth per capitaFragile- conflict statesResource rich statesLower income statesAsia: wealth growth roughly keeping pace with population; Africa: very mixed performanceThe share of global wealthGrew for middle-income countries, especially upper-middle income countries, from 23 to 38 percentDeclined for high-income OECD countries from 74 to 58 percent. Stagnated for low-income countries at less than 1 percent of global wealth  (although share of the world’s population grew from 6 to 8 percent).



Human capital is the largest asset across all income 
groups

Wealth Composition in 2018

Sources: CWON 2021
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Note: The figure doesn’t include NET FOREIGN ASSETS. Therefore, sum of three components doesn’t yield 100 percent.Human capital is a crucial component of a nation’s wealth. About two-thirds of total wealth at the global level, rising from 62 to 64 percent. The share of human capital in total wealth changes steadily with the level of developmentgreater than 60 percent in middle-income and high-income OECD countries only 50 percent in low-income countries. Only 34 percent in high-income non-OECD countries (heavily dependent on fossil fuel wealth; challenge to build human capital quickly).



Methods in the literature



Measuring human 
capital wealth

Monetary measure-
based

Direct approach

Cost-based
(Kendrick 1976 and 

Eisner 1985) 

Income-based
(Jorgenson and 
Fraumeni, 1989, 
1992a, 1992b)

Indirect approach
(residual)

Indicators-based
(e.g.,years of 

schooling, educational 
attainment, class size, 

test scores)

Presenter Notes
Presentation Notes
Indicator-based approach: many possible metrics based on physical measuresMain drawback: which common metric to use?Residual approach: in CWON (2006) used total discounted value of each country’s average consumption expenditures as a proxy for total wealth and subtracted sum of produced capital and the market-component of natural capital; Main drawback: all the measurement error added to human K estimate, does not account for non-market benefits of various K stocksCost based approachBased on past investments in human KDrawback: only relies on production cost, does not take into account D and SIncome-based approach- is estimated as the total present value of the expected future labor income that could be generated over the lifetime of the women and men currently living in a country



Step 1: Estimating the earnings regressions. Use the 
standard Mincer equation for making estimates of private 
returns per year of schooling and construct matrix of 
expected earnings by age, gender, and education level 
Step 2: Scaling up earnings (to account for additional 
benefits) and estimating labor earnings of the self-
employed.
Step 3: Filling the data gaps. 
Step 4: Scaling up the employment and population. 
Step 5: Calculating survival rates for each country.

Methodology for Calculating Human Capital Wealth



Step 6: Calculating the lifetime income using the Jorgenson-
Fraumeni approach. Compute lifetime income of a representative 
individual (aged 15-65) consisting of 
- Current labor income (adjusted by probability of being employed or 

self-employed)
- Lifetime income (adjusted by discount factor and survival rates)
- For those aged 15-24 include possibility to (i) hold the same education 

level and continue to work, or (ii) take one more year of education and 
earn income after completing the education

Step 7: Generating the lifetime income for all people in an economy.
Sum  up the stocks of human capital across all classified categories 
(age, gender and education) to generate the estimate of the aggregate 
value of the human capital stock for each country

Methodology for Calculating Human Capital Wealth



 Primary database: International Income Distribution Database (I2D2)
 IHME Global Burden of Disease study data
 ILO employment data
 PWT compensation data
 UN SNA and Population databases

Database

Presenter Notes
Presentation Notes
To estimate the NPV of lifetime earnings require data by age and gender on population, employment and labor force participationEducationearnings profiles, and survival rates



Results



Human Capital Wealth by Income Group

Sources: CWON 2021
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Presentation Notes
Trends in human capital differ between high-income OECD countries and low- and middle-income countries.share of human capital in high-income countries plateaued, Growth in labor earnings as a share of GDP (anchors per capita human capital) slowed after 1990s due to technological change, stagnating wages, and in many countries, a reduction in the share of the population in the labor forceIn many middle- and low-income countries,  human capital grew fasteducational attainment and returns to education are still growing. 



Growth of Human Capital Wealth by Income Group

Sources: CWON 2021
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Growth of human capital tends to be higher in middle-income countries, at 5.3 percent per year in upper-middle-income countries and 3.0 percent per year in lower-middle-income countries. The lowest growth is seen in high-income countries, at 0.4 percent per year in high-income non-OECD countries and 1.2 percent per year in high-income OECD countries. Driven by differences in labor income growth rates and GDP growth rates. Labor income growth in high-income countries is significantly lower than that in low-income and middle-income countries. GDP growth rates of high-income countries are lower than GDP growth rates of low- and middle-income countries.



Human Capital Wealth by Region

Sources: CWON 2021
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Presentation Notes
Human capitalconstitutes a significant share of total wealth in all regions except the Middle East and North Africa (less than one third)Share in total wealth increased in all regions except the Middle East and North Africa.There are significant variations in human capital per capita among regions. Difference between the per capita human capital of the regions with the highest value (North America) and the lowest (SSA) was 50 times. South Asia had the lowest per capita human capital in 1995, by 2018 Sub-Saharan Africa claimed the lowest per capita human capital (due to faster GDP growth in South Asian countries compared with SSA).



Growth of Human Capital Wealth by Region

Sources: CWON 2021
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Differences in growth rates across regions are driven by differences in labor income and GDP growth rateshigher in the South Asia and East Asia and Pacific regions over the past 25 yearsLower in the Middle East and North Africa, North America, and Europe and Central Lowest in most countries in the Middle East and North Africa, unique challenges to transform an exhaustible resource into assets that can continue to generate income and employment.



Shares of Human Capital by Gender, 2018
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The human capital estimates reveal a significant disparity between the male and female shares of human capital. women accounted for only 37 percent of human capital in 2018, only 2 percentage points greater than its 1995 level.higher levels of economic development are generally associated with a higher share of women in human capital, BUT women account for less than 40 percent of human capital at all levels of development. The differences between regions are even more striking. Women account foronly 13 percent of human capital in South Asia in 2018, But  44 percent of human capital in Latin America and the Caribbean. 40 percent in Europe and Central Asia and North America One third in East Asia and the Pacific and Sub-Saharan Africa.



Conclusions



Summary

• Human capital is the largest component of global wealth, and 
building human capital is a key driver of economic 
development.

• Human capital is the largest asset across all income groups, 
constituting 64 percent of total wealth in 2018, slightly higher 
than in 1995. 

• Due to differences in annual wage and GDP growth rates, as well as 
labor force participation and aging. 

• Significant disparity between male and female human capital 
persists across most regions and income groups, with great 
variation among regions

• Due to differences in wages, barriers to economic opportunities and 
labor force participation 



Thank you!
More information on the CWON website

https://www.worldbank.org/en/publication/changing-wealth-of-nations/report/technical-reports
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