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AN AFPROACIH TOWARD A OF

Introduction

Since the beginning of the decade of the 1960s, it has increasingly been
reeognised that the concept of accumulation needs not be limited to technology
and physical capital but is also appiicable to the cluster of factors, including
health, education, on-the-job training and general skills of the labour force,

which is collectively referred to as human capital,

The pioneering work of Solow (1957) and Denison {1362) suggested that in
process of accounting for economic growth in the US economy, the traditional
factors of physical eapital and labour explained only a fraction of the vbserved
changes in output, leaving & substantial residual. These studies, and the others
that followed them, imputed a large part of the unexplained residual o
increases in the ievel of education of the labour force, without necessarify

seiting out the framework by which such contribution could be measured.
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The process of integrating knowledge acquisition into the theories of economic
growth owes its éena&is to the so-called modern growth theories, led by
endogenous growth models of which Romer (1986), is the main champion, These
theories recognise that the accumulation of knowledge is not only endogenously

determined but knowledge itself may have an increasing marginal product.

While it is recognised that both buman capital and physical capital, alosg with
technological progress provide the main impetus for economic growth, the
determinants of human capital accurnulation have atiracted less attention in the
literature than physical capital mainly because of the extreme difficulties of

measuring the latter,

Early attempts to measure the educational component of human capital made use
of literacy rates and school enrolment ratios. While the latier may be considered
an hmprovement on the former, both are rather unsatisfactory. Literacy rates
capture only a basic level of overall education but ignore the fact that some people
are much better educated then others. Simifarly, school enrolment ratios measure

futore human capital rather than the present.
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The wage or income-based approach to human capital measurement avoids some
of the pitfalls that come from equating levels of education directly with human
capital. Tt is based on the idea that the amount of human capital a person
possesses should be reflected in pay. The snderlying assumption is that wage rates
and therefore labour incomes are determined endogenously by the marginal
productivity of the worker. The laiter, in turn, is determined by all the exogenoas
characteristics (such as education, experience, heaith and cognitive skills) which
define human capital. This approach also hasl its drawbacks but in general, it

represents 4 measure of improvement over the first two,

Barro and Lee (1993) and more recently, Mulligan and Sala-i-Martin (1995)
provide recent examples of studies that have adopted this approach 10 measure

human capital. Our study is largely based on this approach.

Data Sources and Methodology
There are two parts to the wage-based approach to the measurement of human
capital. First, one needs to have an idea about the proportions in the acult

population who have completed different levels of education. Then, the wages
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and/or salaries at the specified levels need to be estimated. In the case of
Barbados, three educational levels for the population aged 14 years and over were
identified: those with educational level up to the primary school (L), those with
secoﬁdaryftzzh:ﬁcavvocationa] level (1,) and those with a tertiary level of
education {I;). To be classified in the latter category, a person must be a

vniversity graduate, at the minimum.

From the ‘Schedule of Emoluments‘ which is published with the national

estimates, three classes of salary structures were identified. These are;

i. The higher executive scale { S-scale)
i the model scale (Z-scale} and

ili  the lower model scale

The median salaries were estimated for these three salary ¢lasses for the period
1961/62 to 1993/93. A basic assumption was that the median wages or salaries
of those adults with educational [evel up to primary level correspond to the lower

model scale. Similarly the median salaries of the Z-scale and S-scale were
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assumed to correspond o the secondary/technical and tertiary levels, respectively.

That cut off point betweei the model and the lower model scale was the clerical

officer.

There is no information available that divides the adult population by the highest
level of education, except for the census years of 1960, 1970, 1980 and 1990,
However, the M;mstxy of Labour provides a serfes on employed labour force by
the three levels already identified in its Labour Market Information publication.
Unfortunately, the series runs only from 1983 to 1992, For this period, the
proportions in the three cafegories were used to derive the series on adult
population by the highest level of education. The data for adult population was
taken from the ASD of Central Bank of Barbados and Best (1993). The census
reports for 1960, 1970 and 1980 provided information on the number of aduits in
the three educational levels and the rest of the information between these periods
were estimated on trend, supplemented by the estimates by Best (1993) of the

actual number of university graduvates in 1963/64, 1973/74 and 1985/84,
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ADULT POPULATION BY HIGHEST LEVEL QF EDUCATION
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MELIAN SALARIES
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Adult Population

By Highest Level Of Education
(1963 - 1992)
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Weighted Index of Estimated

Human Capital
Barbados (1963 - 1992)
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