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1. EXECUTIVE SUMMARY
Human capital is central to the World Bank Group’s efforts to end extreme poverty by 2030 and
raise the incomes of the bottom 40 percent of people in each country. Recognizing that human capital
matters and that outcomes are falling far short of what is needed for people and economies to survive and
thrive in a rapidly changing world, the WBG’s Human Capital Project is helping countries to prioritize
more and better investments in people for greater equity and growth.
Where human capital has received consistent attention over time, the gains have been dramatic as
in the cases of Singapore, Ireland, Finland, and the Republic of Korea. Yet policymakers often
struggle to make the case for human capital investments, which take time to produce benefits for an
economy. While investing in both physical and human capital is crucial for growth, countries often
underinvest in the latter and miss the opportunity to create a virtuous circle between them.
Rapid technological change is raising the cost of inaction on human capital. As the forthcoming
World Development Report (WDR) 2019: The Changing Nature of Work notes, the frontier for skills is
moving rapidly, bringing both opportunities and risks. However, juxtaposed against the rising demand for
higher-level skills are significant gaps in health, learning, nutrition and resilience.
The Human Capital Project (HCP) has three closely connected streams of work, covering data,
measurement and research, and country engagement. The project is (i) developing a new Human
Capital Index (ii) launching a program to strengthen research and measurement as a public good, and (iii)
supporting countries as they tackle the worst barriers to human capital.
The HCI differs from existing indices because it will quantify the contribution of education and
health to the productivity of the next generation of workers. Country performance will be expressed
as distance to a frontier of complete education and full health. Countries will be able to assess how much
income they are foregoing because of human capital gaps, compare their rates of progress, and gauge how
much faster they can reach the frontier by strengthening human capital outcomes.
The HCP will facilitate outcome-driven policy action on many fronts, recognizing the roles of
households, governments, and non-state actors in human capital formation. Focus areas include
mobilizing resources as needed and spending them better, regulating non-state actors for greater impact
and equity, tackling entrenched governance problems, improving the investment climate, empowering
women and girls, and raising public awareness and demand.
Money matters, but is not sufficient to guarantee better human capital outcomes. Efficiency of
spending, as well as governance and service delivery challenges need to be tackled head-on. In many
countries, these problems need much greater attention for investment to have greater impact where it is
needed most. Contextual challenges such as population dynamics and fragility call for urgent attention,
and make impactful and sustained investment ever more important.
The HCP will elevate attention to the need for “whole of government” strategies, beginning with
several “early adopters” and extending to all interested countries. There are three basic elements: (i)
sustaining and evolving across political cycles (ii) linking sectoral programs together and (iii) being
informed by an expanded evidence base. This model is characteristic of the best performing countries.
The first prototype of the HCI will be published at the Annual Meetings in October 2018 and
updated at least every three years.
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2. BUILDING HUMAN CAPITAL FOR GREATER EQUITY AND GROWTH
The Forward Look outlines three strategic ways to achieve the World Bank Group’s twin goals:
working to accelerate inclusive and sustainable economic growth; helping countries to invest more
effectively in people; and fostering resilience to global shocks and threats (WBG, 2017). The Human
Capital Project (HCP), which is helping countries achieve better human capital outcomes by
prioritizing more and better investments in people, is a major step towards realizing this strategic
approach. This paper describes how the HCP will raise awareness of human capital as central to the
WBG’s efforts to end extreme poverty by 2030 and raise the incomes of the bottom 40 percent of
people in each country. Using the Human Capital Index as an entry point into a much-needed
conversation linking foregone economic growth with weak human capital outcomes, the project will
also support countries as they develop more evidence-based approaches to transform human capital.
Human capital consists of the knowledge, skills and health that people accumulate over their lives,
enabling them to realize their potential as productive members of society. Undeniably, education,
health, resilience, and access to opportunities have intrinsic value and are essential to increase
productivity. They are important for inclusive human progress because they reduce inequality,
improve welfare, produce intergenerational benefits, and promote growth and competitiveness. A
2018 WBG report, The Changing Wealth of Nations, which measures human capital using the
present value of future income of the workforce, shows that human capital accounts for the largest
share of wealth globally. The HCP aims to help build human capital by leveraging the Human
Capital Index, which quantifies human capital as the contribution of health and education to the
productivity of the next generation of workers, relative to a benchmark of complete education and
full health (see Box 1). The country engagement and measurement and research pillars of the project
support country-level action to tackle the worst barriers to human capital.
Economic growth and development depend on human capital, physical capital and factors affecting
the productivity of both. Investments in each of these complement the other: even a highly-educated
and healthy workforce still requires both physical capital such as infrastructure and machines and a
stable, well-governed economy to be productive. In turn, human capital investments equip the
workforce to better utilize physical capital, earn more, and invest more in improving an economy’s
physical capital. To promote sustainable growth, governments must balance the trade-offs between
investing in physical and human capital, and ultimately make the whole economy more productive
and well governed. Where human capital has received consistent attention over time, the gains have
been dramatic. Examples include the historic transformation of countries such as Singapore, Ireland,
Finland, and the Republic of Korea.
Yet policymakers often struggle to make the case for human capital investments, which take time to
produce benefits for an economy. While investing in both physical and human capital is crucial for
growth, countries often underinvest in the latter and miss the opportunity to create a virtuous circle
between them. The HCP will help countries move towards sustained attention to human capital
investments and results by elevating a more informed discourse around investing in people and
facilitating outcome-driven policy action on many important fronts. These include mobilizing
resources where needed and spending them better, regulating non-state actors for greater impact and
equity, tackling entrenched governance problems, improving the investment climate, empowering
women and girls, and raising public awareness and demand. The HCP will also highlight the human
capital benefits of coordinated action across sectors such as health, education, social protection,
agriculture, water and sanitation, roads and power. Investing in human capital may require hard
4

choices, but these choices are not a zero-sum game. Many investments outside the social sectors can
be designed to augment human capital.

Why human capital requires urgent attention
Low levels of human capital can have long-lasting negative consequences, felt most by poor people.
Today, technology-driven changes in production structures can increase the cost of inaction. As the
forthcoming World Development Report (WDR) 2019: The Changing Nature of Work notes, the
frontier for skills is moving rapidly, bringing both opportunities and risks. Juxtaposed against the
rising demand for higher-level skills are some significant gaps. Nearly a quarter of the world’s young
children may not achieve their full potential because of stunting, or low height for age, which can
affect cognitive development, school performance and income. Student learning outcomes are in
crisis in many countries, as detailed in World Development Report 2018: Learning to Realize
Education’s Promise. Half the world’s population cannot access essential health services (WHO,
WBG, 2017), and four out of five poor people in low-income countries are not covered by a social
safety net (WB, 2018).
These challenges are further complicated by global trends, such as climate change and forced
displacement of people, which risk eroding hard-won development gains. The ability to adapt to
climate change depends, for instance, on factors such as strong health systems and sanitation and on
high levels of education. Trained farmers with access to accurate information make better
management decisions, such as choosing crop varieties that are less dependent on volatile rainfall (Di
Falco et al. 2010) and are more likely to use insurance as a risk mitigation tool (Patt et al. 2010a).
The latest data on forced displacement show that a record 68.5 million people were refugees in 2017,
of whom 85 percent are in developing countries (UNHCR, 2018). Delivering quality services to
displaced groups is particularly challenging and can strain local health and education systems.
If countries act now, the magnitude of potential impact is great. Individuals benefit directly from
human capital investments; for example, globally, the average return to an additional year of
education is about 10 percent, and especially large in low- and middle-income countries (Montenegro
and Patrinos, 2014). In the United States, replacing a low-quality teacher in an elementary school
classroom with an average-quality teacher raises the combined lifetime income of that classroom’s
students by US$250,000 (Chetty, Friedman and Rockoff, 2014). Gains also add up for economies.
Recent development accounting studies show that between 10 and 30 percent of the differences in
per capita income between countries can be attributed to human capital alone. These gains can be
even larger once the quality of workers' skills and how different skills combine are accounted for
(Flabbi and Gatti, 2018). By raising incomes, human capital also helps reduce poverty. Finally,
human capital matters for stronger societies. For example, education makes people more trusting and
tolerant (Cavaille and Marshall, 2017) and social capital is in turn linked with increased economic
growth (Knack and Keefer, 1997). More on the case for human capital is in Chapter 2 of the
forthcoming WDR 2019.
If human capital is not nurtured equitably today, countries run the risk of stagnating at their income
level, or of achieving growth that is not inclusive, sustainable, or diversified enough. They also risk
significant instability as people’s aspirations rise in increasingly connected societies. Improving
human capital, especially among the most disadvantaged, can mitigate the risk that skill-biased
technological change will deepen the inequality between skilled and unskilled workers. But with
business-as-usual, the world faces the prospect of another generation weakened by lost human
5

potential. For every child who passes through the system without receiving adequate and effective
services, reforms to be undertaken in the future are already too late. Added up, delayed action will
translate into failure to meet some of the key Sustainable Development Goals in twelve years.

2.2. Who holds the key to human capital?
Households play an important role in human capital formation, with parents taking key decisions
such as what to feed a child, when to take her to the doctor, how much early stimulation to provide,
and whether or not to send her to school. But poor people or those living on the brink of poverty
often lack the means to make human capital investments consistently on their own. Without access to
social protection or affordable health care, they are often forced to either sacrifice their children’s
health and schooling or pay out of pocket for essential services. Even when not financially
constrained, families might underinvest in human capital because of thwarted aspirations, lack of
information, and social norms such as a preference for sons. It might also be difficult for individuals
to quantify, let alone internalize, the large social effects associated with individual investments.
Governments must therefore address these common “market failures” that occur in private human
capital investment—providing public goods, addressing externalities, ensuring equity—and invest in
human capital with money, political capital and management capacity. Leaving this entirely to
individuals is a missed opportunity for broader gains. Disease surveillance systems are a good
example. The importance of strengthening these systems and coordinating them regionally and
globally as a public good has been a lesson of history, most recently from bird flu and Ebola
outbreaks (Marquez, 2013; Gates, 2015). This requires, for instance, developing and maintaining
institutional capacity at the national and local levels to perform essential public health functions such
as early warning, monitoring, research, and control of the risks and threats of diseases.
Sustaining human capital investments with high social returns is also an important public function. In
Kenya, for example, deworming one child decreases the chances of other children becoming infected
with worms, which in turn equips those children for higher wages (Ahuja et al., 2015). Some of these
externalities—for example, those associated with educating girls—pay off for the health and
education of future generations too. The benefits add up in the aggregate and shape economies and
societies. Finally, ensuring equitable access to quality social services—acting both on the demand
and the supply side—for the most disadvantaged is fundamental to avoid entrenching inequalities.
The role of government spans financing, service provision, and—importantly—effective regulation
and recognition of non-state actors. The private sector (and also non-governmental organizations)
provide services on a large scale in many countries. Globally, one in eight children attends a private
school at the primary level—but the global data mask much higher private enrollment in some
places. For example, in one Nigerian state, 57 percent of children are enrolled in private schools
(WDR 2018). Harnessing non-state capacity will also make a difference to whether countries can
achieve key SDG targets relating to equitable access to quality services.
In contexts where public capacity to deliver efficient services is weak, governments need to
simultaneously improve public capacity as well as strengthen oversight and regulation. The latter
enables non-state actors, communities and local leaders to play a more effective role in ensuring that
policies and programs get implemented, quality services are affordable and delivered to all, and
household behaviors evolve towards human capital accumulation and utilization. Non-state actors
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also have a critical role in fostering innovation that can then be evaluated and scaled up, helping to
solve service delivery challenges.
Across the world, there are examples of governments successfully turning to non-state actors to fill
immediate gaps. In education, for example, in Pakistan’s Sindh province, a local government agency
created incentives for local entrepreneurs to open new low-cost schools in underserved areas,
conditional on meeting minimum facility and teacher education standards and waiving all tuition
fees. A recent World Bank impact evaluation of the program found that villages with access to the
program saw an increase in enrolment, as well as in test scores (Barrera-Osorio et al. 2017).
In Bangladesh, non-governmental innovation has had distributional impact. Using methods such as
social mapping, census taking and community engagement, BRAC—a large international nongovernmental development organization that started in Bangladesh—has increased the percentage of
deliveries occurring in health facilities, with declines in maternal and neonatal mortality in their
urban slum service areas (Roy, 2014).

3. WHAT MATTERS FOR HUMAN CAPITAL OUTCOMES
Some of the most pervasive barriers that countries face in building human capital include low or
inconsistent availability of resources, ineffective spending rooted in governance and service delivery
challenges, weak regulation of non-state actors, and factors related to population dynamics. Each of
these challenges is exacerbated in contexts of fragility, conflict and violence and may lead to the
poorest outcomes for people who need to build human capital the most—those marginalized because
of factors such as geographic location, race, ethnicity, gender. Bridging the human capital gap
requires an approach led from the top that extends beyond the traditional social sectors to encompass
all of government, so that actions are part of an overarching, integrated human capital plan.

Money matters, but is not sufficient to guarantee outcomes
On average, countries with higher share of social sector spending over GDP display better human
capital outcomes (see Box 1). Nevertheless, the relationship is characterized by large variability, and
spending more is not a sufficient condition for better human capital outcomes. Quality is as important
as quantity. High shares of spending for doctors’ and teachers’ salaries, especially when not linked to
their performances, do not necessarily lead to improved results. De Ree et al. (2018) find for
Indonesia that an unconditional doubling in teachers’ pay did not improve teacher effort or student
learning outcomes.
Also, spending for human capital extends much beyond health and education. Transfer programs
have led to dramatic improvements in school attainment and child and adolescent health (Saavedra
and Garcia, 2016, Lagarde, Haines, and Palmer, 2009). There is well-established evidence that
investment in water and sanitation programs (Alsan and Goldin, forthcoming; Coffey, Geruso and
Spears 2018), improved quality of air (Ebenstein et al. 2016), and electrification (Lipscomb et al.
2013) can lead to long run improvements in human capital.
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Box 1: The complex relationship between social spending and human capital outcomes
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The correlation between the Human Capital Index (HCI) and spending in the social sector (as share of
GDP) is on average positive, irrespective of country income group.
Despite this, countries that devote similar amount of resources to investment in human capital often
achieve very different results.
For countries that spend relatively little on human capital, improvements can come from three
different margins: dedicating more existing resources to human capital-specific sectors, increasing
spending overall, or improving quality on the margin. Most low income countries spend the same or a
higher percentage of their national budget on education than high income countries, indicating that
prioritization may not be the issue for them, but rather improving quality (WDR, 2018).
When countries spend a lot, but achieve low levels of human capital, improving quality of spending
rather than quantity is likely to make a bigger difference.

Improving the efficiency of spending is key to both strengthening outcomes and attracting more
resources. A recent IMF study found that increasing health spending by 10 percent in the least
efficient countries would only raise life expectancy by two months, but moving the poorest
performers to the frontier of efficiency could raise life expectancy in those countries by about five
years. A public expenditure review in Brazil (WBG 2017) showed that savings from efficiency
reforms could increase the budget for programs proven to help poor households, while still shrinking
overall domestic spending. Capacity to optimize spending is important in all countries, and especially
urgent where there are issues related to fiscal space and debt ceilings.
Where human capital spending is simply too low to serve the population’s needs, more resources
remain necessary. In the poorest countries, improving aid effectiveness and leveraging external
financing are key, as through innovative platforms such as the Global Financing Facility in Support
of Every Woman Every Child (GFF). The GFF approach brings together multiple financing sources
under country leadership to close the financing gap for reproductive, maternal, newborn, child and
adolescent health and nutrition by 2030. In many other countries where there is potential for
domestic resource mobilization, key steps include deploying various forms of taxation, raising tax
compliance, and strengthening tax administration. Taxes on tobacco and other harmful products are
an untapped option with dual benefits in many countries for revenues and public health.
Other avenues such as reform or removal of regressive consumer subsidies (for example, for fuel),
paired with social protection measures to mitigate the impact on poor people, have raised resources
that have been helpful for human capital spending in Indonesia, Zambia, Egypt, and many other
countries. While much of the savings generated from reform in Zambia helped to curtail the national
deficit, the country will also likely triple the size of its Social Cash Transfer Scheme in 2018 through
energy subsidy reallocation, aiming to reach 750,000 poor households.
Countries rich in natural resources often simultaneously suffer from weak human capital outcomes.
They need to connect these two realities strategically, by investing a significant share of their nonrenewable resource revenues into investments in people designed to produce social and economic
benefits in the long run. Although this has not proved easy to achieve, some countries such as Chile,
Malaysia, and Norway have demonstrated success in spending wisely (de la Brière et al. 2017).
From the perspective of the WBG, the Maximizing Financing for Development approach in country
engagement emphasizes pursuing sustainable private sector solutions for service delivery and/or
financing, where they can help achieve development goals, while reserving scarce public finance for
where it is most needed, such as human capital and basic infrastructure investments.

Broad patterns of spending and outcomes
While country contexts vary significantly, there are at least four broad patterns of spending and
outcomes that are commonly seen among countries. The HCP will analyze these patterns in the
development and customization of strategies to improve human capital outcomes, and to connect
countries that can benefit from knowledge sharing based on current and historical experiences.
1. Low capacity to mobilize resources, low investment in human capital, and high needs.
Many countries have limited capacity for investment in human capital, characterized by a low
share of revenues in national income, and may take time to increase domestic resources as
they build institutions, curb leakages, and improve public financial management. These are
9

typically the world’s poorest or most vulnerable countries, many of which need help with
resources for foundational investments, often in the aftermath of devastating crises. Many are
characterized by high fertility rates and dependency ratios as well as weak coverage of
quality social services at the frontline. Niger, Sierra Leone, and Liberia are examples of
countries with weak resources and implementation capacity in the face of urgent needs. Some
countries such as Ethiopia and Rwanda are prioritizing human capital, focusing on key
results, and overcoming challenges steadily, even though their overall means are limited. For
all these countries, however, the limited availability of resources is a bottleneck and
coordinated external assistance remains very important.
2. High capacity to mobilize resources, low investment in human capital, and weak outcomes.
Some countries could raise more resources for human capital but are chronically
underinvesting, sometimes in the face of deep challenges. They are characterized by a low
share of public spending for human development, and could either be (i) raising limited
revenues overall for several reasons including low taxation, or (ii) failing to prioritize human
capital within an otherwise reasonable level of resources. They may also face serious
governance, implementation, and equity challenges. Nigeria, for example, has very urgent
needs, but a large mobilization gap (government revenues as share of GDP are below the
average for Sub-Saharan Africa), and low prioritization of human development spending
within the budget. Public resources for human capital development need to be urgently
expanded and resources managed for maximum impact.
3. High investment in human capital, without commensurate outcomes. Some countries are
investing considerably but without strong outcomes. Governance and management challenges
may translate into inefficient and low-quality service delivery. Indonesia’s current mediumterm development plan includes a strong focus on social assistance where directing
significant public resources towards pro-poor programs has been made possible by removing
long-standing energy subsidies. However, its next challenge is to see that improved
governance translates these resources into better health, nutrition, and learning outcomes.
Another example is Costa Rica, which spends approximately 7 percent of GDP on education,
but needs to address issues such as low teacher quality and insufficient school readiness in
order to tackle high dropout rates and disappointing student learning outcomes.
4. High level/efficiency of human capital spending, good outcomes. While a number of
countries are investing well and getting excellent returns on their human capital investments,
the challenge of sustaining results is a continuous one. The frontier for skills is not static, so
these countries also need to constantly evolve and adapt. Singapore, one of the highest
performers in the world on human capital, continues to focus on early childhood development
and tackling diabetes as key national priorities this year. Success in achieving high human
capital outcomes reflects not only well conceived and implemented sectoral policies but also
the underlying efficiency of public sector systems.

Beyond money: factors influencing what happens at the frontline
Governance and accountability are overarching problems affecting development in general, and
accounting for significant variation in human capital outcomes. For example, quality of the
bureaucracy and control of corruption are important factors explaining why spending on public
health and primary education is more effective in reducing infant mortality or improving learning
10

outcomes in some countries (Rajkumar and Swaroop, 2008). Often, policy choices and allocation of
resources are not aligned properly with service delivery challenges. Underlying governance
dynamics and imbalances in power and resources in the policy arena may result in some groups being
excluded while others unduly influence policy to serve their needs. Even when policies and
institutions are in place, implementation is often lagging. Although spending on wages and
procurement may be high, in some countries school grants do not reach schools, health workers are
not paid on time, and drugs are not in stock. Strong rural-urban or gender biases in service delivery
systems also undermine the quality and equity of services and result in poor distributional impact.
Weak regulation of both public and private sectors can be a large barrier to better outcomes for the
poorest.
The WBG’s Service Delivery Indicators (SDI), which reflect the primary education and health
experiences of 450 million people in 10 African countries, have revealed a trifecta of poor service
provider knowledge, low levels of effort, and a lack of adequate resources. Across these countries
less than 20 percent of teachers master the curriculum they teach, and on average, health providers
misdiagnose half the basic medical conditions they encounter. In one country, only 43 percent of
primary school teachers were in class and teaching during a visit, while in another, almost half the
health providers were not in the facility. Needless to say, these crippling problems in service
delivery—including gaps in management—directly affect human capital outcomes. For instance,
improving teacher knowledge to the minimum standard in SDI countries would reduce the gap in
children’s observed education outcomes by a third (Bold et al. 2018). SDI findings are now
informing reforms and program design in many countries, including in Tanzania, where children’s
ability to read is improving as a result of targeted incentives in program financing.
Across these complex problems, action needs to be taken on many fronts to tackle governance and
service delivery challenges, including better alignment of incentives within systems, fostering of
competition through benchmarking, investments in civil service reform, management capacity and
human resources at the frontline, and improved financial management and procurement systems.
Countries also need to use measurement and transparency to increase accountability, leverage
technologies to boost human capital outcomes for the poorest (see Disruptive Technology and the
World Bank Group, Maximizing Opportunities, Mitigating Risks, WBG 2018). Last, but not least,
regulation and harnessing of non-state capacity to reach underserved populations is very important.

Contextual challenges posed by population dynamics and fragility
Population dynamics are important in the context of human capital and growth. High fertility rates
remain a persistent problem for many developing countries. Sub-Saharan Africa especially faces a
dual challenge: many of the lowest-performing countries on the Human Capital Index also face rapid
population growth—with total fertility rates (TFR) above 4 in 39 countries in the region, and as high
as 6 to 7 births per woman in countries such as Niger and the Democratic Republic of Congo. In
some settings, higher fertility has been linked to lower levels of educational attainment as well as
poorer child health (Jayachandran and Pande, 2017), more so for later-born children. At the other
extreme, in societies where fertility rates are already low and populations are ageing, human capital
needs are evolving and health and education services provide the appropriate set of services.
In the absence of commensurate increases in public resources, high fertility rates can lead to a strain
on service delivery by decreasing the health or education resources available per child. This is
particularly true in countries where frontline services are already weak and there is typically a
11

shortage of trained health workers and teachers. By contrast, bringing down fertility rates allows a
country to begin reaping its demographic dividend, reducing dependency ratios and freeing up more
household and public resources to invest in human capital. Some countries, especially in East Asia,
have taken timely action to reap significant demographic dividends, by both investing in people and
developing a vibrant private sector that absorbs and employs the growing working age population.
Thailand is one example, where the TFR fell from 5.5 per women to 2.2 across twenty years, with
increased access to voluntary contraception.
Countries affected by fragility, conflict and violence face great human capital challenges—disability,
potential loss of life, interruption or destruction of basic services, and lack of economic opportunity.
Often, social services fail just as the needs of people affected by war, violence and displacement are
most acute. The impact is felt not only during crises but has implications through life and across
generations. During the first four years of the Syrian conflict, over six million people were without
work or out of school (WBG, 2017) and only half of eligible refugee children were attending primary
school (UNHCR, 2017). The correlation with reduced earnings over a lifetime is well documented. In
Cambodia, where 90 percent of health staff were lost during conflict, there were long-lasting impacts
on subsequent human capital development (WBG, 2014). Rebuilding systems after conflict and
moving from ad hoc humanitarian aid to strong systems for the long run is important, as failure to do
so could not only damage people’s health, education, and resilience, but also risk further conflict.

3.5. Call to action: A “whole of government” approach
In addressing the many serious barriers to human capital and less-than-optimal patterns of spending
and outcomes, the HCP will elevate attention to the need for “whole of government” strategies. While
a more detailed discussion of integrated strategies at the country level is annexed, there are three basic
elements cutting across politics, institutions, and knowledge: (i) sustaining and evolving across
political cycles (ii) linking sectoral programs together, and (iii) being informed by an expanded
evidence base. This model is characteristic of the highest-performing countries on human capital, some
of which have achieved complete transformations in just a few decades.
Sustain effort across political cycles. Long-term commitment across political cycles is fundamental
to human capital transformation. Country experiences have shown that sustained prioritization of
issues is both possible and effective in diverse contexts. It is difficult to imagine today that in 1950,
adults in Singapore had on average just two years of formal schooling. With sustained attention to
human development, Singapore is now among the world’s highest performers on learning and in the
Human Capital Index. The country is still preoccupied with human capital issues in the face of rapid
technological advancement.
Link sectoral programs together. Improvements in human capital do not depend exclusively on
social sector policies. There is substantial contribution that investments in the infrastructure sectors,
complemented with investments in the social sectors, can make in advancing the human capital
agenda. Using historical data, Alsan and Goldin (forthcoming) find that a sewage and clean water
intervention together accounted for a large share of the decline in child mortality in Massachusetts
between 1880 and 1920. Experimental evidence for developing countries support these findings
(Coffey, Geruso and Spears 2018). In Chile, rather than being a single program, Chile Crece Contigo
is a system of coordinated cross-sectoral programs and services targeted at investing in the early
years (children under age 5 and their families). About 70 percent of the programs it encompasses
existed before it was set up. What it has done innovatively and effectively is linking programs around
12

children’s developmental needs and matching municipal or local networks to national policies and
programs. In Rwanda, social protection and health services are being delivered in a complementary
way to target the districts with the highest stunting rates. In Pakistan, recent efforts to adopt a
“delivery unit” approach in education, together with performance management reforms, have
improved student attendance and teacher performance.
Expand the evidence base for policy design. Undertaking new analyses, even using existing
measurement, can help identify which interventions deliver the highest returns to investment and can,
in turn, aid in the design of cost-effective interventions. For instance, a deeper understanding is
needed of how different aspects of human capital interact. This is especially true at early ages.
Recent path-breaking analyses of the long-term impact of early childhood interventions in the U.S.
has helped quantify the long-term benefits of targeted investments early in life (Garcia, et al. 2016).
Increasingly, research is being carried out on the benefits of similar interventions in developing
countries. This sheds light on the interaction between interventions in different sectors such as
education, health, social protection, and helps to identify affordable and transformational
interventions. As countries strive to bridge human capital gaps, they will need to assess how best to
apply these principles to suit their contexts. Doing so will be critical to ensuring that people are able
to realize their full productive potential.

Fig 2. Bridging the Human Capital Gap
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4. WHAT THE HUMAN CAPITAL PROJECT IS DOING
The HCP has three pillars: The Human Capital Index, Scaling up Measurement, and Country
Engagement. Through these lines of work, the WBG will call attention to human capital in countries,
identify policy constraints, review investment and efficiency gaps, and work with countries across
several dimensions—from measurement and monitoring and evaluation to a range of actions to
strengthen service delivery coverage and quality—to ultimately help deliver better human capital
outcomes. The HCP will draw on global and cross-sectoral knowledge from across the WBG and
beyond, to appropriately underpin the advocated approach in countries.
BOX 2: The Human Capital Index (HCI)
The Human Capital Index (HCI) measures the amount of human capital that a child born today
can expect to attain by age 18, given the risks to poor health and poor education that prevail in the
country where she lives. The HCI consists of three components:
•

Component 1: Survival. This component reflects that not all children born today will survive
until age 5, when the process of human capital accumulation through formal education begins.

•

Component 2: Expected Years of Quality-Adjusted School. This component combines
information on the quantity and quality of education. The quantity of education is measured as
the expected number of years of school that a child can expect to obtain by age 18. The quality
of education reflects new work at the World Bank to harmonize test scores from major
international student achievement testing programs into a common yardstick of learning.

•

Component 3: Health. Two proxies for the overall health environment are used to populate
this component: (i) adult survival rates, defined as the fraction of 15-year-olds that survive
until age 60, and (ii) the rate of stunting for children under age 5. Adult survival rates can also
be interpreted as a proxy for the range of non-fatal health outcomes that a child born today
would experience as an adult. Stunting is broadly accepted as a proxy for the pre-natal, infant
and early childhood health environment.

The HCI formulation has its theoretical underpinnings in the development accounting literature.
The contribution of the health and education components to the index measures their contribution
to worker productivity, as anchored in rigorous micro-econometric studies of the returns to
education and health. This is the biggest difference from indices such as the UN’s Human
Development Index (HDI).
The index ranges between 0 and 1, where the index takes the value 1 only if the average worker in
the country will achieve both full health and her full education potential (14 years of high-quality
school by age 18). Therefore, if a country scores 0.70 in the HCI, it indicates that the productivity
of the average worker is 30 percent below what she could have achieved with complete education
and full health.
As the index is closely connected to the development accounting literature, it can be directly linked
to scenarios for future income. If a country has a score of 0.50, then GDP per worker could be
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twice as high if the country reached the benchmark of complete education and full health. This is
because human capital leads workers to become more productive and earn more, and in turn save
more, providing the economy with more physical capital.

The initial version of the index will be presented as a country average as well as disaggregated
by gender. Discussions about further disaggregation, such as at subnational level for selected
countries, are currently ongoing.
Source: WDR 2019; Kraay (2018). The HCI team has collaborated closely with David Weil
(professor and leading expert, Brown University) and received feedback on methodology from
a number of prominent academics.

Pillar one: The Human Capital Index as a powerful entry point.
The theory of change around this new cross-country metric is simple. By helping to create a shared
understanding of reality, the Index is expected to draw in high-level political attention needed for
transformative action at the country level. Historically, transparent measurement has helped build
consensus around important issues. For example, when Germany took part in the first round of the
Program for International Student Assessment (PISA), reforms were stimulated by “PISA shock”.
The HCI differs from existing indices because it will link human capital outcomes to productivity
and income levels. Country performance will be expressed as distance to a frontier of complete
education and full health. Countries will be able to assess how much income they are foregoing
because of human capital gaps, compare their rates of progress, and gauge how much faster they can
reach the frontier by strengthening human capital outcomes. The first prototype of the HCI will be
published at Annual Meetings and updated at least every three years.
While survival and health data feeding into the Index are drawn from existing sources such as the UN
Database of Child Mortality, the UNICEF-WHO-WBG estimates of child stunting, and the UN
Population Division, the education data combines perspective measures of school attainment, based
on UNESCO-UIS enrollment rates, with new information on learning harmonized across different
learning assessments such as PISA, TIMMS, PIRLS, EGRA and various regional tests. This allows
calculation of a measure of expected years of schooling which takes into account the quality of that
schooling, and the fact that children in some countries are learning far less than in others, despite
being in school for the same amount of time.
The HCI does not capture every important aspect of human capital. Similarly, although the HCI
comprises a few specific indicators of health and education outcomes, this does not mean that only
health and education policies matter. The choice of the ingredients in the index has been determined
by a combination of factors: a focus on outcomes that are responsive to policy changes in the shortto-medium run; reliance, as much as possible, on direct measurement (rather than highly modelled
data); and broad data coverage country-wise. While important, including additional elements of
human capital such as workers’ experience and the quality of tertiary education in future versions of
the index will crucially depend on data availability and coverage.
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All the components of the Index are closely linked with the Sustainable Development Goal targets
for health, education, and nutrition. In the survival component, under-5 mortality links to SDG target
3.2; in the school component, learning adjusted school years links to SDG target 4.1; and in the
health component, improving adult survival rate by reducing causes of premature mortality links to
SDG target 3.4 and stunting links to SDG target 2.2.

Pillar two: Scaling up measurement and research as a public good
Better measurement, research and transparent information enable countries to create a shared
understanding of reality between citizens and policymakers as well as help policymakers to design
more effective, context-specific solutions. The HCP’s measurement pillar has two objectives: (i) to
improve measurement and benchmarking of outcomes, including by expanding country coverage of
international tests and national surveys to better measure the different dimensions of human capital,
and (ii) to help shed light on the mechanisms that underlie human capital formation and what
elements of service delivery are more likely to generate results cost-effectively.
Unpacking the distributional impacts of human capital investment. At the root of human capital
issues in many countries are disparities in outcomes between various groups, with extremely low
outcomes for poor and marginalized people. As such, future areas of focus will include subnational
measurement and a deeper understanding of what influences outcomes for them—as well as where
efforts by government to empower these groups and improve their outcomes are falling short.
Expanding existing measurement initiatives. Given the lag between human capital investments and
returns, it is important to measure progress in the contributing factors that allow countries to track
progress towards outcomes. But regular measurement of service delivery quality in health and
education is rare. The Service Delivery Indicators will therefore expand to cover 30 countries by
2021—across Africa, Asia, Latin America and the Middle East—and there will be more civil society
engagement in all countries for wider dissemination and use of the data. New modules will measure,
for instance, quality of managerial practices both in health facilities and schools. Also, the Measuring
Early Learning Quality and Outcomes (MELQO) initiative, that aims to assess school readiness and
the quality of early learning environments comparably across countries, will be scaled up. The Living
Standards Measurement Surveys (LSMS) could be used to implement new modules designed to
understand the skills and workplace readiness of adolescents who leave school early, and to measure
the association between school readiness and household situation.
Developing and deploying new measurement tools. Examples of tools being developed include (i)
an Education Dashboard, used to track and understand how service delivery quality is changing,
which itself should lead to changes in the outcomes measured by subsequent versions of the HCI, and
(ii) a Rapid Human Capital Assessment, which would offer a series of specific survey modules
designed to capture core metrics, and will help countries assess their progress between Index updates.
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Pillar three: Country engagement to realize better human capital outcomes.
The WBG is well positioned to work in this space through the HCP because it presents evidence on
the centrality of human capital for economic development and growth from many perspectives—
productivity, national wealth accounting, multidimensional poverty, impact evaluation of programs,
systems benchmarking, and unpacking of service delivery. It also works within ministries and levels
of government to help build systems for delivery, informs human capital investments and policies
with the latest knowledge and data, and helps attract financing from multiple sources by showing
results. Finally, it convenes partners to work collectively to reduce inefficiency and increase impact.
Through IDA and IBRD, the World Bank Group has already been working to meet increasing
country demand for results-based financing for human capital, where financing is linked to the
achievement of pre-agreed results. Fifty countries have asked to join the Global Financing Facility to
scale up promising results-based approaches in health; 27 have received support so far, the majority
in Africa and Asia. In education, the WBG has far exceeded its 2015 commitment to double resultsbased financing for education from $2.5 billion to $5 billion in five years—crossing $7 billion in just
three years. In addition, Sub-Saharan Africa and Asia are rapidly expanding coverage of social safety
nets and allocating substantial resources to conditional cash transfer programs—a form of resultsbased financing in which cash transfers to households are conditional on key human capital
investments such as immunizations, nutrition counseling or enrolling children in school.
Early adopters of the HCP. The HCP is engaging with 27 “early adopter” countries based on interest
shown by countries in engaging with the WBG ahead of the release of the Index. Confirmed early
adopters represent a wide range of countries diverse in level of income and geographic location, from
Sierra Leone to Poland and Uzbekistan to Iraq. Driving this process is strong country ownership and
leadership of the human capital agenda in each country, with the nomination by government of a
focal point, usually in the ministry of finance or planning, to lead the discussion across government.
The idea is for the HCP to help assess how well existing approaches to human capital development
are working, identify barriers holding back better outcomes, and support countries in developing their
national strategic approaches to transforming human capital outcomes.
Early adopter countries will articulate a strong commitment to accelerating human capital outcomes
at the WBG-IMF Annual Meetings in Bali in October 2018. As a cohort, they will connect with each
other as a community of practice to brainstorm strategic plans and discuss implementation challenges
and opportunities, as well as draw up recommendations for WBG engagement. Beyond ongoing
policy dialogue and support, the HCP will produce various Index-specific case studies to understand
how different countries achieved significant improvements (especially in short periods of time)
through targeted policy actions.
Expansion to other countries. The cohort will be expanded as other countries express interest in and
commitment to the HCP. Countries will convene again at the WBG-IMF 2019 Spring Meetings and
at subsequent Annual and Spring Meetings to showcase progress, discuss challenges, and maintain
momentum. The idea is for the HCP’s framework of support to cover all WBG client countries.

17

BOX 3: What countries stand to gain from engagement with the Human Capital Project
The HCP provides support to countries through a customized package of data, policies,
interventions to accelerate human development outcomes. Areas of focus include:

18

•

Providing access to policy benchmarking/diagnostic tools to identify resources for metrics,
programming and financing for efficient and effective interventions. The WBG offers a
host of tools, including Systems Approach for Better Education Results (SABER), the
Atlas of Social Protection Indicators of Resilience and Equity (ASPIRE), Service Delivery
Indicators (SDI), Primary Health Care Performance Indicators (PHCPI), Water Supply,
Sanitation, and Hygiene (WASH) and Poverty Diagnostics.

•

Advising on evidence-based interventions based on the country context, including lessons
from FCV contexts where applicable. The WBG’s Strategic Impact Evaluation Fund
(SIEF) measures the impact of programs and policies to improve education, health, access
to quality water and sanitation, and early childhood development in developing countries.

•

Connecting governments with disruptive technology advancements. For example, in 2018,
the WBG launched TechEmerge Health Brazil to help small firms scale up innovations that
have shown proven results to improve health outcomes in the country. The platform
matches these firms with healthcare providers to help improve affordability, scale, and
efficiency and would hold the potential for replicability in other interested countries.

•

Facilitating peer learning on how to raise ambition for human capital achievement.
Starting with the Early Adopters, the WBG will support a variety of opportunities for
countries to connect with others to discuss aspirations, plans, opportunities, and
implementation challenges. This community of practice may be supplemented by twinning
or partnering relationships, staff exchange programs, or an HCP Fellows program.

•

Improving resource allocation efficiency by focusing on and demonstrating results,
including through expenditure reviews, governance reforms and program effectiveness.
Public expenditure reviews are one tool to help identify efficiency improvements in the
social sector. Reforms towards results-based financing are also an area of focus.

•

Increasing resources for human capital through resource mobilization or reallocation. The
WBG can provide support to close tax loopholes and exceptions, improve revenue
collection, explore excise taxes, and remove or reform regressive subsidies.

•

Involving people to increase take-up and improve delivery of public services. The WBG
has a wealth of information on social accountability and citizen engagement tools to advise
governments how the end-users of public services can help improve those services. This
could include awareness-building campaigns on various interventions.

•

The HCP will also scale up measurement and research as a public good (see section 3.2).

5. A PROPOSED RESULTS FRAMEWORK FOR HUMAN CAPITAL
The development objective of the HCP is to accelerate progress on global human capital outcomes.
Its proposed results framework will be widely consulted across the WBG as well as with country
clients during 2018, before it is formally adopted.
Acknowledging that it takes time for smart policy reforms and investments to translate into improved
human capital outcomes, the HCP proposes a 10-year outlook for results. During this timeframe, the
measurement of such progress can be grounded in the Human Capital Index and its theory of change.
The HCP also proposes intermediate indicators that could demonstrate desired progress towards the
desired HCP outcomes in three areas: 1) the increasing collection and use of human capital data and
analytics to better inform policy decisions and a growing research agenda on the role human capital
plays in economic development and how to enhance it. 2) Commitment by countries and
demonstrated progress on improving their human capital as well as more and/or smarter investments
in policy interventions that yield desired outcomes. 3) How the HCP is gaining traction in
governments, donors, academia, media, and the public.

6. QUESTIONS FOR THE DEVELOPMENT COMMITTEE
(i)
(ii)
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How does the Human Capital Project add value and raise awareness of the importance of
human capital to national development?
How is the Human Capital Project useful in furthering the WBG’s country engagements?
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