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his short paper focuses on a recent study done by The World Bank entitled,

“Where is the Wealth of Nations? Measuring Capital for the 21°" Century.”

The World Bank’s self-styled ‘millennium capital assessment’ was done by
the environmental economics department of the Bank with an eye toward asset manage-
ment and sustainable development. I believe the study has serious implications for
policymakers in areas from sustainable development to tax policy to education to
immigration and beyond.

Intuitively, anecdotally, and empirically, we all know that a well-educated popula-
tion and a stable investment-friendly environment produce greater national wealth than
possible in undereducated and unstable societies. Thus national policy discussions as well
as appropriation debates focus on allocation of resources to achieve the desired well
educated populace and stable environment. But what tools are available to policymakers to
buttress analysis of allocation of resources?

In this extremely intriguing study (produced in 2005 based on millennium year
data), the researchers quantified the three major contributors to the total wealth of nations:
natural, produced, and intangible capital. Natural capital includes the sum of non-
renewable resources (oil, gas, minerals, etc.) and fertile land, forests, protected areas and
aquifers. Produced capital includes factories, machines, equipment, products, industrial
and urban infrastructure. Intangible capital includes all a nation’s assets that are neither
natural nor produced.

Intangible capital is calculated as a residual—the difference between total wealth
and the sum of produced and natural capital. The study explains that the intangible capital
residual also includes governance elements that help raise the productivity of labor, i.e., if
a nation has an efficient judicial system, clear property rights, and an effective government,
the result will be greater total wealth and thus a higher intangible capital residual. (In the
study, total wealth is estimated as the present value of future consumption; that is to say: if
tomorrow you could never earn another dollar, then the amount of consumption you could
enjoy for the rest of your life is equal to the value of assets such as bank accounts, housing,
land, etc. that you have today.)

! This brief abstract, extrapolated from and, with permission, liberally quoted from the study by The World
Bank, fails to do justice to the primary work. All deficiencies herein are solely attributable to this writer.

2 Where is the Wealth of Nations? Measuring Capital for the 21" Century may be viewed in its entirety at
www.worldbank.org.
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This comprehensive snapshot of the wealth of 120 countries incorporates the
effects of migration, population growth, and foreign assets including remittances;
acknowledges the vital role of natural resources; and emphasizes the critical nature of
savings and sound management as the basis of growth in any country.

We learn after subtracting the total of all of the world’s natural resources and all
produced capital, that intangible capital is 80 percent of the total wealth of rich countries
and 60 percent of the wealth of poor countries. The bottom line is not a surprise: the Bank
finds that “rich countries are largely rich because of the skills of their populations and the
quality of the institutions supporting economic activity,” i.e., because of intangible capital.

So the intangible capital residual component of national wealth is worth
understanding. The economists sub-divide intangible capital into two major categories:
‘education’ (consisting of human capital, including raw labor plus the sum of knowledge,
skills and know how of the population); and ‘social capital’ (represented by beliefs, levels
of trust, attitudes, behaviors and the quality of formal and informal institutional infra-
structure—including stability, transparency and other elements). Social capital is measured
by the ‘rule of law index’—a tool utilized to measure the quality of governance and
institutions. Education (human capital) is measured through schooling years per capita.

What the World Bank economists have painstakingly and skillfully done through
regression analysis is to guantify these ‘intangibles’: the value of social institutions and
education. The Bank calculates that social capital explains 57 percent of the intangible
residual and education accounts for 43 percent of intangible wealth (which includes seven
percent from remittances, a form of human capital). Under this analysis it is fair to say that
roughly half of intangible wealth is attributable to education and half is attributable to
social capital. This disaggregation and quantification of intangibles provides a useful
paradigm for policymakers particularly when undertaking the cost-benefit analysis of a
given policy.

As shown in the Bank’s table below, worldwide at the beginning of the 21
century, natural capital accounted for four percent of total wealth, produced capital for 18
percent, and intangible capital for 78 percent of a nation’s total wealth.

TOTAL WEALTH 2000
$ per capita and percentage share

Income Natural | Produced | Intangible Total Natural Capital | Produced Capital | Intangible Capital

Group Capital Capital Capital Wealth Share Share Share
Low-
income 1,925 1,174 4,434 7,532 26% 16% 59%
countries
Middle-
income 3,496 5,347 18,773 27,616 13% 19% 68%
countries
High-
Income
OECD 9,531 76,193 353,339 439,063 2% 17% 80%
countries
World 4,011 16,850 74,998 95,860 4% 18% 78%
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This table makes several important points:

i.  Intangible capital represents the largest percentage of the total wealth per capita in
most countries, whether rich or poor;

ii.  The share of total wealth of produced assets is virtually constant across income
groups;

iii.  The share of total wealth of natural capital tends to decline with increasing income,
while the share of intangible capital rises;

iv.  The value of natural capital per capita is substantially higher in rich countries,
while the share of natural wealth is lower (the result of savings, management of
resources, and productive investment).

The conclusion is inescapable: it is intangible capital—the combination of human
capital and social capital—that is the dramatically decisive element in the wealth of
nations. Human capital and social capital constitute the largest share of wealth in virtually
all countries and that is true on a worldwide basis across a range of high, middle, and low
income countries.

In the United States (similar to other high income OECD countries) natural capital
is a very small proportion of overall wealth, $15,000 per person (or about three percent);
produced capital is $80,000 per person (or 17 percent); and intangible capital is $418,000
(80 percent). Mexico’s total natural capital per person is $8,500, $6,000 of which is due to
oil (14 percent), produced capital is $19,000 (31 percent) and intangible capital is $34,000
(56 percent). In the case of Jamaica, natural capital accounts for $2,600 per person (six
percent), produced capital accounts for $10,000 (21 percent), and intangible capital totals
$35,000 per person (73 percent). While the dollar amounts cited are from the year 2000, it
is not unreasonable to assume that the relative percentages have remained largely constant.

Parsing intangible capital a little more finely, the study finds in the social capital
component that a one point increase in the rule of law index (on a 100 point scale) boosts
total wealth per capita nearly $3,000 in a high income country, by over $400 in a middle
income country, and by over $100 in a low income country.

With respect to the education component, the study points to prior research
suggesting that investment in primary education in low income countries produces ‘the
biggest bang for the buck.” That is, in a low income country $1 spent on primary school
provides a higher return than $1 spent on higher education. Rather dramatically, a one year
increase in the mean level of schooling in a low income country increases that country’s
intangible capital by $838 per person. Returns on investment, the data show, decline with
the level of schooling and per capita income.

In the end, the research fundamentally and quite convincingly demonstrates that it
is years and quality of schooling, along with the quality of the nation’s formal and informal
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institutions that are the determining factors in creating the wealth of nations. Policymakers
can be reasonably confident that investments in education and efficient and responsible
institutions are viable means of increasing the intangible capital residual of a nation’s total
wealth.

However, using three nations as examples, Turkey, Peru, and El Salvador, the Bank
demonstrates that this does not mean there can be a ‘one size fits all’ policy. In Turkey (the
wealthiest of these three countries) social capital accounts for 63 percent of its 75 percent
intangible capital residual. The Bank calculates that a policy directed at increasing per
capita education in Turkey by one year would raise the total intangible residual by nearly
ten percent. In Peru, it is the education component that explains a large share of the
intangible residual (47 percent of 77 percent). A decision to improve the judicial system
would increase total intangible capital by 25 percent. In El Salvador, intangible capital
stands at 86 percent of the nation’s total wealth and remittances make up 24 percent of this
residual. In El Salvador, a remittance management policy incentivizing savings and
investment over consumption could provide a key boost to wealth creation. Clearly, the
different composition of the intangible capital residual in each country suggests varying
policy options.

Given the critical nature of intangible capital, it is surprising that this World Bank
research seems to have been largely overlooked in academic circles, the mainstream media,
and by many in positions to influence policy making.

One economist, Ronald Bailey, has written on the subject, and he asked a simple
question: “Why is a Mexican migrant who moves to the United States five times more
productive than one who stays home?” The answer, he says, is because (in year 2000
numbers) “the average American, no matter their personal income, has access to over
$418,000 in intangible wealth, while the stay at home Mexican’s intangible wealth is just
$34,000. If a person can gain immediate access to a half million dollars of capital...who
wouldn’t walk across the border?” This intangible asset comparison gives us a quantitative
handle on the gravitational pull of wealthy countries that guarantees a constant illegal
migration flow—not just United States/Mexico—but worldwide.

Surely this bank of data is useful to enlighten policy decisions by our donor
agencies, such as USAID. In low income countries donating immigrants, better manage-
ment of natural resources producing the savings necessary for investment, may be the first
step on the ladder to enhancing their educational and institutional capacity. Stronger
institutions clearly constitute a sound basis for economic development, as weak—or
corrupt—institutions limit people’s potential and act as drivers of migration. The hard facts
of immigration and of wealth creation demand that immigration policy in the United States
be reassessed to better meet economic, security, and foreign policy imperatives.

In my judgment, The World Bank’s expanded analysis of our total asset base and
the deconstruction and quantification of the intangible capital residual opens the door to a
range of policy interventions that could help to increase and sustain growth in the United
States and abroad.

Fall 2008 33 The Ambassadors REVIEW




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /ENU (Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


