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Abstract:  
 

Critical review is done to analyze the importance of educational finance in establishing 
human capital. The key words of this review of literature are human capital, education financing, 
and benefit economical and individual.  Education is highly important in developing human 
capital, because it influences the individual and it has benefit economical for the nation. 
Education as the main investment in human capital so it requires the government to supply 
financial and budget for school development and make it priority, more transparent, and fair. 
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1. INTRODUCTION 
 

The educational institution is the main element to produce more human capital as 
Carneiro and Heckman (2003) states that, a revolution in education  and the higher subsidize can 
give positive impact to the quality at human resources. Psacharopolous (1995) and Belfield and 
Levin (2010) explained that, in economic rules, the cost for education and house hold are two 
mainstreaming in human capital development. Psacharopolous (1994) and Olden & Clune (1998) 
carried out studies about the importance of education in achieving human capital. Some countries 
had reformed the system in financing the education by increasing the budget and remove the gap 
between the poor and the rich. Profoundly, financing the education becomes the essential 
element in achieving ideal human capital. It becomes the investment both for the nation and the 
individual. 

Human capital consists of knowledge. Knowledge is an ability which is owned by each 
individual that she/he got from education process. Lucas (1988) states that, there are two main 
factors which become the main source in establishing human capital in a nation, they are 
education and learning by doing. Human capital is an expensive asset to increase national growth 
(Fernandez, & Rogerson, 1999; Petrakis, 2012). Blundell et al (1999) and Vinding (2006) stated 
that, human capital in increasing the economic growth has been proven in Asia which has 
succeeded in making a revolution in education. It makes the social’s economic growth becomes 
higher.  

Human capital in supporting economic growth in a nation is very important as Becker 
(1993) stated that, education is the main source in reaching ideal human capital. Nelson and 
Philips (1966) and Lucas (1988) stated that, a good quality of education contributes a high 
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human capital and it leads the increasing of economic growth. Some recent studies had shown 
that the good human capital comes from the good education, best skill, and broaden knowledge 
(James, 2000; Danes, Stafford, Haynes, & Amarapurkar, 2009; Bell, & Stevenson, 2006). 

 
2. EDUCATION AND GLOBALIZATION 

 
The issues of human capital toward the globalization era become a serious fact in some 

countries.  Some recent studies showed that, the increasing of economic growth of a nation is 
determined by the professional and competitive human resources, including the competence of 
organization and nation’s income (Zula, & Chermack, 2007; Becker, Huselid,  & Ulrich, 2002). 
Nelson & Phelps (1966) and Lucas (1988) stated that, the various rate in economic growth which 
happen in each country is caused by the human capital. In regarding to this fact, human capital 
becomes the main factor in increasing the economic growth in a nation. 

Human is a core investment in human capital (Olakulehin, 2008; Tilaar, & Suryadi, 
(Eds.), 1993; Supriadi, 2003).  Galor, (2006) states that, the importance of human capital in 
socio-economic can be seen from the delinquency capitalist –worker who against the system to 
establish human capital in order to create a better life. Becker, Huselid and Ulrich (2002) studied 
that, the development and the increasing of human capital in organization must be done 
continuously to improve organization’s income. Hanusek (1996) and Becker et al (2002) stated 
that, to put the standard in measuring the input and the output of human capital in organization is 
still the controversy. Heckman (2000) stated that, cognitive and non-cognitive knowledge is very 
important to be considered as human’s asset on each organization. 

The importance of human capital as investment can be seen physically (Becker, Murphy, 
& Tamura, (Eds.), 1994; Galor, 2006). Another study showed that the most important things in 
the human capital are productive skill and productive knowledge (Palacios, 2002; Carneiro & 
Heckman, 2003; Awang, 2004; Danes, Stafford, Haynes, & Amarapurkar, 2009). In regarding to 
the importance of knowledge in establishing human capital, each individual has got to get 
education formally and informally in order to build up the economy (Sweetland, 1996; James, 
2000; Zhang & Chen, 2008; Frederiksen & Kato, 2011). 

 
3. EDUCATION AND HUMAN CAPITAL 

 
The initial concept of human capital is education. Education is the main investment 

(Becker, 1993; Bell & Stevenson, 2006). Human capital which is produced by good education 
are able to increase the economic growth and individual income Blundell, Dearden, Meghir, & 
Sianesi, 1999; Nelson, & Phelps, 1966; Lucas, 1988). Zhan & Chen (2008) and Petrakis (2012) 
stated that, good human resources are more applicable in industry. 

Education as the main part in human capital influences many countries to prioritize 
education because it contributes positive improvement to nation’s income (Killeen, Turton, 
Diamond, Dosnon,  & Wach, 1999; Heckman, 2000; Robeyns, 2006; Galor, 2006; Olakulehin, 
2008; Santos, 2011; Ramos, Surinach, & Artís, 2012). Boccanfuso, Savard & Savy, (2013) and 
Zarutskie, (2008), stated that, lack of productivity is caused by human resources which lack of 
knowledge, skill, and experience. Many countries reform their education system in order to 
produce better human resources. Better human resources are able to increase the economic 
growth in a country (Galor, 2006; Anderson, & Bertaux, 2012; Ho, K. C., & Ge, Y. 2011).  
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Education produces a high qualified-man who is able to work and competitive in the 
work field Rodrıguez-Pose & Vilalta-Bufı, 2005; Petrakis, 2012). Education contributes 
intellectuality, social linkage, morality, and experience Becker, 1993; Zarutskie, 2008; James, 
2000; Danes, Stafford,  Haynes, & Amarapurkar, 2009). Those elements above become main 
requirement in working on a company. Social linkage gives specific contribution to the field 
work (Benabou, 1996; Beames, & Atencio, 2008; Krebs, 2008). 
 

4. EDUCATIONAL FINANCE AND HUMAN CAPITAL 
 

Palacios (2002) and Carneiro and Heckman (2003) stated that, the main concept of 
human capital is knowledge and skill that is got from education and it requires fund and 
subzidise. The human capital is supported by the government through financing Fernandez, & 
Rogerson, 1999; Blundell, Dearden, Meghir, & Sianesi, 1999). Psacharopoulos (1995; 1994) and 
Belfield (2010) stated that, many countries has reformed their education system to improve 
education’s quality. Some studies also showed that, many countries could not do the same thing 
because limited budget, bad system, and there is a gap in financing (Odden, & Clune,1998; 
Shagdar, 2006; Card, & Payne, 2002).   

In handling the problem about education financing, a systematical way, effective and 
efficient which emphasizes to benefit, equality, and adequacy concept, are required (Odden, & 
Clune, 1998; Odden, & Archibald, 2001; Baker, Sciarra, & Farrie, 2010; Wylie, & King, 2004; 
Bougroum, & Ibourk, 2011). In applying educational finance, there are two kinds of approaches, 
they are; micro and macro finance which is based on students’ amount and students’ cost 
(Theisen, 1938; McMahon, & Wallace, 1993; McMahon, & Boediono, 2001). Because of 
education is organizations that can be produce benefit human resources for economic nation and 
individual itself, so that several developed countries and developing countries applied free 
education (Azarnert, 2010; Thro, 1994; Thro, 2004; Schoellman, 2012; Oketch, & Somerset, 
2010; Olubor, 2009).  

The aims of education reformation are the government can prepare proper budgeting and 
the students are able to get holistic facilitation Fowler, (Ed.), 1998; DiPaola, & Walther-Thomas, 
(Eds.). 2003). Another problem appeared in some countries which had applied reformation in 
education such as in distributing, budgeting discriminating and un-transparency of budget using 
in school level (Reyes, & Rodriguez, 2004; Stiefel, Sschwartz, Berne,  & Chellman, 2005; 
Levacic, 2008; Hustedt, & Barnett, 2011; Motsamai,  Jacobs,  & Wet, 2011). 

 
5. FORMAL EDUCATION AND HUMAN CAPITAL  

 
Backer (1993) and Zarutskie (2008) have stated that, education is the main element in 

increasing the economic growth within a country. Some of empirical studies found a gap 
between the social status in conducting formal education in school and school reformation 
(Becker, 2000; Cohen, McCabe, et al. 2009; Holloway, & Pimlott-Wilson, 2011). In regarding to 
that case, intervention from the government is fully expected to able to decrease the gap (Byun, 
2010; Olubor, 2009; Gunter, & Forrester, 2009). 

School as the core of education and human capital requires all stakeholders should 
responsible in reforming the education system (Tirozzi, & Uro, 1997; Rhim, Ahearn, et al. 2007; 
Thro, 2004). Teacher, headmaster, and parents are the main supporters in motivating the students 
to learn (Benabou, 1996; Hanushek, 1996; Leech, & Campos., 2003; Modood, 2004; Tan, & 
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Kwok, 2005; Shatkin, & Gershberg, 2007; Odden, & Kelly, 2008; Dudley-Marling, 2009; 
Ampiah, & Adu-Yeboah, 2009).  Another study showed that, the content of the lesson also 
influences in maintaining human capital, education, morality, social linkage, and skill (Michael, 
& Becker, 1973; Palacios, 2002; Holloway, & Pimlott-Wilson, 2011; Schuchart, 2012). 

In economy point of view, education becomes the biggest attention in many countries. In 
developing countries, female are the main target in education because they are more proper 
(Psacharopoulos, 1994; Melero, 2004; Schatzel, Strandholm, & Callahan, 2012). In relation to 
the previous studies, school reformation should be done continuously by removing gap in order 
to get equal education. On the other hand, it requires huge budget for the facilities (Santos, 2011; 
Cohen, McCabe, et al. 2009; Graham, & Harwood, 2011; Evenson, & McGinn, 2004).  

 
6. CONCLUSION 

 
Education is very important in human capital had been admitted in many countries. 

Education is an asset within each individual and it should get attention from the government. The 
globalization era requires high quality human resource and it makes many countries reformed 
their education system in order to fulfill the requirement, because a good human resource 
contributes positive income to the country. Another way to minimize the problem in school 
reformation is removing the gap to get facilities. As a matter of fact, the problem comes from the 
system of financing in different area and it causes many weaknesses in education. In order to 
minimize that, monitoring the educational finance should be done continuously.  
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