
Why Human Capital needs Social Capital 

Key message: In pursuit of ‘business partner’ status, many HR practitioners are energetically 

employing conceptual perspectives that are too limited.  The main “unit of analysis” being used is the 

individual – i.e. how to develop, reward and retain an employee.  Witness how Human Capital has got 

wedded to psychology!  Dr Johan du Toit reminds us why Social Capital – which requires a broader and 

longer view – is actually indispensable to wise “Human Capital” management. 

 

Let’s admit it.  Many of us despair at the shallow, materialistic zeitgeisti we find ourselves (trapped) in.  

If one were tuning into our TV broadcasts from across the Milky Way, shows from the Discovery 

channels would perhaps do us proud as a species.  Sadly much of the content on the other 200+ 

channels would make an observer wonder what really animates us as beings. 

Fortunately – for those who observe history and the general flow of time – we may as a collective of 

humans be ready to learn something important and useful…that more is not always better.  In fact, less 

may actually, really be more! 

For those who are still reading this piece, this will not be a neo-Marxian demand for the destruction of 

capitalism.  It will also not be a call for us all to become organic farmers living in authentic harmony with 

nature (with sincere apologies to my good farmer friend John Twyfordii). 

My point is that even ‘main-stream’ Americans are getting it.  I want to, for starters, offer two very 

recent books (and their reviews) as evidence.  I hope mischievous detractors do not try to suggest that 

‘serious’ books and mainstream America are contradictory concepts!  This article will adduce even more 

“American” examples.  I will do this not because I want to demean these high-achieving people, but 

because so many of our modern “human capital” practices are sourced (often unquestioningly) from this 

super-power nation. 

Here is the perhaps less obvious #1 from the free markets-side.  From a recent review of “The Quants: 

How a New Breed of Math Whizzes Conquered Wall Street and Nearly Destroyed It” this is volunteered: 

Unfortunately, most of the players generate little empathy; their wonkish preoccupations seem 

to allow scant space for community and societal concerns. It doesn’t help, of course, that they 

have also made pots of money at the expense of the average investor and taxpayer. Sometime in 

the future, we may look back and marvel at a society that so richly rewarded some of its best 

minds to labor with such powerful means toward such narrow ends.iii 

Example #2 is from the very well-known David (and Wendy) Ulrich and their soon-to-be-released book, 

“The Why of Work” – the people-side.  The reviewer (of this sure-fire blockbuster) offers views like this: 



There’s something in the ether as business author after business author seeks to replace investor 

capitalism and the US business model with something new – or else rescue it through a more 

benign “enlightened shareholder value” model of corporate governance. This line of 

commentary, especially by HRM scholars, aims to widen the myopic corporate concern with 

economic value to encompass social and moral obligations.iv 

I have been watching a bit of soccer (sorry, I should have said ‘football’) lately.  What grabbed my 

attention were discussions by various football commentators dwelling on how teams are differently 

fielded by different countries.  Apparently countries like England rely on ‘superstars’ and hope that the 

rest of the team will aid them to reliably produce ‘magic’.  Germany by contrast is supposed to be 

committed to ‘structures’:  whether these be the grass-roots efforts to constantly produce young talent 

or the role-based culture in the senior teams which demand integrated team-effort which transcends 

individual virtuosic brilliance. 

My previous articlev in HCR touched on the dire need to include a sociological perspective in serious HR 

work.  This article will stress that human beings must be seen as individuals and ‘collectives’ to fully 

understand what makes us tick and prosper (in the widest sense of that term). 

Viewing employees only as “Human Capital” is short-sighted 
“The idea of employee as resource is only a stone’s throw away from measuring that resource; the 

difference between employee as resource and commodity can be purely a matter of utility or 

perspective; time may change what is perceived as one to the other.”vi 

Peter Capelli of the Wharton business school writes business books that most self-respecting “human 

capital” leaders would readily buy and also read.  Capelli could credibly claim that his ideas are cutting-

edge when it concerns best-practice managing of human capital.  His secondvii to latest book “Talent on 

Demand” is usefully outlined in his own words in a 2008 interviewviii: 

Talent management is a simple issue. We're trying to anticipate what the needs and the demand 

will be for people, for human capital, into the future, and then set up some sort of plan for 

meeting it.  It is pretty simple.  It's the same problem that you see in lots of different parts of 

business: What do we think we are going to need?  How are we going to go about meeting that? 

Later on the interviewer asks Capelli more about the implications of his key “supply-chain” insight: 

Knowledge@Wharton: When you think about supply chain management, you think about 

widgets, moving inventory in and moving it out.  Is there a downside to thinking about people as 

widgets that may get canceled, may need to be pre-ordered, may be tossed out if they are 

overstocked?  Is there some kind of dehumanizing involved in this approach? 

Cappelli: Certainly could be and you know, there's a long history of dehumanizing employees in 

the workplace, but I think these are decisions that get made anyway; that is, companies have to 

think about how many people they are going to hire. They have to think about, 'Are we going to 



lay people off?' and 'How many are we are going to lay off?' They have to think about, 'Are we 

going to develop people?' and 'How many we are going to develop?'  

Let me reiterate.  Capelli’s views are not seen as particularly one-sided by many “human capital” 

professionals I have met.  These same sentiments could have been related at almost any HR-related 

conference I have personally attended and it would not elicit the most lively of debates; polite applause, 

maybe or perhaps of few clarifying questions on best-practice techniques…but no challenge. 

If anyone does know of HR conferences where such “utilitarian” views would be vigorously engaged and 

discussed, please let me know about them!ix  

What are the risks of such myopic behavior by HR and other organisational leaders? 

The Law of Unintended Consequences (or “Tragedy of the commons”) 
Harvard Business Reviewx made a clarion call last year for restoring the US’ industrial “commonweal”xi.  

The authors lament the evisceration of America’s manufacturing capabilities and that the US is losing 

(has lost?) its ability to develop and manufacture high-tech products.  In summary: 

To address this crisis, government and business must work together to rebuild the country’s 

industrial commons – the collective R&D, engineering, and manufacturing capabilities that 

sustain innovation.  Both must step up their funding of research and encourage collaborative 

R&D initiatives to tackle society’s big problems.  And companies must overhaul the management 

practices and governance structures that have caused them to 

make destructive outsourcing decisions. 

It sounds as if the business professors at Wharton and Harvard are not 

in agreement!  The former (Capelli) seemingly advocates expediency in 

stewarding human capital in the face on considerable uncertainties 

about the future.  The latter two scholars remind us how such self-

serving behaviours have cost America its leadership position in the 

realm of industrial prowess.  Unfortunately, for the USA, they will 

probably not be able to reverse the consequences of their previous 

short-term, enterprise-centric decisions! 

My take on this vast misadventure is that US enterprises were only 

trying to optimise the human capital side of equation, and also looking 

inside their own borders only.  By remaining blind to the social capital 

side  - including what happens outside their walls - they have allowed 

this precious particular store of capital to be relentlessly squandered 

away (that someone else had helped to build up).  Their continued use of the benefits of this 

“commons” was not budgeted and paid for; economists call this “externalising ones costs”.  In other 

words, nobody cared about maintaining and stewarding this national asset: see the “Tragedy of the 

Commons” definition alongsidexii. 

TRAGEDY OF THE 

COMMONS 

An idea (set forth 

primarily by Garrett 

Hardin) that unregulated 

use of a common, public 

resource for private, 

personal gain will result 

in overexploitation and 

destruction of the 

resource. 



Clearly, nobody intended this sad state of affairs to occur… 

What is the nature of this “myopia”? 
If any country in the world can be characterised as enshrining individualism it is the US.  Their national 

psyche greatly values self-reliance.  Some ascribexiii this competitive culture to the Protestant work ethic 

that was taken across by early European settlers. 

Others reflect on the multi-billion dollar industries that spring up around and sustain its dizzying array of 

celebrities (e.g.  Tiger Woods, Madonna, Paris Hilton, Jack Welch, etc.).  This is the original land of the 

rags-to-riches dream, after all!  Personal fortunes are seen as respectable evidence of personal 

greatness. 

This profound focus on individual agency can be a problem, however.  By refusing to acknowledge the 

critical importance of relational “assets”, it effectively ascribes little or no value to them. 

Let us remind ourselves that “managerial psychologism” takes a distinctly “I” view of employees.  This 

narrow perspective has been critiqued by many HRM scholars.  Here is but one resultxiv from a quick 

Google search *using search term “performativity human capital”+:  

…the unstated theoretical presupposition…[is] that human beings are rational calculators and 

maximisers – i.e., homo economicus. This presupposition is replete with problems. 

Social Capital’s pivotal role in creating Human Capital 
Stephen Covey’s son, Stephen M. R. Covey, wrote a punchy book in 2006 which has been racing off the 

(airport bookshop) shelves.  It’s called The Speed of Trust.  I also bought it.  I read it.  And I won’t be 

tossing it out of my collection... 

What I found amazing though is the comments made about the book.  Here is one from a Covey 

marketing e-mail blurb I received (in September 2007): 

Covey's breakthrough insight that trust is a competency is both revolutionary and immediately 

practical.  CEOs and Chief Learning Officers will embrace The Speed of Trust as an authentic and 

actionable strategy – a roadmap – for increasing the effectiveness of their organizations and 

leaders."  

Another snippet comes from the actual book’s front pagesxv (the emphasis is mine): 

Stephen Covey’s work changed the world. I’d bet the price of this exciting book and more that his 

son, Stephen M. R. Covey, will have at least as much impact.  The Speed of Trust is an amazing 

book starting with its novel and powerful title – my greatest wonder was why it hadn’t been 

written before. 



This latter quote is a partial extract from the breathless praise-song delivered by the iconic Tom Peters 

himself.  It seems Tom Peters did not read Fukuyama’s much earlier 1995 book, Trust: The Social Virtues 

and the Creation of Prosperity.  Or look up some of his later work like Social capital, civil society and 

developmentxvi where Fukuyama carries the baton further (emphasis is mine): 

The economic function of social capital is to reduce the transaction costs associated with formal 

co-ordination mechanisms like contracts, hierarchies, bureaucratic rules, and the like. It is of 

course possible to achieve co-ordinated action among a group of people possessing no social 

capital, but this would presumably entail additional transaction costs of monitoring, 

negotiating, litigating, and enforcing formal agreements. No contract can possibly specify 

every contingency that may arise between the parties; most presuppose a certain amount of 

goodwill that prevents the parties from taking advantage of unforeseen loopholes. Contracts 

that do seek to try to specify all contingencies — like the job-control labour pacts negotiated in 

the car industry that were as thick as telephone books — end up being inflexible and costly to 

enforce. [p. 10] 

…social capital is more heavily pervaded by externalities than other forms of capital, so 

measurement of a nation’s stock of social capital must take these externalities into account. The 

radius of trust can be thought of as a type of positive externality because it is a benefit that 

accrues to the group independently of the collective action that the group formally seeks to 

achieve.  For example, a sect that encourages its members to be honest and reliable will foster 

better business relationships when they deal with each other economically, in addition to the 

sect’s religious objectives. [p. 13] 

Robert Putnam’s classic 1995 essayxvii Bowling Alone: America's Declining Social Capital powerfully 

leverages the concept of social capital in his paper, and also gives us an enticing glimpse of this most 

intangible of assets (emphasis is mine):   

For a variety of reasons, life is easier in a community blessed with a substantial stock of social 

capital. In the first place, networks of civic engagement foster sturdy norms of generalized 

reciprocity and encourage the emergence of social trust. Such networks facilitate coordination 

and communication, amplify reputations, and thus allow dilemmas of collective action to be 

resolved. 

Both of the previous writers however acknowledge the seminal role played by James Coleman.  

Although he was not the first to use the term “social capital” he deserves much creditxviii for developing 

the social capital theoretical framework.  His classic paper is sublimely titled: Social Capital in the 

Creation of Human Capital.  In it he defines the concept of social capital by contrasting it to its more 

well-known forms: 

If physical capital is wholly tangible, being embodied in observable material form, and human 

capital is less tangible, being embodied in the skills and knowledge acquired by an individual, 

social capital is less tangible yet, for it exists in the relations among persons. [page. S100-101] 



Coleman also usefully distills [page S119] the three “forms” of social capital which are very valuable in 

influencing our inter-personal conduct: 

1. Obligations and expectations, which depend on trustworthiness in the social environment 

2. Information-flow capability of the social structure 

3. Norms accompanied by sanctions 

He does warn us that nothing is “for free” however.   It is 

largely a “public good” *see “Tragedy of the Commons”+.  In 

fact, because social capital usually costs someone else (quite) 

a lot, it tends to get neglected and usually suffers from 

underinvestment. 

For me the key takeaway in his paper is the concept of “closure”.  This is Coleman’s way in which we 

keep each other honest. 

Imagine a triangle which represents relationships between A, B and C (everyone is “linked” to the others 

in this simple example).  Now compare this closed arrangement with an open “V” shape with A in the 

middle and B and C off on each separate limb.  In the latter arrangement, A, having separate 

relationships with B and C, can behave in such a way that causes disadvantage to B or C or both.  Since 

they are no relations with one another, they cannot combine forces to sanction A to change this 

behaviour.   Unless either B or C alone is sufficiently “hacked off” and sufficiently powerful with respect 

to A to sanction alone, A’s behavior can continue unchanged.  In a closed structure (remember the 

triangle?), B and C can combine to provide a collective rebuke, or either can reward the other for 

sanctioning A. 

Putnam’s Bowling Alone unpacks this closure dynamic much more inspiringly: 

When economic and political negotiation is embedded in dense networks of social interaction, 

incentives for opportunism are reduced. At the same time, networks of civic engagement 

embody past success at collaboration, which can serve as a cultural template for future 

collaboration. Finally, dense networks of interaction probably broaden the participants' sense 

of self, developing the "I" into the "we," or (in the language of rational-choice theorists) 

enhancing the participants' "taste" for collective benefits. 

We all know and probably agree with the saying “united we stand, divided we fall”.  The great attraction 

of the social capital writings is that this line of inquiry reveals the mechanics of how this principle works.  

We ignore these hard-won insights at our peril. 

HRM must not allow an overly individualistic perspective in its methods to rob its practitioners of this 

“bigger picture”.  To do so precludes HRM from effectively using social capital to build human capital. 

In the next article, the links between Social Capital and the following areas will be explored: 

1.  Knowledge Management (e.g. codification versus socialisation approaches) 

Closure creates trustworthiness 

in a social structure. 

- James Coleman (1988) 



2.  Accountability-based management systems (e.g. Jaques' three-level management model) 
3.  Leadership Development (e.g. as illustrated by Jack Welch’s efforts at Crotonville). 

                                                             
i
 Definition: The spirit of the time; the general intellectual and moral state or temper characteristic of any period of 
time. Source: http://dictionary.reference.com/wordoftheday/archive/2002/05/24.html 
ii
 See John doing great things at http://vimeo.com/9761600 

iii
 http://www.strategy-business.com/article/10216?gko=9391b 

iv
 http://www.peoplemanagement.co.uk/pm/articles/2010/06/the-why-of-work.htm 

v http://www.humancapitalreview.org/content/default.asp?Article_ID=830 
vi Sheard (2003), “Excavating implicit assumptions of contemporary management’s ‘performativity’ paradigm 
(Strategic Human Resource management, etc.)” 
vii The latest Capelli offering is The India Way: How India's Top Business Leaders Are Revolutionizing Management 
viii “The Talent Hunt: Getting the People You Need, When You Need Them”: from Knowledge@Wharton 
http://knowledge.wharton.upenn.edu/article.cfm?articleid=1942 
ix At one memorable event I attended a speaker characterised management consultants as being one of three 
types:  mechanics, mercenaries and missionaries.  I think HR conferences need more (vocal) “missionaries”! 
x Pisano & Shih, “Restoring American Competitiveness”, Harvard Business Review (July 2009) 
xi common good: the good of a community; source: wordnetweb.princeton.edu/perl/webwn 
xii www.sinauer.com/groom/article.php 
xiii http://www.conservapedia.com/Protestant_Ethic_and_the_Spirit_of_Capitalism 
xiv Fleetwood & Hesketh (2004), “Living (and Dying) By Numbers: The Continuing Weakness of the HRM - 
Organizational Performance Link”; downloadable at 
www.lancs.ac.uk/ias/.../performativity/fleetwood%20hesketh.doc 
xv Covey, S.R (2006), “The SPEED of Trust: The One Thing that Changes Everything” 
xviFukuyama (2001), “Social capital, civil society and development” http://home.ku.edu.tr/~dyukseker/fukuyama-
socialcapital.pdf 
xvii Putnam (1995); Journal of Democracy 6:1, Jan 1995, 65-78; the quoted extract is from page 3. 
xviii Coleman (1998), "Social Capital in the Creation of Human Capital," American Journal of Sociology (Supplement) 

94: S95-S120; downloadable at http://econ.tau.ac.il/papers/publicf/Zeltzer2.pdf 
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