
1 Organizational caPital

Concept, measure, or heuristic?

J. C" Spender

Human and socia l  caPi ta l

Management ancl organrzation theorists' lntcrcst tn "organizational capital"" as

somcthingdist inct f iomthcorganizat ion 's f inancia landphysica|capi ta l .gocsback
at least to thc timc of Aclam Smith and his polit ical-cconomy collcagucs. ln sprtc

of thcir obvious academrc rntcrcsts thcy wcrc practical mcn ancl closcly observcd

thc work ings of  the wor ld arouncl  thern.  L in l ikc mlny of  ot t r  cconomist  co l leagucs '

they hacl no problem seerng thc cconotnlc rmpact of pcoplc's knowledgc and skil ls'

Thcy also rccognizcd tt.,. i .ry rcal costs of'acquiring thcm and so wcre lntercstccl

in an econonrics of human knowleclge

ln th is  l inc of ' reasoning Srrr i th  concluc lcc l  there wcre fbur  types o1 'capi ta l :

maclrincs, buildings. land. a;d pcoplc's "acqurretl ancl uscful abil it ies"" Hc bclicvcd

an cfl 'ectivc division of labor would significantly facil i tatc the developmcnt of such

raluc-at l t l ing sk i l ls .  i rn t l  . *pt ' ' tn t tJpcoplc should bc rccognizet l  as cconot l t tc

assets. Indeccl. human assets werc to bc unclcrstood as thc post-mcrcantil ist basrs of

t l rc  nat ton 's  wcal th (Ekeluncl  ant l  Tol l rson '  1980) '  But  post-snrr th ancl  post-s laverv

thc rewascons i c l e rab lesens r t i v i t y todc { i n i ngpcop leas t rans fc rab l cgoodsanc la
correspondins rcluctancc to use tcrms likc "human capital" trnti l Marshall 's and

Irigou;s ,.-, i, l .r, that what working pcople know must surely be rnacle central to

ar iyworkablethcoryofeconomics(Marshal l "  lg( r4:  p igou.  l r )2t t ) .  rhei rcommcnts

tcmptedun.*g.n. ,ut ionofmacro-econonr icanc|nranagementtheor is ts toprobc
thcr is ing, ' , . rp , - , ion. .of  in tangib leor"sof i "asscts(Kencl r ick.  19561 Schul tz '  196 l :

Tobin, 
, l969). 

I hus tociay's uic*. that an organizatton's total capital conrpriscs

both tangible and intang;ble elcments' has becn.around for a while (e-8 Gort e/

a/ . .  19lJ5;  Prescot t  and Visschcr .  198()) :  especia l ly  s ince ' .human capi taI  thcory. '

u ,asopenec lupbymacro -economis t ssuch i r s . I c l hnson ' schu l t z .Kcnd r i ck .So low .
Becker.  and others (Bccker ,  1964;  Johnson'  l9( r0:  Solow" 19561'

l lurnan capital theorizing was mostly at thc macro lcvcl. cstimating thc nattonal

rcturns to uslng ncw tcchnology (Solow. 1957) or to cxpenclitures on cclucatton'

estimatrng those investmcnts ancl rcturns at an aggrcgatccl level' Thrs.rc.vcalecl' fbr

c x a m p l e ' - t h a t . . t h c i n c o m c o f t h e t J s h a s b c c n i n c r e a s i n g a t a n r t t c h h i g h e r r a t c
than thc combinccl amount of lancl. man-hours workccl and the stock of rcprocluc-

i b l ecap i t a l t t sc t l t op roc luce thc incc lmc ' . (Schu l t z . l 96 l : 6 ) .Schu l t zpo in ted to thc
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"discrepancy" bctwecn what can bc observccl. in terms of GDP growtlr. ancl what

could bc "explained" by conventional cconomic thcory. That this cliscrepancy

was labclcd "human capi ta l . "  in  sp i tc  of  Bccker 's  misgiv in-qs.  docs not  hc lp us

much unless wc can gct turthcr into ancl thcorize its workings. But it is clearly

inrportant economically ancl. fbr that reason. theorctically. polit lcally. and mana-

gcrially. [Vlany cconomists tricd to cstinratc the nation's stock of intan-uibles antl

i ts  economic contr ibut ion.  In  1969.  forcxarnplc.  Kcndr ick argucd arouncl  50%r of

the ent i re US caprta l  s tock was of  th is  " i rnnlater ia l "  naturc (Mankiw et  u1. .1992"

4 I 5 ). We can surmisc thc proporlion is evcn greatcr now wc are in the Intbrmation

Agc (Caste l ls .  199(r :  Drucker .  l t ) f t f t )  and havc a scrv icc- t lorn inated cconomy.

For thc US corporations. thc Brookings Institute estirnated that thc soft asscts of

the Fornrne -500 companies rcprcscntccl 38'Zo of thcir market valuc in 19u2, but

hacl  r iscn Io 62%t by l t ) t )2 (Dzinkowski .  2(XX):  32) .  Agaln,  we can presunlc th is

proportion has continuccl to risc along with thc financial serviccs and "knowlcdgc-

intcnsive" high-tech industrics. But cstinrating thc scale ofthese assets i locs l itt lc

to rcveal the mcchanisms that conncct invcstments in education and so fbrth to

the human capital gcncrated or the national economic outcomes. In fact there is

surpr is ingly  l i t t lc  empir ica l  ev ic lencc about  whethcr  such comnlon-sensc l inks

actual ly  ex is t  (Hotchkiss.  1993).

As an alternative to working at thc macro lcvel. trying to size thc economy's

aggregatcd human capital and compare it against other more tangible types of

capi ta l .  is  to  t ry  ancl  idcnt i fy  human capi ta l 's  componcnts,  coming up wi th sub-

types. ancl thence movc towards a more comprehcnsive thcory. For instance. it

is clearly helpful to distinguish background cducational invcstments. not related

to any specific value-gcnerating activit ies. f iom firm-specific activit ies - such as

training in making and marketing products l ike Oracle Data-base I lg or the Xerox

Nuerva 288 Digital Perfecting System; or in learning how specific organizations.

say TIAA-CREF. might makc profitable usc of thesc afore-mentioned products

(Beckcr, 1964). Background or infrastructural investments may well make for

a morc c iv i l  soc ic ty .  but  economists rccounize busincss managcrs operatc wi th

specifics rathcr than acaclemic gencralit ies. and arc reluctant to cxpend time and

money training employees into forms of human capital whcn the rcsulting skil ls.

such as C++ programming. can "walk across the strcct" and bc readily applied by

thcir competit ion (Kcssler ancl Lii l fesmann. 2002).

Work itsclf is oticn educational, as individual employees undeftakc new init ia-

tives to makc their nracticc easicr or in sotne other way morc eff-ective. Indeed'

this.job-relatccl learning so intriguccl Adam Smith that hc made it the core of The

wealth of'Nution.;, famously i l lustratcd in his pin-making cxample. A modern

instance woulcl bc "quality circlcs" or any of thc other institutionalizcd "lcarning-

by-doing"  pract ices (Arrow. 1962;  Bahk and Cort .  1993;  Yel le .  l t )79) .  tn  addi t ion

to th is  d iscovery of  new knowlcdgc weal th by "dr i l l ing down" in to a spcci f ic

practice. bencficial results in onc arca also spil l over to collcagues. Employces arc

constantly cclucating each other and incrcasing cach othcr's human capital in ways

that make rt diff icult to distinguish the consumption and gcneration of knowlcdgc.

or incleed to know whethcr the proccsses are inclividual or collaborative. Thcre is
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t l tc  SECI (socia l izat ion.  extcrnal izat ion.  cornbinat ion,  in tcrnal izat ion)  model .  in
rvhich individual or small group discovcrics of novcl mcthods are sharcd with the
rcst  of  the organizat ion (Nonaka and Takeuchi .  1995).  though th is  may be I i t t le
nrore than a rcstatcment of Colcnran's macro-micro model of thc social process
(Coleman, 1990). Aside from raising diff icult qucstions about soft capital 's source,
locat ion and who might  actual ly  own i t .  th is  approach a lso impl ies threc levels  of
analysis socio-econonry widc. thc "meso-lcvcl" of the firnr or institution (Field,
2(X)3:  139) .  and thc indiv idual  employccs so adopt ing h icrarchical  categor ics
l i rmi l iar  f rom thc work of  Parsons and Gurv i tch (Gurv i tch.  1972:  Parsons.  1960).
tloth tangible and intangible capital may bc present at all lcvcls ancl. if so, we scnse
irnportant qucstions about the rclationships betwccn the levels.

Other rcscarchers move in diffcrcnt directions, contrasting differcnt typcs of
"soft" capital at each lcvcl. At the meso-levcl of f irms and institutions. in addition
to employees, cquipment and financial capital. organizations have structure. rulcs
and accounting arrangcmcnts to help everyonc unclerstand what they are being
asked to do. and to mcasure and help integratc their work with others. These can
bc considered non-human components of thc organization's "structural capital"
part ofthe bundle ofrcsourccs devcloped to hclp the firm integratc its factors of
product ion and d iv is ion of  labor .  and cnsure thc cmployees 'sk i l lcd act iv i t ies are
wel l  a l igned to i ts  objcct ives (Grant .2003).  Whi le much of  th is  s t ructura l  capi ta l
could be taken to bc tangiblc writtcn rules. pcrformance metrics, and so forth -

we rcalize rnuch is infbrmal and cultural. Such relational assets secm to bc "of the
organization"; persisting bcyond any particular ernployee's tenure, and standing
apart from thern and thcir skil ls, and so clifferentiable from the individualistic or
pcrsonal dimensions of "human capital." From this point of view, organizational
capital might be defined as a sum of the organization's human and structural capi-
tal. Sornc have labeled this the organization's "intcllcctual capital" to distinguish
it nrore clcarly from the organization's tangible financial and physical capital
(Edvinsson. | 997; Edvinsson and Malone, 1997). The organization is also embed-
ded in a network of rclations with suppliers, customers. regulators. compctitors
and so forth (e.g. Portcr. l9tj0). Its place there is carned as the firm becomcs a
legitimate and functioning part of the industry's structure, so this place too is a
dimcnsion of its structural capital; cngaging customers and suppliers. and reducing
its cxtcrnal transaction costs.

Complement ing the economists '  in terest  in  human capi ta l  fbrmat ion.  the
intangible outcome of education, training or learning-by-doing. is the sociologists'
interest in "social capital." This is a way of measuring the strength or richness of
a society's distributed intangible rclational resources. Social capital is broadly
defined as the system or network of relations betwccn people. organizations and
other social entit ics that facil i tates their activity, both individual and coordinatcd.
Social networks are evidencc of social capital, infrastructural and institutional
invcstmcnts made intentionally or unintcntionally (perhaps arising as spil lovers
from the intentional activity of individuals). Individuals and socioeconomic entit ics
such as organizations and institutions are embedded in the social networks that
result fronr prcvious interactions. Often costly to make happen. these gcnerally
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lcarc rncnrory t races that  casc ant l  tuc i l i ta tc  fur thcr  in tcract ion.  Thus.  to  see at t

rnt l t rs t rv 's  s t ruct t l rc  is  to  sec an aspcct  of  thc const i t t tcnt  f i rms'  socia l  capi ta l .

Socia l  capi ta l  thcor iz ing has cxplc lc lcd ovcr  rccent  dccadcs.  at ld ing ncw twrsts

. r r r t l  qr rcst ions to t radi t ional  socio logical  conccrns (Baron et  u1, .2000' .  F ic ld.  2(X)3:

l la lpcrr r .  2(X)5:  t - in .2(X) l ) .  To datc.  thc thcor iz i r rg has bccn largc ly  shapcd by thc

tork of Putrram. Colcntan and Bourulicu. rvho ncverthcless hacl rather dift-ercnt

r,lcus about what social caprtal was ancl how it workecl to opcn up new ptlssibil i t ics

. r r r t l  lacr l i ta te othcrs.  Putnant .  fo l lorv ing De Toclucvi l le 's  in tcrest  in  "associat ion." '

. r rgucr l  a t  thc n lacro lcvc l  that  thc t lS 's  socia l  capi ta l  is  in  dcc l ine th l t  is .  " rc

\ntcr icarrs arc no\ \ , "bou' l ing a lonc"  and nraking lcss investmcnt  in  our  socia l

rclittronships. cvcn though wc know thcsc arc uscful when wc want to get things

tlrltc or rleal with thc uncxpcctcd (Putnanr. 2(XX)). In socioeconomic tcrnrs. Putnanl

. r rgucd.  thc t ransact ions costs o l 'soc ia l  l i f 'c  arc increasing.  ln  socio logical  tcrn ls .

nc havc lcss acccss to antl arc lcss strpported b-V tlur socicty. and are obligetl to

. lcpcn{  morc on our  own urdcavors or  on t le l ibcrate ly  cngineercd socia l  pol ic ics

.tntl govcrnmcnt institttttorrs. sucl.t as lvclfarc.
( 6lcrnan fbcusctl at thc rncso-lcvcl. nrostly on thc effects of commr.rnity culturc

,n cr lucat iorra l  achicvcntcnt  His nrodcl  is  rnorc about  whcrc par t icu lar  socia l  capi -

r r r i  rs  locatcd.  lvho can acccss i t  ar td horv"  and thus about  thc in tcract ion bctwccn

r l rc ,oc ia l  capi ta l  o f  par t icu lar  cor t r l r runi t ics and thc l i l -c-chanccs of  those wi thrn

rlrerrr Bourdicu. t iom a Marxtsl pcr\pcctlvc. lbcusccl cven nlorc narrowly on hou'

ir.trt lcLllar fbrrns of soctal capttal u'cre gcncratccl and harncssed to protcct thc

prrr i lcgc ancl interests of thttsc who posscss it parlicularly on hclw clitcs hclp cach

,,rlrcr sustain thcir advantages; oli l  boy networks and so lbrth (Ficlcl. 2(X)3; Whitley

, r ,t l  . l t) l( I ). Instead of probing tbr whcrc wc might f ind ancl rnaybc measurc such

. , ' t t  cani ta l .  rnost  of  thc t lcbatc among human capi ta l  thcor is ts  has bccn about

,r lrcthcr thcrc arc cmpincally vcrif iablc l inks bctween eclucational cxpenditure and

rc,rtlottl ic growth at the nlacro lcvcl (Bils and Klenow' 20(X); F{artog ancl van den

t , f r rnk.2(X)7.  Mankiw et  u1. .19921.  Socia l  capi ta l  thcor is ts .  in  contrast .  have becn

rl(rrc concerned with thc family as social capital 's principal rr.rodc of action and

,l.. l .rating tbr instance. whcthcr supporting farnil ics can have results that are morc

l.cn..frcial to rnclividuals than -eovenrnrent f irnclcd programs (Beckcr et al.. lt)90).

ln rhod. thcrc has becn more ftrcus on the causes and cf-fects of thesc two typcs of

. , , l i  capi ta l  than on idcnt i fy ing or  t . l rcast t r ing thei r  occurrencc.

I lrcorizing along thcse l incs has lccl to a prolif 'cration of adjectives for "soft

..1pital": intellcctual. imrnaterial. rclational. cultural. symbolic. innovation. environ-

l rcnta l .  customcr.  consulner .  rcputat io la l ,  or  socia l  (Dcan and Kretschmcr,  2(X)7) .

\(rlnc arsue this has gonc way too tar. reducing the entire "soft" capital discussiorl

rL '  r r  rn ish-mash of  conf l ic t ing dcf in i t ions (Robison et  u1. .20021.  Paxton,  for

i . . ln tp le.  c luest ions Putnanr 's  concl t ls ions and crnpi r ica l  f ind ings (Paxton.  , l999) .

r ihr lc  F inc th inks the cxplos ion of ' ta lk  about  socia l  capi ta l  has scr iously  darnaged

b, , th socio louical  thcorrz ing ant l  soc ia l  pol icy (F inc.2(XX)) .

I.hcre arc both theorettcal and cr.npirical diff icult ies. On the cntpirical side. thc

.rrtcnlpts to lncasurc eithcr human or social capital havc probably aclclcd to the

. , rn l i rs ion.  Frorn thc thcorv s i t le .  tnc c l i t f icu l ty  is  thc idea that  e i thcr  hunlan or
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socia l  capr ta l  can bc concciVct l .  t r re i ls t l rc t l  or  thcor tzct l  rn t lcpcnt lcnt l l 'o t - thc othe-r '

Socia l  capi ta l  is  about  inc l iVr t l t ra ls  and thcrr  in tcract tons.  . lust  as hr ' tman capi ta l

prcsupposcs thosc lntcractions' tt lo Ctlnscqucntly' i t may bc tl lorc protluctrvc

to th ink about  how the concepts arc rc latcd in  spr tc  of  n. ra. ior  c l i l lc rcnccs i l r

rlcthod. assumptton an(l orientatlon in thc twcl l i teratttrcs' l 'hc rntcro-ccontrtnte

t b u n d a t i o n s o f h u m a n c a p i t a l t h c o r y l c a d t o i t s p r i o r i t i z i n g t h c i n d i v r t l t r a l a r r t l
h c r / h i s p r o c c s s c s o v e r t l r o s e o f t h e c o l l c c t i v c . c s p e c i a l l y c v i t l e n t . t n ' . r a t i o n a l
c l r o i cc theo ry , . a rgumen ts tha thu rnancap i t a lwou l t l on l ybep ropc r l ygc r r c ra t cd
by indiv i t lua ls  for  thcrr  own bcnef i t  ( [ .ucas.  l98 l t ) .  Socia l  capi ta l  thcory par t ia l ly

contplcments this vrew. arguing that social 
_capital 

facil i tates thc dcvelopmcnt of

ancl so shapcs the rnil ividui's hirnran capital. cspccially influcncing thosc who arc

,i i*auun,ug.cl ancl not in a goocl position to 'rake thc rational choiccs asstr.cd by

the human capital thcorists that rs. social capitl l  thcory sccs society lts nratle up

of individuals with hcterogcncous rcsourccs antl challengcs' Thus human capital

t lrcory is inhercntly indivicl-ualistic and polit ically corrscrvativc' while socral capital

t lreory is inhcrcntiy collectivist ancl l ibcral. ancl thc distinction bctwccn them may

be morc polit ical than funclamental. Social capital theorists scc tlrc commttnity's

social capital as a crucial form ofcollectively constructctl infrastructure that helps

ra isc the const i tucnts 'qual i ty  of  l i l -e .  just  as ethc icnt  ut i l i t ics or  legal  inst i t t r t lons

ao. rn.y also fecl this intiasiructurc should not be lcfi to chance or market forccs.

and tha tna t i ona lo r r cg iona lpo l i c i esa rc imp l i cc l . i . c ' soc ia l cap i t a l i s somc th tng tc l
be managecl. Relying on l ipil loucl.. from rnclrviclually dircctccl acttvit ics rs clcarly

not aclequatc. ln contrast. human capital theorists aclopt a morc "methoclologically

indiv ic lual is t ic ' 'approach.andprcsunrcthcrvor ldworksbct tcrwhcntnvestments
a rcmac le inc l i v i dua | l y . i n ten t i ona l l yanc l ra t rona l l y .w i t hpc rsona lbcne f i t i nm ind '
Th r ' t shumancap i t a l t sanesscn t i a l l yp r i va t cgoo t l 'wh i l csoc ia l cap i t a l l smoreo f
a public goocl. Alternatively wc might "ay that htrman capital is what rnclividuals

bring to their l ivcs un,l -urk.t choiccs. whilc socral capital supports them rvhcn

nrarket failurcs occur.

Theor iz ing organizat ional  capi ta l

Whcn theo r i z i ngo rgan i za t i ona l cap i t a l l v cm igh tbcab le toc l ra ' ' vonbo ths idcso f
th is  c l iscussion.  Socia l  capi ta l  theory can bc appl icd by imagin ing thc orgrrnrz i r t ton

as a socicty writ small. r.vith mutLral irust antl intcrclepenclcncc bctwccn its membcrs'

Social capital thcory cloes not rcquirc thc capital in question to be wholly inter-

subjcct ivc l ikc language.  d is tancccl  or  hc ld in  somc placc othcr  than by thc

organiztrtron,. membcrsl whilc it clearly can bc hcld in clocumcnts. rules ancl sc'r

f b r t l r . andbcanaspec to f t hc rc la t i onsbc twecn thccc rn rn lun i t y ' smcmbcrs . i t can
also be hclcl as the common knowlcdge thcy sharc ((irant' 2003; Middlcton ancl

Ec lwa rc l s . l t ) 9 ( ) :Sundc r ' 2002 ) 'Thescc lemcn tso f theo rgan i za t i on ' sknow lcdgc
andsk r l l sa rcscmt -pub l i cgooc l sas fa ras tha tpa r t i c t r l a r commun i t y i sconccn l cc l .
l . c . t h c y o p c r a t c a s p u b l i c g o o c l s u , i t h r n t h c n l c s o . l c v e l c o n t c x t o f a p a r t i c u l a r
organizat ion (coleman.  197-4t .  whcn such col lcct ivc capr ta l  ex is ts '  much of  thc

or lanizat ion 's  knowledgc ancl  expcr icncc wi l l  bc avai lablc  to othcr  cmployces
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n i thout  thc i r  engaging in  any expl ic i t  or  impl ic i t  contractual  act iv i ty .  i .c .  mcmbers
ar t -  lb lc  to acccss cach othcr 's  knowledge u, i thout  incurr ins thc corresponding
l r l h i l i t i c :  t ha t  u ' ou ld  a r i sc  f i on r  n ra rkc t  r e - l a t i onsh ips  ( t l c chky ,  2003 ) .  Soc ia l
capr tu l  r rnpl ic \  \ ( ) l r ! '  su\pL-nsr( )n r r l 'n tarkct  lbrccs.  - just  as f r iendship is  del lnecl
i . r \  " r l ( r t  kc. 'p inu \cor ! " ' ( ) t  t l rc 'crchangcs.  In  contrast  wi th thosc who bcl ievc thc
nrarkct rs thc- kcr to ctl lcrcncr. nrany social capital writers assumc collaboration
prol ides fbr improvcd cconomic cfficiency as transactions costs arc lowcrcd undcr
circumstanccs of partial market failurc. Thus onc employee, facing a particular
problem, is able to appeal to expert others within the organization (community).
rr. custodians of thc firm's accumulated expertise (Cray and Meistcr,2(X)4). Wc
.ln also arguc that whcn social capital is present, newcomers havc to go through a
pcriod oftraining and socialization bcforc thcy can access it, so becoming educatecl
, . r  rnst i tu t ional izcd in to the organizat ion 's  socia l  capi ta l  asscts and proccsscs
i  Karseras.  2(X)6;  Wanous,  1992).

But social and human capitals becon.re increasingly entanglcd the morc closcly
rrc look at thcm. Instead of assuming, as much of thc l itcrature docs. they arc
,l iff 'crcnt mcrcly bccausc they are defined by different langua-qes and theorics.
uc might morc uscfully wonder holv they interact as thcy contribute to a micldle-
uround conccpt  l ikc "organizat ional  capi ta l . "  One of  the r isks wi th scc ing thc
, ) rganizat ion 's  capi ta l  through the pr ism of  d is t r ibuted socia l  capi ta l  not ions l ikc
' ' tnrst." "shared knowledgc" or "nctworks" or, contrasted with this view. thinking
, , f  i t  as the sum of  human capi ta l  components l ike the employees '  "sk i l ls . "  is
tlr i.rt organizations may il i ffer significantly from both societies and indivicluals.
I t  th is  is  the case.  then nrapping in tu i t ions f rom e i thcr  socia l  or  human capi ta l
t lrcrrrv into thc organizational realm might well prove problcmatic. Whilc thcsc
t l rconcs can obviously  furn ish some ins ights.  thei r rc levance is  cont ingent  on the
tlrcorist's assumptions about the nature of the firm or organization. What counts as
,)rganizational capital, whether distributecl and holistic or reductionist and atornic.
nrust scrmchow fit into or with an appropriate thcory of the organization.

\ \ 'c  knou organizat ions are of ten consic lerec l  min i -socic t ics and that  much
Lr\c can be nradc of sociologically based theorizing. But an organization may bc
nrrrch nrore than that (e.g. Morgan.1991). Inter alia it may bc a contrivcd quasi-
nrr'chanical device for achieving specific objectives, and this is not an entirely
r r r t is tactory metaphor for  a society whrch.  we presume, has organic qual i t ics.
\ltr 'rnatively an organization may be considered a special market for human capital
rLrch as manaser ia l  capabi l i t ies (Wi l l iamson,  1970).  Or i t  may be a pol i t ica l  system
r \ larc l r  and Olsen.  l9 f i9) .  Of  par t icu lar  rc levancc to theor iz ing organizat ional
..rprtal is thc view of the firm as a clevice for convcrting some kincls of capital
,\uch as the factors ofproduction. including human and social capital) into othcr
krnds of  capi ta l  ( f in ished goods,  scrv iccs,  reputat ion,  prof i t ,  e tc .1.  Both human
.rrrJ social capital theorists are sensitive to questions about the transformation of
,,rc kincl of capital into another: indeed their interplay was ccntral to Coleman's
.rnulvsis as hc probed how social capital contributcd to the emergence of hurnan
.itpital (Fielcl et a\..2000: Pcnnings et ul.,1998). Thus social capital theorists might
.rrguc that investing tax revenues in education raises eclucational attainment and thc
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Organizational capital I I

indiviclual's huntan capital - and that improves the culture and the economy and, in

turn. raises tax revenucs. Human capital theorists might argue that dccreasing taxes

gives inclividuals morc disposable income that thcy might choosc to invcst in thcir

orvn cducation and so increasc their l i fe chanccs. and as a spil lovcr. expand thc tax

basc. allowing governmcnt to crcate morc social capital and so it goes. But if thc

application of social capital results in htrman capital, and thc application of human

capital rcsults in social capital, thc distinction betwecn them bccomes less a matter

of definit ion and morc to do with thc analyst's points of vicw and departure.

Economists t rcat  ind iv iduals as thc pr inc ipal  objects of  thei r  analyt ic  at ten-

tion. ancl thcir intcraction is what cconomics theorizcs. By "black boxing" firms,

cconomists rcconccive them as individuals that can bc brought into the frame-

work of rational actors economists regard as their subject-matter (Khali l, 1997).

Sociologists prcsulxc society cxists and is thc object of their attention. Thcy then

cxplore, pcrhaps. how thc social structure constrains and shapes those hunlan

choiccs that arc not mcre self--maximization, which in turn leads to restructuratlon

and ncw forms of social capital (Gicldcns. l9tl4). In short. the distinction betwccn

the hunran and social kincls of intangiblc capital may be no morc than a methodo-

logical contrivancc that rcflects the thcorist's init ial assumptions. Social capital

is intcr-subjcctive, rclational, and clistributccl betwecn individuals, while human

capital is intra-subjcctive, a mcasurc of what indivicluals bring to thc world: but

as we considcrtheir intcractions within thc organization, things get cvcn fuzzier'

The basic distinction bctwecn tangible and intangiblc assets scems to stand up, but

that bctween the social ancl human types of organizational capital seems lncreas-

ingly  f ra i l .
But wherc might organization capital f it into this'/ If we take it that the organr-

zation's capital compriscs somc human capital - an aggrcgation of the knowledge

assets of the organization's individual membcrs and thcir participating af'f i l iatcs,

thosc working fbrthc finn's outsottrccrs. sub-contractors, etc. - plus some social

capital that of thc procluctivc rclationships within thc firm and thosc with the

inclustry's othcr participants - thc bounclaries bctwccn the interacting catcgorics

beconte b lurrec l .  as thc SECI model  suggests. . lust  as thc d i f fcrcnces betwecn

human capital theory and social capital thcory depcnd on assumptions about what

inclivicluals ancl socictics arc. and becomc increasingly problematic as the focus

movcs onto their intcraction, intcr-penctration and mutual constitution, so thc

sub-categorics oforganizational capital blur as we consider how thcy interact and

transform each other. When workers are traincd into thc firm's way of working are

thcy devcloping their individual capital, or taking on board thc firm's collectivc

(social) knowlcdge'? This fading of categorics gcts evcn morc serious when we

think of the firm's social capital as pafi ially t ied up in the network of its relations

with customers. suppliers and so forth. Docs the social capital of this network

belong to thc firm or to its rclatcd entit ies'l Along these lines we see that much

of thc organizational capital l i tcraturc's seeming clarity is actually depcndent on

uncrit ically adopted assumptions about the firm as an isolated system ofproduction,

an 4bstraction with clear boundaries and without theoretically significant stratcgic

ties to the aecnts of supply. dcmand, compctit ion and regulation among which it is
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crr lbcddcd.  This is  not  to  say thc analys is  oforsanizat ional  capi ta l  co l lapses,  rathcr
that it shifts its purpose. Instead of be ing an acadorrc stcp towards a tenablc thcory
'rf thc organization as a distinct entity. it bccon.rcs. instcacl. ntorc about managcrs'
crcryday practrce and drawing thcrr  at tcntron to rhc f i rm's in tangib le capi ta l .  par- t
of - the hcur is t rcs thev might  usc to gui t ic  the.r r  a l locat ion choiccs.

Thc root  c} rcst ion.  us c\cr .  rs  about  thc under ly ing conccpt  of  organizatron rnto
rvhich thesc not tons ot 'capr ta l  arc supposed to f i t .  Thc organizat ion capi ta l  theor is t
is  obl i -cecl  to  c lar i l - r '  uhar  s  hc nrcans by " the organizat ion."  grvcn the numbcr of
rulternativc vicu's. in the samc way human and social capital thcorists put forwarcl
not ions of  ind iv iduals and societ ics.  whi lc  thc i r  choices are of lcn impl icr t .  they
rcflect the grcater coherencc of thc economic and sociological disciplincs within
w hich they work. In contrast, as the popularity of Morgan 's lntuges of organuaru;n
shows us.  organizat ional  sc icnce lacks th is  coherence.  ancl  wc t raf f ic  rn many
inrages. Some are contraclictoryi othcrs are mutuallv exclusivc. ln gcneral. wc
or-sanization theonsts are rcluctant to aclmit that thcre is no really satisfactori ly
coherent theory oforganizations. (ionscquently. the organizational capital theorist
nrust stake out the ground quite carefully. The rcsulting concept oforganizational
capi ta l  rnay be more cont ingcnt  on thc par t icu lar  h is tor ica l  per iod,  inc lust ry .
rcuulatory regimc and so forth. and so lcss universal and uscful to the clisciplinc
lur a whole. But perhaps wc cannot havc a sencral concept. as incleed we may not
bc ablc to find a gencral concept of thc organization eithcr. There is an implicit
cr i t ic ism of  organizat ional  theor iz ing hcre.  espccia l ly  of  i ts  mul t ip le terms and
scncral  conccptual  instabl l i ty .  a long thc l ines o1 'Pf 'c f fer 's  ca l l  to  establ ish sonre
e rnpirically rcliablc theory rathcr than continuing to prolif 'eratc unestablishccl ancl
!()ntradictory alternativc theorics (Pf-ctfer. 1993). E,conomists. on the other hand.
\L'cn to bc morc honest about therr fail ings, morc or lcss agrceing thcre is. as yct"
rro satisfactory thcory of thc firm (Dcmsctz. 199 l). But we should bear in nrincl
( trie-nran's pro.jcct to employ human ancl social capital concepts to unite economrcs
rrnr l  organizat ion thcory (F ic ld.  2(X)3) .

Capi ta l  i tse l f?

' \n  a l ternat ive to dcf in ing what  we nrcan by the organizat ion,  and usine that
. ic t rnr t ion to then def ine what  wc mean by i ts  capi ta l .  is  to  turn the analys is
.rr(rttn(l and consider how thc notron of organizational capital might be usefirl to
nf t rc t rcrng managers.  why are we chasing th is  conccpt  anyway'? I f  the meanrnu
' ' l  organizat ional  capi ta l  and i ts  uscfu lness to pract ic ing managcrs is  bc ing
rranrrnccl. then it may bc cnlightening to switch the focus fionr "the organization."
.r\ rn thc prcceding paragraphs, and onto "capital" itsclf-. one of nrana-qenrcnt's
rrrlc's rl i iy be to make rcsource allocation decisions. such as choices about how to
rrl ltrcatc the firm's capital to different activit ics. in thc rnanner suggestccl by March's
, l r : t inct ion betwccn explo i tat ion versus explorat ion (March,  199 l ) .  Capi ta l .  as thc
,,rgilnrzation's nrost fundanrental resourcc. may be what is being allocated in thc
.trategic dccrsion process ancl that may be why it sccms so important to rdentify
. r r r l  thcor izc i t .  A s l ight ly  odd dcf in i t ion of  managemcnt .  pcrhaps,  espccia l ly  to
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those who think it is about organizational design and "command and control."

But this definit ion has thc mcrit of being consistcnt with an cconomic approach.

Indeed we can arguc that when managcrs nrakc decisions about whcrc to locate

ruct iv i t ics -  in  t ransact ions costs tcr rns.  rns idc or  outstdc thc organiz l t ton.  or  tn

dccicling to consume onc kincl of capital rather than another in the production of

a third typc - it is really the capital rcsources that facil i tate activity that arc bcing

rc-allocatecl. so rephrasing Fisher's dcfinit ion ofcapital as thc durable rcsult ofpast

activity capable o1'translbrming futurc protluction.

lf wc look at capital itsclf. rather than thc organization in which it is locatcd.

theorizing organizational capital seems to hinge on the distinction betwcen thc

organizat ion 's  tangib lc  and intangib le rcsourccs.  Civcn the d i f f icu l ty  of  deal ing

with intangiblc resources. this l i tcraturc gains nrost of its traction from thc seetning

sol rd i ty  of  the not ion of  tangib lc  resourccs;  land.  bui ld ings.  equipment .  inventor ies

of raw materials and finished goods, and so forth. Intangible capital is what they

are not. yct what sti l l  sccnrs of valuc. Tangiblc resources arc what we might f ind

both in thc factory ancl valued on thc finl 's balance shcct, although thesc valucs

arc t-ar frorn being thc samc thing as thc ob.iccts and rcsources thcmsclves, as

the long history of accounting renrinds us. Thc accounts are simply a rnodel of

things that exist, contingent on somc agrceci mcthod of valuation. and this value is

detcrmincd beforc thc capital is applied and revcnues gencrated. A firm"s accounts

only makc sensc because thcy includc tcmrs l ikc "capital" and "revenucs," yct thcy

arc so firmil iar we scarcely stop to think how they camc into use or why thcy arc

uscful. and this is whcrc Dcan and Krctschmcr off-er us a finc revicw (Dcan and

Kretschmcr. 2007 ). As they show. the tcrm capital has several important f unctions.

Onc is to <listinguish betwecn thc valuc of thc firnr's assets and thc cash flow that

is gencrated fiom the prcvious application of capital. Capital and rcvenuc clif-fer

and it is important to rcalize that money in the ti l l  may not mean thc assets shown

on the firm's balance sheet arc uscful fbr eaming futurc revcnue. Likewise, evcn

when the firm's intangiblc assets - such as goodwill or employec skil ls - can be

idcntif icd, thcy necd not bc of value. The rclationship between thc finn's asscts

ancl thcir revcnue potential is bccoming rncrcasingly problcmatic, and it is widcly

appreciated that standard accounting practicc is less and lcss ablc to idcntify the

firm's real econolnic value (Brainard and Tobin' lc)6lJ).

This is not thc place to rchearse thc entirc history of the concept of capital

(Harcourt, l()12\. Dean and Kretschmcr's review helps us sce the term has servcd

many different purposes as. over thc millennia. the notion of economic activity

itself has changcd. Two things sccrn cvident. First. following Fisher, thc conccpt of

capital points to those durable assets. eithcr acquircd directly or accumulated from

past activit ies. that are applicable in futurc periods. Capital is that which is sti l l

held separate fronr thc on-going processcs ofrcsource transformation. in this sense

un-applied anil available for application in the futurc. It can therefore carry across

time pcriods into thc futurc. to bc applied by melding it with labor. equipment, and

lald to gcneratc revcnue. In its standing aparl fronr labor it is distinguishable from

thc othe r factors clf prodtrction. for thcy embody labor and are prisoners of t inre'

both through depreciation and erclsir.rn. Caprtal sccms frce of t ime's constraints.
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Etluipntcnt ancl tcchnology may bc purchased out of capital. but arc thcmsclvcs

products of a rnelding of capital ancl laborclsewhcrc or in a clifferent t inlc pcriod.

\\ 'c also need to remember thc way thc tcrm is usecl may rcveal its true mcaning. As

thc history of the thcorizing rcveals, capital rcmains a puzzle that may clo no morc

than rcf-erto a sociocconomic system. as a rcligious symbol rcfcrs to a systenr ol '

bclicf and practice. Or it may cxist as a thing in itself that sceks its own accretion.
ptuch as we might argue indivicluals ancl socicty are thc apparatus our gcncs havc

chosen to move towards a higher evolutionary possibil i ty. Or should we trclt it as

a model ofsonrething clsc. such as thc tangiblc and intangible resources ncccssary

to move the organization along tlrc non-zcro cost evolutionary path implicit in.

say,  Nelson and winter 's  model ' l  (Nclson and wintcr .  1982.)  Is  the usc of  thc

tcrm lcss scientif ic and theorctical rn thc sensc ofits being a fundamcntal category

of resource. l ikc human intell igcnce, or is spcaking of capital mcrcly rhctorical,

something to do with thc rhetoric of thc nranagcrial process that actualizes their

powcr? (McCloskey. I c)c)fl.)

Measur ing organizat ional  capi ta l

Even assuming we are looking at  capi ta l  as an indcpcndent  var iablc  in  an

organizational model, the notion is rneaningless if i t cannot bc valucd. Even whcn

the term is used metaphorically, it is assumed that it is at lcast potcntially possible

to value the intangible resources bcing refencd to. Thus a next step might bc to

explorc measuring an organization's capital directly - or at least its changc from

one time to another. Thcre is alrcady a substantial l i teraturc on this (Bontis. 2(X)l:

Dzinkowski. 2000: Kannan ancl Aulbur. 2(X)4) and thcre are three bascs on which to

construct such measurcs. Two correspond to ordinary accounting nleasurcs. inputs

and outputs. resourcg costs vcrsus anticipatcd rcvenues. Thus skil ls training can

bc measured in tcrms of inputs, ycars schooling and so forth, or in tcnns of futurc

rcvenues. wagc increascs perhaps. Market valuations are more l ikcly to bc bascd

in future eamings, whilc nrany book valucs reflect cost and allowablc dcpreciatiort.

Thus Tobin's q and the iclca of "intellectual capital" itself grcw out of the incrcusing

divcrgencc between markct and book valuations. Thc third mcthod of valuation is

based more on comparison. Rcve nue per employee, for instancc. can be comparcd

for two firms, ancl the difference - assuming thc firms arc in the same business and

the results are corrccted fbr any diffcrence in tangible capital allocation - can be

considcred a surrogatc measurc of each firm's intellectual capital as it is applied

in their respective business moilcls.
As interest in intangible asscts grew at Skandia and other firrns. many capital

meaSurement schemcs were constructcd, oftcn mixing all three modes of valuation

in spite oftheir hcterogcneous thcoretical bases. Thus the Balanced Scorecard offers

four ciimensionally or theorctically distinct metrics: f inancial, customcr. internal.

and innovation (Cooperand Kaplan. lc)8fl; Kaplan and Norton. lc)96). These might

be seen as four clistinct views of thc organization: f inancial as the sharcholdcrs'

v iew,  then the customcrs 'v iew.  the cmployccs 'v iew,  ant l  an ovcra l l  v icw of  thc

organization's future . The point bcing that by melding four clif ' ferent theories of
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the organization. this multi-climcnsionality capturcs more of thc organization. and

the i lynamics of its strategic situation ancl potential. than any single-dimcnsioned

view can. Thc Skanclia and IC-lndex approaches offer many sub-mcasures. raising

scr ious quest ions about  the schemc's implcmentabi l i ty  (Bont is ,  200 l ) .  on the onc

hand thcrc is thc mcthodological temptation to search for a single underpinning

rat ional i ty ;  on the other .  the chal lcnge ofhelp ing pract ic ing managcrs gct  a sensc

of . for instancc, how to bring the Balanccd Scorecarcl's different dimcnsions into a

cohercnt basis for resource allocation dccisions. This is thc same kind of challenge

that is prescntcd by trying to take both human and social capital considerations

into account in any particular strategic situation. The issue, as noted earlier' is thc

inrplrcit thcory of thc organization that is thc basis for mecting thcse theorctical

.hul lengc. .  Mapping human and socia l  capi ta l  not ions in to the organizat ion 's

capital l.ugg.r,ing this can ultimatcly bc defined as thc sttm total of both kinds

is all vcry wcll on paper. but of no great consequence to managers who neccl

to know how to traclc off, say. scven units of human capital against f ive units of

social capital. Thc challenge is no more easily met if thc catcgories are changcd

to those of  the Balanced Scorecarc l .  One might  observe,  char i tably ,  that  thc

literaturc is rcrnarkably silent on these questions. Thus whilc wc secm on soun(l

grouncl suggcsting that the organization's capital is some sum of subsidiary typcs

lf .upltot. t1,. f law in the proposal is that we do not know how this sum can bc

calculated givcn that wc have no cohercnt theory ofsocioeconomic capital that can

include. say, the cliff-erent human. social and organizational types (Bamey' l99l)'

In the background hcrc is Barnard's notion of thc organization's "system" as an

cxecutivc-gencratecl synthcsis of its three subsidiary types of system: physical,

socia l ,  and psychological  (Barnard '  l96u) .

Befbre we rcconsidcr Barnard's approach towards a notion of organizational

capi ta l ,  wc might  cxaminc thc c loubts that  Dean and Kretschmer ra isc about

thc wisclom of using the tcnn capital for intangibles. in particular to probe the

managerial neccl to describc and maybc measurc those aspects of the organization's

rcsources that can be carriecl f iom one time or place to another. The scparation of

capital from thc firm's othcr resources. such as land and labor, creates an epistemic

space for managerial or entreprencurial dccisions about bringing them together

again, Humpty Dumpty stylc. Without this scparation we havc no description of

managcment's decisions and thus no clear notion of what it is that managers are

contributing to the organization. The scparation implies a theory of managemcnt

ancl. as a corollary, a thcory of the organization to be managed' Thus behind the

economic notion of capital stands a Snlithian notion of the firm that it is not too

far f iom what wc might call the cMU (Carncgie Mellon) view of the firm as a

mechanical apparatus within which management is thc cognizing and decision-

making.onlp*.nt and thercforc a spccific typc of rcsource in and of itself (March

ancl Siinon. 1958). Thc Smithian. or rathcr Marshall ian, entrepreneur compounds

land, labor, and capital so as to maximizc profit, just as the CMU dccision-makcr is

allocating the finr's tangible ancl intangiblc resources to bcst cffect. The underlying

insight is that lancl. labor, capital, and entreprcneurship are economlc rcsources

with diff 'ercnt din.rcnsions; land's esscntial nature is that it is f ixed and cannot be
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moved elsewherc. while labor is only valuable whcn applied, and that must be tn a
particular t ime" Capital, on the other hand, is both durable and movable. across both

spacc and time. and in thcsc rcspects a morc pcrf"ect resource. thc nrost fungible and

risk-free. It is an econonrist's dream. as Fisher's definit ion suggcsts. Paracloxically.

it rs only in rts application and exposure to risk through managerial dccision that

capital has the possibil i ty to increasc itsell. lcading. pcrhaps. to Marx's analysis

of thc money-commodity capital cyclc. Dean and Krctschmcr note that applying
thc tcrm capital to intangrbles generally, and idcas ancl knowledgc in particular.

is highly problematic givcn that only rn the most anecdotal way can one arguc
rntangiblcs are the durable rcsult of past activit ies. The analysis seems to strcss

causality and deny invention, rnsight and the very flexibil i ty of the creative mtncl.

In thc same way that value can spring fiom next to nothing. cscaping a causal

analysis. so ideas and knowlcdgc can bccome obsolete in the way that vacuum

tubcs. l ike the dinosaurs. were quickly extinguishcd by serniconcluctors. Nor can

idcas and knowledge ever be rcally comprchcniled as separable from the particular

rndividuals who know how they can be applied.
On the other hand, Dean and Krctschmcr miss thc way the tcnn "capital" is

now being used to hclp managers discuss allocating thc variety ofrcsource types

that they see comprising the organrzation. Morc and more thcsc include ideas.

lcarning - as in the SECI moclel and specific items of knowledge like patents

ancl  in tc l lectual  property  ( lPRs).  That  these are in tangib lc  and thus unl ikc the

organizat ion 's  othcr  resources land.  equipmcnt .  f inancia l  capi ta l ,  and labor

docs not  renrovc thc manager 's  nced to ta lk  about  thei r  appl icat ion (Teecc.

2(XX)a). Dean and Kretschmer probably makc a categorical error in assumlng
that managcrs should talk and think l ike acaclcmrcs, respecting thc purity of thcir

concepts. rathcr than as practit ioners with approximatc mcasures and tangible
problems to solve. Perhaps thcir objectivc shotrlcl have bccn to research how the

tcrm capital is being uscd strategically. cspccially in thc context of Tobin's q ancl

the rising attention to intangibles, which as wc have seen already - triggered an

intercst in human and social capital as well as the dcvclopment of thc prescntly

hugcly popular Balanced Scorecarcl. Given that intangible organizational capital
rrow figures largely in most managcrs' resourcc allocation discoursc and process.

thc abscnce of ideas or theorics of how the various typcs of capital are rcconciled

in their decisions becomes ever morc presslng. This process of combination or

coordination is the real problematic for a theory of organizational capital, not thc

tangibil i ty or otherwise of thc rcsources bcing considered.
Thc posi t iv is t  rcsearcher is  l ikc ly  to bc scarching for  a univcrsal  theory of

rntangible capital valuation and mcasuremcnt. along tlre l ines, pcrhaps. of rational

choicc theory. Or cvcn an empincally embcdcled one like transactions cost thcory:

cmpirical rn the sensc that the relativc costs withrn and without the firm arc l ikely to

be contingent on its particular circumstances and these need to bc discovered bcforc

t l rc  a l local ion t lccts ions can bc mat lc .  Thcse thcor tcs presupposc a coniunct ion

of  rat ional  dcc is ion-making ancl  thc determin ing facts of  a par t icu lar  context .

Organizat ional  capi ta l  is ,  then.  thc knclwlcdgc the f i rm has avai lable about  i ts

context and the options opcn to it. Some of this wrll bc objcctrve knowlcdge of
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the situation, or scientif ically correct theorics of thc situation, while some may be

known tacitly as succcssful practicc in that situation. Steel-making, fbr example,

involves dealing with chernical proccsses, somc of which are scicntif ic" some

ernbedclccl in the work rrractices. somc articulated into rulcs, procedurcs and

routincs, some rcprcsenting the firm's knowledge of its customcrs. suppliers and

compctitors (Khanna et at.,20051. Hcre we are fbcusing on what is known about

the organization's situation and the action options available rathcr than on thc

form that knowledge might take. scientif ic data which can bc communicated with

precision. or tacit knowlctlge that can only be communicated with diff iculty in thc

rnanncr suggcsted by thc SECI moclcl. Many of the comprehensive definit ions of

organizational capital as including thc iclenti l iable tangible assgts. together with

thc employccs'skil ls and the nctwork of rclationships thcy have availablc. polnt

towards this imaginccl "total understanding of the situation." positivist in the sense

of bcing a complcte model of that situation's "reality." described in the languagc

of . perhaps, land. labor. equipmcnt. and so forth. A contemporary descriptron of the

business's environment might also bc fiamed in thc language of Porter's -5-forces

moclel (Portcr, l9u0). Here the cnvironmental description is actually of thosc witlt

the power to disturb the firm's quasi-monopolistic rent stream. The hope of many

r.vho use the Balanced Scorecard is of such a fbur-dimcnsional understanding of

the organization's external and internal situation and strategic possibil i t ies.

Along the se l ines. wc can definc the organization's "capital" in terms of its

managers '  secure grasp of  the busincss opportuni t ics avai lable through thc i r

clccision-making. a practicc-based complex of what thcy know about its situation,

ancl the re sourccs at their disposal to changc it. l t comprises the firm's past choiccs

ofland. labor. cquipnlent. customers. and so fbrth. and thc consequenccs ofthcse

choices, such as accrtted profit and organizational learning. togethcr with what thc

organization's ntanagers know ofthe situation and thc options available through

al l  possib lc  a l ternat ive a l locat ions of  those rcsourccs,  Along s i rn i lar  l ines.  we

might define social capital in terms of what a particular community knows of its

situation and its options to changc that. such knowlcdge bcing manifest as that

society's institutional arrangemcnts (North. 1990). A similarly framed definit ion

of human capital spins around each individual's knowledgc of hcr/his situation

and options to change or be accepting of that. The impulsc behind education.

say, is that it increascs one's l i fe chanccs by both informing indivrduals of thcir

options ancl by giving them some of thc re sources they need to change their reality.

We can likewise work up a definit ion of organizational capital. In practice, of

course, we know thc positivist dream of complete knowlcdge and power ovcr the

situation leacls to an impractically academic and unpragmatic notion of what an

organization's managers really do. While Simon's celebrated attack on Rational

Man and total understanding is widely appreciated (Simon. 1997). we have. as yet,

fcw well-articulated responses in terms of theories of managerial decision-making

under uncertainty together with a corresponding theory of the organization (e.g.

Mintzbcrg. 1973). The proposition" thereforc. is that a definit ion of organizational

capital must turn on the thcory of the organization that underpins it. just as theories

of human or social carrital turn on the models of the individual orthc socicty that
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t r r l \ lc r l l l l  thc-nr .  I  hc thcory of  the organizat ion a lso inc ludcs a statcment  or  thcory
of thc oruanization's environment - be that a system of perf'ect markets. polit ical
power, or whatever. Ultimatcly, to mcld human ancl social capital theorics into a
conrprehcnsive thcory of the sociocconomy rcquircs bringing thc unclerpinnine
dcfinit ions of the indiviclual and their social arrangcmcnts togcthcr, a search fbr
a socioeconomic "theory of cverything" that matchcs the physicists' search for a
natural sciencc "theory of everything." This thcory woulcl position oreanization
lui fv{an's primary instrument for creatin-e value, fbr achieving both individual and
..cial objectives, and so for shaping society: and its capital would be a mcasure
rrf its power to effect this.

organizat ion theor is ts  f 'acc a less ambi t ious task.  which takes us back to
l]arnard's model. That called on thc exccutivcs to synthesize what was known in
thc dimensions of threc subsystems into thc ,.organizational 

system." Thc outcome
fits u'ith the above dcfinit ion of organizational capital. suggestin-e it is what thc
rnanagcrs create through thcir cxplorations of the boundccl physical. social and
psychological aspccts of thc organization. ancl the process of inte-qratin-r what thcy
lincl into a coherent' actionable nroclel. It is also a statcmcnt of the orrranization,s
t rpt ions avai lablc  futures.  g iven both the exccut ivcs 'bouni led rat ional i ty  and thc
rr rganizat ion 's  f in i tc  resources.  A rathcr  s i r .n i lar  approach undcrpins pcnrose,s
thcory of thc growth of thc firm. cncapsulated in hcr oft-quorcti senrcnce that thc
flrnr's naturc and options arc less to clo with its resourccs than with the serviccs thcy
provide (Pcnrose.  1995).  In  her  analys is .  thc. .manascment  tcam" is  responsib lc
ftrr developing that body ofsituatccl knowledgc that separates thc serviccs garncd
lionl the rcsources providcd - this diffcrencc being a Penrosian clefinit ion ofthc
or ! :anizat ion 's  capi ta l .

Organizat ional  capi ta l  as a lvorkable heur is t ic

Frorn this vantagc point we can look back at thc Balanced Scorecard as an rnrcr_
nlccliary step in a mcthodological shift f iom the scarch for positivistic or scicntif ic
tlefinit ion of organizational capital towaruls one groundcd in thc subjectivity ancl
inragination of the cxecutivc team. The differencc bctwccn thesc approaches grows
out  of  Simon's cr i t ique and h is  suggest ion that  i f  thc organizat ion;s s i tuat ion and
options arc ult imatcly unknowable because of the managers' boundcd rationality,
thcn a morc uscfu l  def in i t ion of  thc organizat ion 's  capi ta l  can only ar ise f iom
rihat has been learned from an exploration ofits options. Sincc we know that thc
tcnr capital demands we focus on what can be transferred fiom one timc/snacc
contcxt to another, we end up with a notion that is contingent on what has becn
lcarned rcmain ing re levant  in  the ncxt  t ime-per ioc l  or  in  the ncxt  p lace.  Sincc.
tuncler circumstances of bounded rationality, the managers have no comprehcnsive
knowledge of thc world, they can never be ccrtain that the or-qanization's capital
*' i l l  rcmain valuable. The organizational capital is shaped by their expectations of
its f uture value, a matter that neo-classical economists ignore becausc they prcsume
total knowledge and, with this assumption, rcject thc contingencies of both tinre
ancl spacc. Thus the notion that the organization's capital is the surn of its assets.
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plus its ernployees' skil ls, and so forth, masks all doubt about its future value undcr
diffcrent circumstanccs anothcr way of saying that a post-Pcnrosian definit ion
must rccognizc the time/space-past rn which thc nranagement team's knowledge
has bccn acquircd, togethcr with thcir expectations of the time/space-future in
which r t  is  to  be appl ied.

As we adopt a theory of the organization as something unique and impossiblc
to know completely, thc cphcmcral and transient creation of a spccific group of
managers immersed in a specific situation, we move towards an inherently con-
structivist notion of organizational capital. This shifts our attention away from
looking for a positivist dellnit ion of the organization's resources. both tangible
and intangiblc, that can bc complctcly known and abstracted from the situation in
thc manncr considcred by Dcan and Krctschmer. Wc movc instead towards the
situatcd and ernbedded expression of Bowman and Swart (Bowman and Swart.
20t)7). While these authors of-fer no definit ivc thcory of either the organization or
its capital, thcy arguc the possibil i ty oforganizational capital dcpcnds instcad on
rcsolving thc issues of knowledge ownership - what wc might call "intellectual

propcrty rights" issues in the broadest sense. Ifthc employccs' skil ls arc available
only at thei rd iscret ion.  rather than being at  the bcck and cal l  o f thc organizat ion 's
managcmcnt, thcy cannot really be considered as part of thc organization's capital,
and must rcmain the employees' own human capital. Bowman and Swart show
that ,  cvcn i f  wc rcsolve the substant ivc issues of  d iscovcr ing and mcasur ing
the resources applicablc to a particular situation, we cannot properly speak of
organizational capital without also cstablishing the organization's ownership of
those resources, an issue that stands bchind Teece's analysis ofappropriating thcir
fu l l  va lue (Tccce.  2(XX)b) .

A Penrosc-style analysis suggests that if wc define capital - either "hard" or
"soft" - as somcthing built up in thc past, but now rnade available fbr application in
the future. we are in danger of missing its essentially subjcctive nature. To measure
it prcsumcs it can uscfully be considcrcd objectively, beyond the particular t ime
and spacc circumstances in which it is cither created or to be applicd. In fact this
point is applicablc to human and social capital as much as it is to organizational
capital. Two diffcrcnt pcoplc wil l clcarly cxtract different value from the same
cclucational inputs. Simrlarly, two different societies wil l make diffcrcnt usc of
the sarne tax revenues.  Organizat ional  capi ta l ,  however def incd,  must  s t i l l  bc
cornprehcndecl and integratecl into thc organization's proccsses if i t is to contributc
to value. and this process must be managed. Managcmcnt's knowlcdgc mcdiatcs
any measurable valuc but cscapcs the possibil i ty of bcing valued itself bccausc.
as Penrose's  analys is  shows.  i t  is  the point  at  which thc managcmcnt  tcam's
cntrepreneurial capabil ity enters the economic system (Romcr. 1994 ). Evcn at this
point  in  the analys is .  thc capi ta l 's  ownership remains problcmat ic .

In conclusion. we cannot make sufficicnt sense of organizational capital if wc
mcrcly map thc notions of human and social capital into the organizational context
as if thc organization was both an individual writ large and a socicty writ small. It
only rnakes sense if we see the organization as a mechanisrn that both separates the
organization's capital f iom what is present individually and socially, and establishes
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the organizat tot t 's  owncrship of  what  l ras bccn scparatcd.  Organizat ional  lcarn ing.

thut  bc ing ntantqct l  wi th in thc contcx l  o1 ' the organizat ion 's  powcr and pract icc.

rs sp ccrrtral hcrc bccausc lt scclls casicr fbr ntanagcrs to cstablish thc rcsults as

\ ) rgal l lzat ional  propcr ty :  an arsunlcnt  that  c l idcs t l rc  cornplcx i t ic-s  which Bou'man

rrntl Su'afi cxplorc But u,c cittt scc that rvhatcvcr "vc rnight mean by organizatlonal

cupr ta l  is  cont ingcnt  on scvcra l  support ing analyses:  (a)  a thcory of thc organrzat ion

i r t  r i ,h ich i t  is  crcatcd ancl  appl icd.  and (b)  a theory of  cntrcprcneurship as rncdt-

. r t rng thc currcnt  s tock o l 'capi ta l ,  n 'h ich thcreby shapcs thc n lanagemcnt  tca ln 's

c\pcclatiolts of thc tirttrrc valuc of what can be carricd fionr thc past. We havc

rntrch r.vork to do in thesc arcas.' l 'hc wiclcsprcacl usc of the tcrnls hurnan. social.

.srtl organizatronal capital is a strong inclication that wc tace an eagcr auclicncc of

pnrct i t ioncrs.  bc they indiv iduals.  mal lagcrs.  or  publ ic  pol icy-makers '
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