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TRANSFORMATION OF SOCIAL CAPITAL INTO ECONOMIC CAPITAL
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Abstract: This paper is an analysis of different types of capital as well as of the opportunity for capital to be transformed into
various types. The basic sorts of capital and their theoretical conceptions are being viewed with an attempt to prove that
every resource should be considered as capital as long as they bring benefits which can be regarded as economic ones.
Education and knowledge are important factors for the process of observing and analyzing the transformation of human or
social capital into economic capital. On the basis of statistic data from Eurostat it is shown in this paper that there is a direct
dependency between education and the economic growth of a given country. The main objective of the paper is to present the
theoretical opportunities for capital transformation and to give examples for the latter through data from Eurostat. Moreover,
we accept the working hypothesis that capital should be related to the personality that it belongs; and that in its essence it is
uniform and it takes different forms through transformation. For the writing of the text we have used comparative and
theoretical methods, adaptive methodology, deductive and empirical method and the statistical analysis method. The main
outcomes of our research are as follows: capital exists in various forms; it can be transformed and it should be defined as a
resource that brings additional dividends; human capital, albeit personal. Through its social function it is transformed into
economic one and is useful not only for the individual but for society as a whole; education is one of the fundamental ways
for human and social capital accumulation. There is a direct correlation between education and economic growth. Moreover,
on the basis of the examples from the data from the European Union, it is clear that the more educated young people there are
in the real economy, the higher the economic development is.
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Introduction

Economic processes become more and more dynamic and comprehensive in contemporary society.
The boundaries are blending and every human activity leads to economic results and it can be regarded
as such. As Swedberg (2003) writes, this results in the fundamental scientific dispute on whether
economics is a separate science or whether is it a part of the comprehensive subject of sociology. Also,
whether a subject of sociology, under the name “economic”, is a part of economics or is it a science
which studies only a part of human relations. Zimel (1997) points out that in the end, a person is a
creature of society and every activity they do, including economic ones, is placed in a particular habit
and correspondingly in a particular discourse. According to Friedman (1953) a person is a rational
being in their economic actions. On the other hand, Hayek (1979) allows for the fact that human
emotion and awareness also have economic measurability and thus they should strictly follow certain
rules or in other words they should be institutionalized in order to be economically active and people
themselves must be free in their actions. The aim of the following paper is to show the opportunity for
capital to acquire different forms one of which is through education. It is expected the contribution of
the following research to show on the basis of theoretical analysis and statistical data the opportunities
for creation and transformation of social capital into economic. As an example we have given the
creation of social capital through education.

Literature review

One cannot exactly say which one of the statements on economic activity is accurate and we do not
believe that we should go to extremes. Thus, it should be presumed that a person is lead in their
economic activities by not only rational and sensible actions, but also by their emotions with the end
result of economic reality being determined by the aggregation of a given personality’s actions in the
environment that we live in. The main concepts on social capital and its transformation are presented
in Rakadhiyska’s article “Social capital as personal achievement in a network social structure” and
Stoilova’s article named “The person and their social capital”.

Here, we should also rest on the postulates of the Austrian School of Economic Thought and their

views presented by Vurbanov (2000) and Koeva (2003) being that economy is socially structured and
one does not live in order to accumulate material goods but to improve their social status with the
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material goods being subjected to this aim (and we would say vice versa as well). Consequently, the
relation between economy, law, politics, traditions and morals are considered as systematically
relevant, ensuring a person’s and society’s development. As Hayek (1996) writes, we live in a society
in which we successfully orient ourselves and in which our actions can achieve their goals not only
due to the fact that the ones similar to us are led by familiar goals or by known relations between goals
and resources but also because they follow rules whose aim and origin we are often unaware of and
the existence of which we often do not even assume of. Also as Blau (1998) concludes, the main
prerequisite for the theory on social exchange are that people enter new social alliances because they
hope to be rewarded or they do not break relations with their old associates and they expand their
cooperation with them because they actually realize that this brings them rewards. We can conclude
that, as Bourdieu (2005) comments, every action which leads to a person having power over another
person may be considered as an economic one.

Following these statements, it can be concluded that at the basis of an economic action are all human
actions; and whether they are economic ones or not depends on their intention. In the end, as Hayek
(1996) writes, goods are gained in accordance with the order in a society. Due to this reason we should
consider that the development of capital in it and the economic utility that it leads to should be
reviewed as a transformation process. We should accept that a given type of capital can easily be
transformed into another one as long as the person who possesses it has interest from this and has an
opportunity to realize it. At the basis of capital acquisition, as Koeva (2001) discusses Hayek’s views,
is knowledge which is subjective and evolutionary and it coordinates society and helps economic
processes.

Ricceur (2004) found that the system of acquirement of knowledge, skills and competencies and their
usage should be transferred not only on purely economic activities of a person but also on their every
activity which leads to economic results depending on the intention and that depending on its intention
the activity should be considered as economic one. Also, according to Bourdieu (1997) actions are
cognitive structures which drive cognitive forms of perception that are applicable in all social
structures.

This is the reason why the society creates an order which is projected through institutions and
guarantees consistency and growth of profits, no matter whether it is material or social. Bourdieu
(1997) indicates that the projection can inseparably ensure the reproduction of a structure in the
relations of domination and dependency. Also, as Sedlarski (2009) points out, the economic processes
are influenced by economic activity as well as morals, religion, education and culture.

The variety in research methods and approaches in economics leads to a diversity in the interpreting
and understanding of fundamental economic terms as well as in the opportunity for them to be
transformed. This is the reason why we accept the working hypothesis that capital should be related to
the personality that it belongs; and that in its essence it is uniform and it takes different forms through
transformation. The latter itself should be considered as a social process in which the individual
establishes themselves. The capital, irrespectively of its form, brings usefulness not only for the
individual himself/herself but also for the society which they belong to.

The expanded vision of capital leads to the differentiation between different types of capital in terms
of it being a resource that brings income, some of which are: economic capital which originates
directly from economic activity; social capital — as far as from economic activities a general good for
all beneficiaries concerned — networks, relations, etc. is being created; human capital which belongs to
the person but that is also infused into the social capital of the community, a part of which is the
person. In this sense the very individual is an owner of human, social, economic and other types of
capital.

One of the main researchers of social capital, Putnam (2013), claims that in analogy to the term
material capital and social capital — means and qualifications increasing individual productivity, the
term “social capital” characterizes those aspects of the social organization such as networks, norms
and social trust which facilitate coordination and mutually beneficial cooperation. Therefore, social
capital is defined as a public good — a good for everyone. It represents everything that is public.

Apart from Robert Putnam, other main researchers of social capital are: Pier Bourdieu, John Coleman
and Mark Granovetter (1999) with his view that economic behavior is a social structure based on
social relations.
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According to Bourdieu (1984) social capital is a combination of real or potential resources related to
the ownership of a long-lasting network of more or less institutionalized relations of mutual cognition
and acknowledgements. Also, as discussed in a work from Rakadzhiiska, Misheva and Hristova
(2015), the agents are united by particular relations but these relations cannot be related to the
objective relations of closeness in the physical area or even in the economic and social area as they are
built on exchanges that are inseparably material and symbolic and their establishment and existence
supposes a recognition of this closeness.

Coleman (1999) asserts that, first of all, social capital is every aspect of the informal social
organization which constitutes a productivity resource for one or more actors. He also states that it is
possible for people to invest in social capital rationally. Furthermore, the social organization usually
depends on informal relations which have been established for non-economic purposes, despite having
economic consequences. Lastly, according to him one of the activities having an economic aspect and
whose importance for the social capital has been already established is education.

It is clear that social capital is related to people and society. They are its subjects and its formation and
usage are interrelated processes. They happen at the same time. According to Pachev (2007) social
capital is every aspect of an informal social organization. This type of capital is inseparably connected
to its bearers who are the people and society as a whole. Consequently, social capital is unalterably
related to human capital with both types of capital mutually permeating each other and creating an
action of their own which can be measured with economic results. As Kazakov (2010) points out,
human capital is formed and is the result of the impact on original human material, through which new
quality of labor that can be applied as a factor service is achieved. He also adds that human capital
expresses the accumulated knowledge, experience, acquired skills and the resulting qualification,
combined with the health status of the bearer of these new properties, their motivation, talent and
ability to handle information.

As it has become clear, human capital is the combination of knowledge and skills of a person that they
develop throughout their life, irrespectively of the matter in which they acquire them — formally or
informally. We assume that primarily education, along with the other factors that form human capital
such as family environment, upbringing, etc., stands at the basis of human capital acquisition. Each
individual contributes to the formation of social capital through the implementation of their human
capital and this process consequently has economic consequences. Among the main theorists of the
Human capital theory, which in recent years is considered to be one of the main factors of economic
activity, are Jacob Mincer, Gary Becker, Theodore Schultz and Robert Gibbons.

According to Nedelchev (2004) the types of social, respectively human capital, are subdivided
according to its functions and depending on the context and the culture in which it is located. He found
that social capital is accumulated through social relations. It is the foundation of social structures.
Moreover, as Coleman (1999) states, social capital depends on the characteristics of the social
structure and in particular on the closeness of social networks, the continuity in social relations and
their complexity. He also says that one of the activities that have an economic aspect and for which the
importance of social capital is demonstrated is education — the opportunity of a person to acquire
knowledge, skills and competences that depends on the conditions created by the society and the skills
of the individual.

In this respect we must keep in mind the fact that the development of human capital is cumulative,
depending on the acquired throughout a person’s development personal qualities and on all that they
have gained (knowledge, skills and competences) over their personal and professional life which can
be considered as human capital. Human capital development also depends on the environment in
which one develops, since every individual is limited by their habit and their actions are realized in a
certain discourse in order for social capital to be generated. Factors that can be qualified as internal
and external have influence on the development discourse itself. The internal ones are the relations in
the very discourse and the external ones are the common rules that influence the relations within the
discourse. These factors are further subdivided into formal and informal which in the spirit of the
institutional economy must be seen as legal and moral norms of behavior. All these conditions allow
the person to develop or not their human capital and to transform it into social and correspondingly
into economic one. Kamenov (2011) mentions that this transformation may be positive or negative, as
well as complete or partial, with it depending on the skills and capabilities of the capital owner.
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Figure 1: Transformation of human capital into economic capital.
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Source: Personal collection (2019)

Data and methodology

Considering the assumption that education, together with other factors that shape human capital such
as family environment, upbringing, etc., are fundamental for the human capital acquisition and
development it is important to view the level of effectiveness of the education system as such. In our
opinion the most important indicator for the effectiveness of an educational system, regardless of the
level of education — secondary or higher — is the employment level of graduates from the
corresponding level of education. Reason being the fact that employment is inextricably linked with
the economic growth in a given country. Using the opportunities that the flexible fragmentation
adaptive method allows, we consider the graduates’ data are indicative enough in proving the
hypothesis laying in the basis of our research.

As we mentioned, the aim of the following paper is to show the opportunity for capital to acquire
different forms one of which is through education. Moreover, a substantial part of the acquisition of
human, respectively social capital is due to education. Thus, it is appropriate to see how, according to
statistical data, it influences the economic development of the countries of the European Union and in
particular the Republic of Bulgaria.

Figure 2: Employment rates of recent graduates (aged 20-34) not in education and training, by
educational attainment level, EU-28, 2007-17
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The graph above shows the change in the level of employment rates for secondary school graduates
aged 20-34 in the European Union for the period 2007-2017. The highest reported value for this period
is 77.1%, followed by a gradual drop in employment to 69.4% in 2013, mainly due to the global crisis
and its consequences, after which the indicator starts to rise.

The following graph shows in percentages the level of employment of graduates in EU secondary
education in 2017. The lowest rate of employment is in Greece — 35.9% and the highest one is in the
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Czech Republic — 88.6%. The average value for the European Union is 64.1%, with Bulgaria ranking
17" place with 62.5%.

Figure 3: Employment rates of recent graduates (aged 20-34) not in education and training, by
educational attainment level, 2017 ()
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Figure 4: Employment rates of recent graduates (aged 20-34) not in education and training, 2007
and 2017 (")
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Figure 3 shows a comparison of the employment rate of secondary school or tertiary education
graduates among all EU member states for the years 2007 and 2017. The benchmark for this indicator
in the EU is 82%. The highest numbers for both years are observed in Malta — 93.4% in 2007, and
respectively 94.5 % in 2017. The lowest rates recorded are again in Greece — 68% and 52% for 2017.
The employment rate of graduates for Bulgaria for 2007 is 72.3% and it is close to, yet lower than the
value of the EU benchmark of 82% - 77.7%.
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As additional prove for our hypothesis the data from the following research can also be presented:
“New doctorate graduates (ISCED 6) per 1000 population aged 25-34"%; “New graduates in science,
maths, computing, engineering, manufacturing, construction per 1000 population™, “Population age

993, <¢

25-34 having completed tertiary education™;
Research Results

We believe that the data provided by Eurostat are widespread and representative for the aim of our
research which we believe will set the beginning for future research that would prove the diverse
human activity based on capital and education as being only one part of it. We have used comparative
and theoretical methods, adaptive methodology, deductive and empirical method and the statistical
analysis method. The main outcomes of our research are as follows: capital exists in various forms; it
can be transformed and it should be defined as a resource that brings additional dividends; human
capital, albeit personal, through its social function is transformed into economic one and is useful not
only for the individual but for society in which it is realized as a whole; education is one of the
fundamental ways for human and social capital accumulation. There is a direct correlation between
education and economic growth. Moreover, on the basis of the examples from the data from the
European Union, it is clear that the more educated young people there are in the real economy, the
higher economic development i

An important factor for the successful professional establishment of the graduates not only in Bulgaria
but in the EU as a whole is the correspondence between the labor market needs and the area of
qualifications that young people acquire through their education. Parvanov, Krastev and Atanasova
(2018) found that the labor market is starting to experience increasing difficulties in finding highly
specialized workers due to the demographic crisis and the aging population. Moreover, steady
economic growth is accepted as a natural foundation for achieving social security and development
and for society’s social cohesion (Kicheva et al., 2018).

Discussion and Conclusion

On the basis of the information and data above the contribution of our research leads to the following
conclusions: the processes of capital transformation through education are as follows: capital exists in
various forms; it can be transformed and it should be defined as a resource that brings additional
dividends. Also, human capital, albeit personal, through its social function is transformed into
economic one and is useful not only for the individual but for society in which it is realized as a
whole. Furthermore, education is one of the fundamental ways for human and social capital
accumulation.

We believe that the research can be continued with the development of theoretical works on the
transformation of one type of capital into another having in mind the contemporary dynamic way of
life and the always transforming human activities, one part of which being education. The research can
be continued in other fields connected to social economy as well, such as healthcare, culture,
upbringing, etc. The difficulties we faced in the following research paper are related to the lack of
specific research about the forms and ways of capital transformation as there are many research related
to the different types of capital and not to its transformation.

All in all, there is a direct correlation between education and economic growth. Moreover, on the basis
of the examples from the data from the European Union, it is clear that the more educated young
people there are in the real economy, the higher economic development is.
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