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Does the presence of workers with higher human capital make other workers
more productive? If true, to what extent do the external benefits influence a macro economy? The
externalities associated with human capital investment have received remarkable attention as a key
element in explaining cross-country differences in economic development. In addition, since the
degree of the externalities is related to the efficiency of public investment in education, this
issue is crucial not only for academics but also for policy makers. In this study, we use Indonesian

plant-level data to estimate the external benefits of human capital investment. The external
benefits are identified from the relationship between plant-level total factor productivity and
geographical human capital agglomeration with controlling for workers® skill levels within a plant.
Our findings suggest that human capital agglomeration has a boosting effect on productivity,
implying the existence of human capital externalities.
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