THE ALLOCATION OF TALENT:
IMPLICATIONS FOR GROWTH*

KeviN M. MURPHY
ANDREI SHLEIFER
RoBERT W. VISHNY

A country’s most talented people typically organize production by others, so
they can spread their ability advantage over a larger scale. When they start firms,
they innovate and foster growth, but when they become rent seekers, they only
redistribute wealth and reduce growth. Occupational choice depends on returns to
ability and to scale in each sector, on market size, and on compensation contracts. In
most countries, rent seeking rewards talent more than entrepreneurship does,
leading to stagnation. Our evidence shows that countries with a higher proportion
of engineering college majors grow faster; whereas countries with a higher
proportion of law concentrators grow more slowly.

INTRODUCTION

When they are free to do so, people choose occupations that
offer them the highest returns on their abilities. The ablest people
then choose occupations that exhibit increasing returns to ability,
since increasing returns allow ‘“‘superstars’ to earn extraordinary
returns on their talent [Rosen, 1981]. In these occupations, being
slightly more talented enables a person to win a tournament, to
capture a prize, to be promoted, or otherwise to gain a lot by being
slightly better than the next person. For example, since everyone
wants to listen to the best singer, she can earn a lot more than a
marginally inferior singer, especially with records and tapes. In
occupations with increasing returns to ability, absolute advantage
is the critical determinant of pay.

Some people have strong comparative advantage from natural
talent for particular activities, such as singing, painting, or playing
basketball. These people can earn vastly more by practicing these
occupations than any others. But other people do not have such
great specialized abilities, but at the same time possess great
intelligence, energy, or other generally valuable traits. Such people
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can become one of the best in many occupations, unlike the best
singer or basketball player. They can become entrepreneurs,
government officials, lawyers, speculators, clerics, etc. All these
occupations exhibit increasing returns to ability, in that having
marginally greater talent leads to a significantly higher payoff. The
ablest people then choose occupations when returns to being a
superstar are the highest. In this paper we discuss what deter-
mines their choices, and then argue theoretically and empirically
that the allocation of talent has significant effects on the growth
rate of an economy.

What determines the attractiveness of an occupation to talent?
First, the size of the market is crucial: being a superstar in a large
market pays more than being a superstar in a small market and so
will draw general talent. A person of great general athletic ability,
for example, would rather be the tenth best tennis player than the
first best volleyball player, since far fewer people would pay to
watch him play volleyball. Second, attractive activities have weak
diminishing returns to scale. A superstar would want to spread her
ability advantage over as large a share of the market as possible,
but is limited by constraints on her time, physical ability, and more
generally the size of the firm she can run. A surgeon can operate, at
most, sixteen hours a day, unless of course she can teach others to
use the procedure and reap a return on their time. In contrast, an
inventor who can embody her idea in a product overcomes the
constraints on her physical time, but is still limited by the size of
the firm she can run. Because of stronger diminishing returns to
scale, even the most successful doctors do not make as much money
as successful entrepreneurs. The faster returns to scale in an
activity diminish, the less attractive it is to a person of high ability.

Finally, the compensation contract—how much of the rents on
their talent the superstars can capture—determines the sector’s
attractiveness to talent. For example, if returns to innovation are
not protected by patents and cannot be captured by an entrepre-
neur, entrepreneurship becomes less attractive. When individual
output is difficult to measure or is not sufficiently rewarded when
measured, talented people are underpaid. Teamwork without
attribution is unattractive to superstars, as is horizontal equity.
The more of the rents on her talent a superstar can keep, the more
likely she is to join a sector.

In different countries and time periods, talented people chose
occupations in which it was the most attractive to be a superstar.
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When markets in a country are large and when people can easily
organize firms and keep their profits, many talented people become
entrepreneurs. Examples of such countries might be Great Britain
during the Industrial Revolution, the United States in the late
nineteenth and early twentieth centuries, and some East Asian
countries today. In many other countries talented people do not
become entrepreneurs, but join the government bureaucracy,
army, organized religion, and other rent-seeking [Tullock, 1967;
Krueger, 1974] activities because these sectors offer the highest
prizes. In Mandarin China, Medieval Europe, and many African
countries in this century, government service, with the attendant
ability to solicit bribes and dispose of tax revenue for the benefit of
one’s family and friends, was the principal career for the ablest
people in the society [Baumol, 1990]. In Latin America and parts of
Africa today as well as in many other countries through history,
the most talented people often joined the army as a way to access
the resources from their own countries (as well as from foreign
conquests). In eighteenth century France, the best and the bright-
est also became rent seekers. The great chemist Lavoisier’s main
occupation was tax collecting, and Talleyrand was a bishop with a
large tax income despite his prodigious entrepreneurial skills
shown when he escaped to the United States after the French
revolution. These examples show that in fact talent is often general
rather than occupation-specific, and therefore its allocation is
governed not just by comparative advantage but also by returns to
absolute advantage in different sectors.

Which activities the most talented people choose can have
significant effects on the allocation of resources. When talented
people become entrepreneurs, they improve the technology in the
line of business they pursue, and as a result, productivity and
income grow. In contrast, when they become rent seekers, most of
their private returns come from redistribution of wealth from
others and not from wealth creation. As a result, talented people do
not improve technological opportunities, and the economy stag-
nates. Landes [1969] believes that the differential allocation of
talent is one of the reasons why England had the Industrial
Revolution in the eighteenth century but France did not. In more
recent times the allocation of talent to the rent-seeking sectors
might be the reason for stagnation in much of Africa and Latin
America, for slow growth in the United States, and for success of
newly industrializing countries where these sectors are smaller.

The allocation of talent to rent seeking is damaging for several
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reasons. First, as the rent-seeking sectors expand, they absorb
labor and other resources and so reduce income. The enormous size
of government bureaucracies in some LDCs illustrates this effect.
Second, the tax imposed by the rent-seeking sector on the produc-
tive sector reduces incentives to produce, and therefore also
reduces income. A striking example of this is the difficulty of
starting a firm in today’s Peru described in De Soto’s [1989] The
Other Path. Finally, if the most talented people become rent
seekers, the ability of entrepreneurs is lower, and therefore the
rate of technological progress and of growth is likely to be lower.
The flow of some of the most talented people in the United States
today into law and financial services might then be one of the
sources of our low productivity growth. When rent-seeking sectors
offer the ablest people higher returns than productive sectors offer,
income and growth can be much lower than possible.

The sharp distinction we draw between productive and rent-
seeking activities is exaggerated. Pure entrepreneurial activities
raise current income because resources are used more efficiently,
contribute to growth because technology is improved, and take
profits away from competitors. Or take the case of traders in
financial markets. Trading probably raises efficiency since it brings
security prices closer to their fundamental values. It might even
indirectly contribute to growth if more efficient financial markets
reduce the cost of capital. But the main gains from trading come
from the transfer of wealth to the smart traders from the less
astute who trade with them out of institutional needs or outright
stupidity. Even though efficiency improves, transfers are the main
source of returns in trading. The same is true for some kinds of law,
such as divorce and contract law, the army and the police in some
countries, and to some extent organized religion. Although few
activities are pure rent seeking or pure efficiency-improving, the
general point remains: talent goes into activities with the highest
private returns, which need not have the highest social returns.

Olson [1982] also addresses the relationship between rent
seeking and growth. His idea is that ‘‘cumulative distortions’ due
to rent seeking reduce growth. Olson does not deal with the
allocation of talent. Magee, Brock, and Young [1989] discuss rent
seeking in great detail and present a model of the allocation of labor
between rent seeking and production. Like us, they present some
evidence that lawyers have a detrimental effect on growth, using
different data. They do not focus on the allocation of talent.
Baumol [1990] makes the same basic point as we do that entrepre-
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neurship can be “productive” or ‘“‘unproductive,” and the alloca-
tion of people between the two activities depends on the relative
returns and provides many interesting historical examples. The
ideas in our paper were developed independently. In particular,
Baumol does not discuss the role of increasing returns to ability in
explaining why rent seeking and productive entrepreneurship are
in fact competing for the very same people, who are the ablest in
the society.

Section I of the paper presents a one-sector model of entrepre-
neurship and growth and discusses the increasing returns to ability
that draw the ablest people into entrepreneurship. We abstract
from alternative uses of high ability to stress the importance for
growth of allocating talent into the entrepreneurial activities.
Section II then considers the allocation of talent between two
sectors with increasing returns to ability. It also explains why
talented people may be drawn into sectors that experience an
improvement in technology or an increase in demand, making
growth in these sectors self-sustaining. Section III introduces pure
rent seeking as an alternative activity with increasing returns to
ability and shows when the ablest people switch to rent seeking. We
also discuss the implications of rent seeking for growth. Section IV
presents some evidence on the effect of lawyers and engineers on
growth. Section V concludes.

I. ENTREPRENEURSHIP AND GROWTH: A ONE-SECTOR MODEL

This section presents a model of entrepreneurship and growth.
The model is based on Lucas [1978] and has been previously used
by Kuhn [1988]. In the model high-ability people become entrepre-
neurs and hire low-ability people in their firms. When they do, they
improve the current productive techniques. As the improvement of
the technique is imitated, everyone’s productivity rises, and in-
come grows. In the model we set up, the rate of technological
progress and of income growth is determined by the ability of the
ablest person engaged in entrepreneurship. The model thus illus-
trates the importance for growth of allocating the ablest people to
the productive sector of the economy.

We assume that there is a distribution of abilities in the
population, with the support of [1,a] and the density function f(A).
We measure a person’s ability by how much he can improve the
technology he operates. Ability in our model is unidimensional: we
do not address the allocation of people to jobs because of particular



