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ABSTRACT

This research is a literature review of 10 articles that discuss the relationship between human capital and firm
performance in various industries. These articles come from various reputable international journals, namely
Emerald and ScienceDirect. This study aims to evaluate the impact of human capital management on firm
performance by analysing the objectives, methods, results, and research areas of these articles. The methods used
varied, including 8 quantitative methodologies, 1 qualitative methodology and 1 mixed methodology. The
overall study results show that effective human capital management practices, such as training, development,
employee commitment, and innovative leadership, have a significant positive impact on firm performance. The
measured performance indicators include employee retention, organisational growth, work efficiency,
innovation, and competitive advantage.
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INTRODUCTION

In a rapidly evolving business era, companies are increasingly realising that human
resources (HR) are the key to achieving competitive advantage. HR is now required to be
more productive, innovative and adaptive to dynamic market changes. This research will
thoroughly explore how the interaction between people and organisations can shape company
performance, based on evidence from various studies that have been conducted previously.

Various studies have shown that human behaviour, such as knowledge, skills and
motivation, has an important role in various organisational practices. Sandino et al. (2016) for
example, found that human behaviour can affect the efficiency of audit firms, especially in
terms of innovation and adaptability. AlQershi et al. (2021) also revealed that human labour
can increase productivity and innovation in Yemeni manufacturing SMEs. In addition, Hung
et al. (2010) emphasised the importance of innovative strategies in managing the relationship
between innovation and business operations in the UK.

Furthermore, other studies have shown that human capital is critical in driving
innovation and improving productivity. In China, Du et al. (2018) found a positive
relationship between human capital allocation and innovation in the high-tech manufacturing
sector. Zhang et al. (2023) also highlighted how human capital can increase investor
confidence in data processing. Crook et al. (2014) emphasised the importance of integrating
human labour with information technology and innovation to improve organisational
productivity.
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Other research also shows that innovation can improve the relationship between people
and work, and how human capital in one business unit can positively impact innovation in the
parent company. In fact, research has also linked corporate sustainability practices to the
efficiency of human capital investments. Vithana et al. (2019) added that the ethnicity of
employees can also affect the relationship between human capital and work across borders.

Overall, this study confirms that human capital plays an important role in improving
organisational performance in various sectors. By understanding more about human
behaviour, organisations can design better human capital management strategies to achieve
optimal performance. This understanding will also help organisations develop innovative and
effective strategies to overcome challenges and take advantage of opportunities in the ever-
changing global marketplace.

However, research on human capital and labour practices still has limitations. Most
studies only show correlation, not causation. In addition, many studies use data at a single
point in time, making it difficult to see how human capital and business productivity change
over time. Lastly, there are still few studies that combine different theories to understand the
complex relationship between human capital and corporate work practices.

METHOD

This study examines ten scholarly articles that discuss the close relationship between
human capital and firm performance. The articles come from leading international journals, such
as Emerald and ScienceDirect, which are known to have high-quality standards and are indexed
in Scopus and Web of Science. The atticles were searched using the keywords "human capital”
and "firm performance" on the ScienceDirect and Emerald Insight search engines. The articles
selected were those published between 2008-2024, focusing on the relationship between human
capital and firm performance.

These articles were analysed by extracting key information related to the research
objectives, methods used, results obtained, and research areas covered. The findings from each
article were then synthesised to identify common patterns, differences, and gaps in the existing
literature. The ultimate goal was to provide a comprehensive picture of how human capital
affects firm performance based on existing empirical evidence.

RESULTS AND DISCUSSION

Human capital refers to knowledge and skills that can be used to produce professional
goods and services (Khan & Quaddus, 2018). Thus, it is seen as an asset for companies to
achieve competitive advantage or superior organisational performance. Company performance is
a multidimensional measure that reflects the effectiveness and efficiency of a company in
achieving its strategic and operational objectives. This includes financial, operational, market
share, and customer satisfaction aspects (Richard et al., 2018). there have been many studies that
examine the relationship between human capital and organisational performance, including
Bendig et al. (2024), Foli and Caesar (2023), Githaiga (2021), and Ullah et al. (2022).

Ullah et al. (2022) surveyed 356 managers in small and medium-sized hotels in Saudi
Arabia. Using partial least squares structural equation modelling (PLS-SEM), they found that
human capital capacity, knowledge, and skills were positively and significantly correlated with
organisational performance. In addition, innovative leadership was found to moderate the
relationship between human capital knowledge and organisational performance, highlighting the
importance of leadership in leveraging human capital for better organisational outcomes.

Bendig et al. (2024) utilised a dataset of listed US firms with corporate venture capital
(CVC) units to investigate the impact of CVC unit heads' career experience on parent firms'
innovative performance. The study found that the experience of CVC unit heads significantly
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affects the innovative performance of parent firms, emphasising the importance of their
knowledge and expertise in driving innovation.

Foli and Caesar (2023) collected quantitative data from 210 health volunteers in Ghana
using a systematic random sampling technique. Their analysis revealed a direct relationship
between human capital management (HCM) and CHPS model performance. In addition,
institutional interventions and resource capability were found to partially mediate this
relationship, while community orientation fully mediated it. These findings suggest that HCM,
along with institutional and community factors, play an important role in the success of
community-based health programmes.

Githaiga (2021) examined the moderating role of income diversification on the
relationship between human capital and bank performance among 53 East African banks from
2010 to 2018. Using hierarchical multiple regression and Hausman test, the study found that
while human capital positively affects bank performance, income diversification has a negative
effect. The interaction of human capital and income diversification also negatively impacts bank
performance, suggesting that diversification into non-lending activities may not effectively utilise
human capital.

Overstreet et al. (2019) analysed data from two studies involving logistics readiness
officers and aircraft maintenance officers. The results supported their hypothesis, showing that
the level of labour moderates the relationship between learning culture and human capital. In
addition, human capital was found to partially mediate the relationship between learning culture
and operational performance. This study highlights the importance of considering labour levels
when examining the impact of learning culture on human capital and operational performance in
supply chain management.

Zhang et al. (2023) investigated the impact of lead investor trust on funding performance
in equity crowdfunding syndicates, using data from 179 lead investors on AngelList. They found
that integrity and ability are positively correlated with funding performance, while benevolence
has no significant effect. In addition, investment-specific human capital was found to moderate
the relationship between integrity and funding performance, suggesting that experience and
expertise in investment activities enhance the positive effect of integrity on funding outcomes.

Ardito et al. (2021) examined the role of ethnic minority owners in the foreign market
expansion performance of 10,326 US high-tech manufacturing SMEs. The study found a positive
relationship between the number of foreign markets in which SMEs operate and their financial
performance. This effect was amplified when the SMEs were owned by ethnic minorities,
suggesting that their unique cultural values and experiences contribute to the success of
internationalisation efforts.

AlQershi et al. (2021) investigated the relationship between strategic innovation (SI) and
the performance of manufacturing SMEs in Yemen, with human capital (HC) as a moderating
variable. The study found a significant positive relationship between SI and SME performance,
with HC playing an important moderating role. This suggests that higher levels of HC enhance
the positive impact of SI on SME performance.

Khan & Quaddus (2018) conducted a mixed methods (qualitative and quantitative) study
of 438 micro business owners in Bangladesh. Data analysis was conducted using partial least
squares structural equation modelling (PLS-SEM). The results showed that demographic factors
(education, experience, age) and psychographic factors (tacit knowledge, commitment, voluntary
work) have a significant positive influence on microenterprise performance. In addition,
demographic factors were also found to positively influence psychographic factors, and
psychographic factors mediated the relationship between demographic factors and micro
business performance.

Hsu (2008) conducted a survey of 256 companies in Taiwan. Using confirmatory factor
analysis (CFA) and structural equation modeling (SEM), the study found that organisational
knowledge sharing practices positively affect human capital (employee competencies), which in
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turn improves organisational performance. In addition, innovation strategy and top management
knowledge values were found to be antecedents that drive the implementation of organisational
knowledge sharing practices.

Several studies have shown the direct influence of human capital on firm performance.
Khan and Quaddus (2018) found that in the context of microenterprises, demographic (age,
experience, education) and psychographic (tacit knowledge, commitment, voluntary work) factors
positively affect firm performance. This suggests that effective human capital development and
management can improve firm performance, especially in small businesses. Ullah et al. (2022)
also found a significant positive relationship between human capital capacity, knowledge, and
skills with organisational performance in the hospitality industry. This suggests that investment in
human capital development can lead to superior organisational performance in the service sector.

Human capital also plays an important role in driving innovation and facilitating market
expansion. Bendig et al. (2024) found that the experience of the head of a corporate venture
capital (CVC) unit affects the innovative performance of the parent company, highlighting the
role of human capital in driving innovation. Ardito et al. (2021) found that ethnic minority
ownership, as a valuable source of human capital, strengthens the positive relationship between
SMEs' presence in foreign markets and their financial performance. This suggests that diversity in
human capital can provide a competitive advantage in foreign market expansion.

In addition to direct influence, human capital can also act as a mediator and moderator in
the relationship between other factors and firm performance. Overstreet et al. (2019) found that
human capital partially mediates the relationship between learning culture and operational
performance in supply chain management. Hsu (2008) found that organisational knowledge
sharing practices positively affect human capital, which in turn improves organisational
performance. In addition, Hsu (2008) also found that human capital moderates the relationship
between strategic innovation and performance of manufacturing SMEs in Yemen.

Githaiga (2021) found that income diversification can moderate the relationship between
human capital and bank performance. While human capital has a positive impact, income
diversification can have a negative effect. This suggests that ineffective income diversification
may hinder the optimal utilisation of human capital and lower bank performance.

Overall, these studies provide consistent evidence that human capital is an important
factor in firm performance. Investments in human capital development, whether through
education, training or effective management practices, can result in improved firm performance,
innovation and successful market expansion. In addition, these studies also highlight the
importance of considering other factors, such as revenue diversification and innovative
leadership, that may influence the relationship between human capital and firm performance.

CONCLUSION

Human capital is the key to success in today's business wotld. Companies are competing
to develop the best potential of their employees to get ahead of the competition. Based on an
analysis of ten studies, it is clear that human capital is highly influential on company performance
in various industries. These studies utilised a variety of methods, both quantitative and qualitative.
Quantitative methods, such as regression, are used to concretely measure the relationship
between human capital and firm financial performance. On the other hand, qualitative methods,
such as content analysis, delve deeper into how employees' perceptions and experiences relate to
human capital.

An interesting finding is that effective human capital management practices, such as
training and development that improve employee skills, employee commitment that increases
motivation and loyalty, and innovative leadership that encourages creativity and initiative, all have
a positive impact on company performance. This positive impact is reflected in indicators such as
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high employee retention rates, rapid organisational growth, improved work efficiency, sustained
innovation, and maintained competitive advantage.

Investing in human capital is clearly a sound strategy to improve overall company
performance. However, there is still much room for further research to better understand how
human capital works and find the best ways to manage it across different types of industries and
company cultures.
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