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Abstract

The dynamics of business environment signed by the volatility, uncertainty, complexity and
ambiguity (VUCA) is urging organizations to rethink and redefine their business strategies
and the source of their performance and competitive advantage. Human resources (human
capital) hold the most important role in achieving organizational goals through the
alignment of human capital investment and the organizational strategy. This article
investigates on how the organization manage and align the investment in human resources
(human capital) with the strategy of the organization and does investment in human capital
have impact to the organizational performance and contribute to the creating value and
competitive advantages of the organization. Based on the literature reviews and previous
researches, we found that the alignment of investment in human resource (human capital)
and organizational strategy is mediated by strategic performance management system
namely Balanced Scorecard. The investment in human resources (human capital) has
positive impact on organizational performance. Finally, The investment in human resources
(human capital) has positive contribution to value creation and competitive advantages of the
organizations.
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1. Introduction

The dynamics of business environment signed by the volatility, uncertainty, complexity and
ambiguity (VUCA) is urging organizations to rethink and redefine their business strategies
and the source of their competitive advantage. In today’s knowledge economy, understanding
the potential of organization’s resources and optimizing the output of such resources provide
an opportunity for the Human Resource Management (HRM) function to become a key
source for adding value and creating a competitive advantage to the organization (Afiouni,
2009). Many organizations nowadays derive their competitive advantage from their human
resources/human capital, and it becomes critical for organizations to select human capital that
matches their strategic goals. Human capital (HC) must be identified, and maintained, and it
should be treated as investments instead of expenses in accounting records and terms (Al-
Ghazawi, 2012).

2. Literature Review

The term of human capital was originated by Schultz (1961). Human capital, as a concept, is
thus anchored in economics rather than management theory. Currently, there are a variety of
definitions and ideas associated with the human capital concept in a variety of disciplines
including economics, accounting, human resource management (HRM), and intellectual
capital. However, despite the trendy use of the term human capital among business
practitioners and consultants, the human capital literature remains fragmented with studies
differing in the conceptualization of human capital (Unger et al., 2011) According to Bontis
and Fitz-enz, (2002), human capital is the sum of knowledge, skills, experience and other
relevant workforce attributes that reside in an organization’s workforce and drive
productivity, performance and the achievement of strategic goals. They added that human
capital is the combined knowledge, skill, innovativeness and ability of the company’s
individual employees to meet the task at hand.

Human capital management is an old discipline to the financial and investment analysts as
well as to the accountants and human resources professionals. As defined by Baron &
Armstrong (2007), human capital management is concerned with obtaining, analyzing and
reporting on data which informs the direction of value-adding people management strategic,

investment and operational decisions at corporate level and at the level of front-line
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management. It requires a new set of skills, which is not available in the market but has to be
created; hence it is a challenging discipline, demanded by most of the organizations to
increase the return on investment. HCM is a system approach to people management. HCM
is the discipline of acquiring, retaining, measuring, managing, and leveraging the workforce.
In short, it’s about treating employees as an asset rather than mere overhead - helping them
understand their own effectiveness on the job.

In human resources management research and practice, human capital management has
attracted an increasing interest over the last 15 years from the human resources profession,
media, and consultancy firms. The concept of investing in the human capital has been the
source of attention in the management society. Investing in the human capital is a process of
spending time, money and efforts on developing the skills and talents of the individual in a
way that encourages him to double their productivity. Investing in the human capital can be
considered as the information, skills, knowledge, talents, performance tools and attitudes that
an individual collects through organized learning which helps in improving the quality to the
performance outcomes which in its turn improves the quality of the work.

Human Capital is increasingly believed to play an important role in the growth process, so
the attention headed towards the investment in Human Capital. This concept is relatively
varying from one organization to another (Al-Adwani, 2014). The importance of human
capital as a source of progress and economic growth has long been recognized in the
literature of economics. In the economic perspective, the capital refers to factors of
production used to create goods or services. The human is the subject to take charge of all
economic activities such as production, consumption, and transaction. Thus, it can be
recognized that human capital means one of production’s factors, which can generate added
values of the organization. Human capital could be defined as the knowledge, skills, abilities
and capabilities possessed by people General human capital is defined as generic knowledge
and skill, not specific to a task or a company, usually accumulated through working
experience and education (Al-Ghazawi, 2012).

Mello (2015) in his book, heightened attention to be shown and greater appreciation paid
toward the value of strategic human resource management in organizations. Boards of
Directors, business owners, stockholders and senior executives are gaining a greater
understanding of the relationship between HR and organizational, market and financial
performance as cutting-edge research illustrates the connection between HR practices and

firm performance.
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Skills, experience and knowledge have economic value to organizations because they enable
it to be productive and adaptable; thus people constitute the organization’s human capital.
Like other assets, human capital has value in the market place, but unlike other assets, the
potential value of human capital can be fully realized only with the co-operation of the
person. Therefore, all costs related to eliciting productive behaviors from employees -
including those relating to motivating, monitoring and retaining them - constitute human
capital investments made in anticipation of future returns.

Performance of human capital is currently evaluated in terms of creativity, innovation,
quality and flexibility. Thus, the role of people (human resources) is being redefined when it
contributes to value creation. An increasing number of organizations are realizing that HR
managers have a strategic role in designing and implementing HR policies, systems and
practices that will develop the firm’s human capital and boost its performance. This article
investigates on how the organization manage and align the investment in human resources
(human capital) with the strategy of the organization and does investment in human capital
have impact to the organizational performance and contribute to the creating value and

competitive advantages of the organization.

3. Methodology

Investing in human assets leads to a dilemma for management and organization. An
organization that does not invest in its employees may be less attractive to prospective
employees and may have a more difficult time retaining current employees; this causes
inefficiency (downtime to recruit, hire, and train new employees) and a weakening of the
organization’s competitive position. However, an organization that does invest in its people
needs to ensure that these investments are not lost. In the other side, well-trained employees,
for example, become more attractive in the marketplace, particularly to competitors who may
be able to pay the employee more because they have not had to invest in the training that the
employee has already received.

Investment in human capital considered as a risky investment to take. Consequently,
organizations need to develop strategies to ensure that employees stay on long enough for the
organization to realize an acceptable return on its investment relative to the employees’
acquired skills and knowledge, particularly when the organization has subsidized the

acquisition. This requires the organization to determine the actual “value” of each employee.
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Valuation of human assets has implications for compensation, advancement opportunities,
and retention strategies as well as how much should be invested in each area for each
employee.
Moreover, the human capital management framework is well supported by the work of
Becker and Huselid (2006) which discuss the challenges facing Strategic Human Resources
Management (SHRM) and the new directions in SHRM research and practice. They argue
that strategy implementation is the mediating factor between human resource and firm
performance, and consider strategy to be a source of building sustainable competitive
advantage. According to them, it is the fit between the ‘human resources architecture’
(composed of the systems, practices, competencies, and employee performance) and the
firm’s strategy that is the foundation of human resource’s impact on the firm’s performance
and its contribution to the firm’s competitive advantage. This idea is well echoed in the
proposed human capital management framework.
In this article, the research problems are defined as follows:

1. How does the organization manage and align the investment in human capital with the

strategy of the organization?
2. Does investment in human capital have impact to the organizational performance?
3. Does investment in human capital contribute to the creating value and competitive
advantages of the organization?

To answer this research problem, the literature review is conducted by summarizing and
interpreting several articles or publication related to the topic. The qualitative research
analysis (interpretive) was conducted to interpret the phenomena or previous research
findings. The topics was focused on: 1). Managing and Aligning Human Capital Investment
into Organization’s Strategy; 2). Human Capital Investment: Its Impact on Organizational
Performance; and 3). Human Capital Investment: Its Contribution to Value Creation &

Competitive Advantage.

4. Result

Managing and Aligning Human Capital Investment in to Organization Strategy

Managing an organization’s employees as investments mandates the development of an
appropriate and integrated approach to managing human resources that is consistent with the
organization’s strategy. As an example, consider an organization whose primary strategic

objective involves innovation. An organization pursuing an innovation strategy cannot afford
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high levels of turnover within its ranks. It needs to retain employees and transfer among
employees the new knowledge being developed in-house. It cannot afford to have its
employees develop innovative products, services, and processes and then take this knowledge
to a competitor for implementation.

The ultimate purpose of the strategy is to drive enterprise performance. One strategy is
implementing BSC which draws a balance between financial, operational, and non-financial
aspects consisting of financial, customer, internal business process, and learning and growth
perspectives. The balanced scorecard (BSC) overcomes the limitations of the traditional
system measures by complementing financial measures of past performance with the
measures of future drivers performance (Al-Najjar and Kalaf, 2012). Balanced scorecard
(BSC), originally developed by Kaplan and Norton ( 1992), is known as a management tool
for strategic performance. It consists of financial, customers, internal business process, and
learning and growth perspectives. It is argued that the BSC approach is very much depends
on the organization’s or corporation’s needs. BSC forces managers to also focus on non-
financial perspectives which affect organization’s long-term profitability, rather than its
financial perspectives (Abofaied, 2017).

The interest in BSC has grown tremendously among academicians and practitioners since
1996. The most significant role of BSC is its ability to translate the corporate’s mission and
strategy into measurable and tangible objectives by focusing on the most meaningful and
important measures. BSC is one of the most popular management systems which clarify and
translate the organization’s vision and strategy into actions. Therefore, BSC enables
executives to accomplish the corporate’s vision and strategy effectively.

Doving & Nordhaugh (2010) study drivers of firms’ human resource planning practices. This
is done by analyzing two central parts of personnel planning, formal HRM strategies and
analyses of competence development needs. Results indicate that resources (size, having an
HRM department and corporate affiliation) and to some degree cost-benefit considerations
are the main determinants of these human resource planning arrangements. Moreover,

institutional factors have an impact on firms’ use of competence needs analyses.

Human Capital Investment: Its Impact on Organizational Performance
Hanson et al (2004) suggests that investments in training generate substantial gains for firms
even if employees can use this training in other firms. The evidence that employers profit

from training investments comes from different countries including Britain, France, Ireland,
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the Netherlands, Sweden, and the US. Most of these studies indicate that training affects
performance and not the other way around. The effects of education and skills/competence on
aspects such as productivity and innovations are generally found to be positive and
significant, though the connection with profitability might be less expected. Firms can also
extract profit from prior education as they do from general training investments. Supporting
employee development through training policies and methods for analyzing training needs is
important to explain the provision of training and training outcomes. Similarly, innovative
(and comprehensive) HRM practices tend to be associated with positive company
performance. Innovation and information technology (IT) both result in greater investment in
training and also depend on education and skills in generating profits. Other findings suggest
that training and comprehensive HRM.

Al-Adwani (2014) proved that investment in human capital through training the new
employees as well as training the trainers has positive significant effects on performance,
productivity and the overall success. The performance of human capital is being observed
using the Balanced Scorecard as a management system strategy. Finally the researcher
presented some recommendations as the following: while involving the employees in
decision making process the managers must be aware about the privacy of some decisions
regarding its importance and how much it is dangerous to be spread outside the organization.
In addition of that the researcher recommends to integrate the modern concepts of balanced
scorecard in order to achieve better measurements and estimation for human capital.

Bae & Patterson (2014) analyze the effect of Korean firms’ human capital investment on
their employees’ performance, and to seek ways to strategically utilize it. A major Korean
financial corporation was selected and its data related to personnel affairs and education was
analyzed to determine the effects of school education, job training, job experience, language
ability, and certification on employee's performance. According to the result, school
education generally has a positive effect. Job training has showed different effect on
employees’ performance and in particular it had little effect on employees’ performance in
job families requiring an advanced academic degree.

Huaming & Hang (2016) conclude that the performance of enterprises positively correlates to
the human capital investment. Meanwhile, the study shows that the increase of the human
capital investment is beneficial to increasing the level of human capital of the whole society.
The study shows practical significance of researching the human capital investment of

enterprises.
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Numerous studies linking the human capital and organizational performance abound. For the
long-term survival and sustainability of the organization, firm will need to invest resources to
ensure that employees have the knowledge, skills and competencies they need to work
effectively in a rapidly changing and complex environment (Marimuthu, Arokiasamy and
Ismail, 2009). Results from most studies showed positive relationship between human capital
investment on performance (Mabey and Ramirez, 2005); thus Katou (2009) reported that
there is a large and growing body of evidence that demonstrates a positive linkage between
the development of human capital and organizational performance. The results of this study
provide some useful insights and information on the effect of investment on human capital on
both the financial and non-financial performance. It has been found that the four popular
variables i.e., skills, education, knowledge and training determine the human capital
effectiveness and are also good predictors of human capital effectiveness. Training and skills
are found to be stronger predictors of human capital effectiveness, though there is high inter
correlation among the four variable measures. The study revealed a strong relationship
between human capital effectiveness and financial performance and a strong relationship
between human capital effectiveness and non-financial performance.

In successful companies, there are major investments on staff in order to increase and
improve insight, abilities and experiments to compete in today’s changeable environment
(Wang et al., 2011). Experiments have showed that increment of staff abilities and
capabilities directly affects financial outcome of a company (Doong et al., 2011). Boheme
(2011) studied effects of skills of human resources management on performance. One
thousand (1000) employees were used as simple sampling and the result indicated that there

IS a strong positive relation between employment, selection and performance.

Human Capital Investment: Its Contribution to Value Creation & Competitive Advantage
The Resource-based View (RBV) suggests that a firm can secure a sustained competitive
advantage through facilitating the development of competencies that are firm specific,
produce complex social relationships, are embedded in a firm’s history and culture, and
generate tacit organizational knowledge (Barney, 1991).

Economic value Added (EVA) is a financial performance method to calculate the true
economic profit of an organization. It shows how much true profit is left only after paying all
expenses, including taxes, but also after subtracting the cost of invested capital. It is defined

as net operating profit after tax minus the cost of capital. EVA can be given a human capital
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perspective by dividing it by the average headcount within the calculation period. So, the
formula can be re-stated as; HEVA= (net operating profit after tax-cost of capital)/Average
headcount. Another simple method described by PWC Saratoga Institute, naming HEVA as
wealth created per employee.
HEVA= (Net operating profit after tax - 10% shareholder's equity)/Average
Headcount.

Value added is the difference between the cost of materials and labor to produce a product
and the sale price of a product. HCVA generates an adjusted profitability figure by each
employee in the organization. PWC Saratoga Institute suggests calculating HCVA by
subtracting all corporate expenses except for pay and benefits from Revenue and dividing the

adjusted profit by the average headcount.
HCVA= Revenue- (Total Costs - Employment cost)/Average headcount.

As total cost item is not mentioned in none of the financial statements, it is defined as the
difference between the Revenue and Profit Before Taxes.

Another relationship of human capital investments to profitability can be made visible
through a ratio that follows from the formula for HCVA. HCROI looks at the ROI in terms of
profit for monies spent on human capital employment costs. It drives human capital
practitioners to the conclusion that they can have as direct an impact upon revenue and non-
people related costs as any other business partner. HCROI represents the leverage of human
capital employment cost within an organization.

HCROI= (Operating Cost + Employment Cost)/ Employment Cost

The human capital management framework provides practitioners with an action plan to link
their managerial actions with both employee and organizational outcomes. It proposes that
companies need the right managerial behaviors as well as the right organizational
infrastructure and vision in order to create a competitive advantage through people.
Moreover, in line with the work of Santos-Rodrigues et al. (2010), the human capital
management framework shows that competitive advantage can be created through people, if
managers link their action plans to their employees and organizational outcomes. In fact, a
group of highly motivated and capable employees represents a firm-specific, rare, and
inimitable resource and ingredient of competitive advantage. It is the managers’

responsibility to encourage their employees and motivate them to manage their knowledge
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and capacities in a way that is in line with the firm’s objectives to contribute to organizational
gains (Santos-Rodrigues et al., 2010). In term of sustainability, Kucharcikova et al (2018)
proposed example of HCM implementation in the part of evaluating the effectiveness of
investment in education and the article can serve as a theoretical and practical aid to human

resources managers in implementing the HCM concept.

Discussion

Giziene et al (2012) suggested that the investment in human capital is a complex problem
from both practical and scientific aspect, so the practice of such evaluation and applied
methods do not give an unambiguous answer. It is very important to evaluate the
effectiveness of this investment, to estimate the detention of the time, the money flows:
incomes (revenues) and outcomes (expenditures). Gumperz (2014) also suggest the
importance on financial analysis and investment return consideration in investing human
resources.

The relevance of the questions dealing with the human capital formation and functioning
peculiarities in the innovative development conditions is provided by the fact that highly
developed post-industrial economy, manufacturing and service sector cannot do without
highly educated and skilled workers, that makes dependable the efficiency and
competitiveness at the company level and the whole national economy Forrester et al (2016).
Garcia-Alcaraz et al (2018) presents a structural equations model to identify the relationships
between managerial commitment, Six Sigma implementation strategy, investments in human
resources and the economic benefits obtained. The results indicate that managerial
commitment is the basis for Six Sigma success, but requires an adequate implementation
strategy focused on customers and their needs, which must integrate an investment plan in
human resources that is focused on training and teamwork. In addition, managers must have a
reward program that encourages motivation and recognizes the achievements of the human

resources involved.

5. Conclusion and Recommendation

Based on the analysis and discussion from previous researches and literature reviews, the
conclusion can be summarized below:
1. Those executives that are taking up the challenge should be more involved in human

capital management to carve out a role in integration of HR policy and corporate strategy,
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and in the development of new metrics. The executives are grappling with the challenge
of measuring the return on investments on employees’ investments and understanding in
greater detail how the human capital generates value for the business.

2. For many companies, human capital represents a neglected area of opportunity. If it is
indeed an essential factor in an organization’s ability to innovate and grow profitably,
then human capital is something executives can no longer afford to take for granted.
Although it is not yet clear what approaches will yield the greatest return. At least, they
may discover how dependent their companies are on this intangible source of value for
success.

3. Human capital has a critical role in these turbulent times of global economy where
effective organization management, productivity, efficiency and performance have
critical role. So do talent. Showing the employee performance added value per employee
are important more than ever. Human capital manager should excel on measurement and
increase the ability of creating many other performance related metrics and should come
up with external benchmark data. That is how human capital will be treated as strategic
business partner and adds value to sustainable competitive advantage.

This article is based on literature review and previous researches focus on investment in
human resources (human capital) and its impact on organizational performance and its
contribution to value creation and competitive advantages of the organization. The future
researches have to measure the impact of investment in human capital towards organizational
performance and its contribution to value added and competitive advantage of organization
using the appropriate data.

In relation with the organizational performance, the future research suggested to explore as

to which indicator leads to higher performance and why? The future studies may validate the

relations for other industries both in public and social sectors. The future researcher may go
for an objective organizational performance measures.

In relation with the competitive advantages, the future research suggested to addresses some

important questions with regards to human resource training such as: Which training methods

and topics are most important for learning by doing? How the product of training is
transformed into tacit knowledge and how is it integrated into the broader problem-solving
activities in the firm? Future research seek to develop deeper insights into the workings of
social complexity and time compression diseconomies and the role they play in protecting

human capital from imitation.
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