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ABSTRACT

The paper is devoted to the relationship between investment of human capital and financial performance of the
firm and to be more specific, to the strategic human resource (HR) practices. Firms in a more knowledge-based
environment have realised that human resource is an expensive resource and its skills, abilities and engagement
are a key factor in the performance of firms. The study will present a practical examination of how the investments
made in training and development, talent development and well-being of workers affect the financial
performance, including profitability, productivity and return on investment. Research design: A quantitative
research with primary and secondary data collected and analyzed in respect to firms in different industries. The
critical HR practices that are the independent variables are the quality of recruitment and selection, training and
development, performance appraisal and retention. Financial performance indicators (revenue, profit margins
and efficiency) are dependent variables. Correlation is a statistical method of measuring the strength and direction
of a relationship. Another statistical method to test the magnitude and the direction of relationships is regression.
The outcome of firms that are more strategic in their HR practices is that they will tend to have increased
productivity, employee dedication and performance inside the company. The implication of the more strategically
oriented HR practices in those companies is that they are more likely to be more productive, have a greater
commitment of employees and organisational efficiency. The training and development activities, in specific,
come out as valid predictors of long term financial returns. Also, the findings dwell on the requirement of having
the HR strategies aligned with the organizational strategies to maximise the value. The research contributes to the
existing literature on the returns to human capital investment that have been empirical. It also has a practical
implication to the managers and policy makers because it demonstrates the significance of long term investment
on the human capital. This study concludes that human capital is not an expense, but a strategic element of
competitive strengths and long-term financial results.

KEYWORDS: Human Capital Investment, Financial Performance, Strategic Human Resource Management,
HR Practices, Employee Training and Development, Talent Management, Organizational Performance,
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1. INTRODUCTION

In a world that is increasingly globalising and with
an ever-growing competitive knowledge based
economy, human capital in the corporate strategy
and performance is now the centre stage. The
material or financial resources are no longer the
important aspect of the business but the intangible
resources like the talent, skill, knowledge, creativity
and commitment of the employees are playing a key
role in achieving a long term competitive advantage.
Human capital investment; this is relating to staff
training, skills, leadership and management has
hence become an important issue to the current
organisations in the aim of boosting productivity and
ultimately the long term financial performance.

Human capital investment dates back to the
human capital theory, which argues that the human
capital investment in education and training would
improve productivity and hence, firm performance.
In the same way, the resource-based view of the firm
contends that competitive advantage based on the
human resources that are valuable, rare, inimitable
and non-substitutable may be viewed as the source of
sustainable competitive advantage. Strategic Human

Resource (HR) practices are significant in this aspect
because, they are employed in matching employee
skills to corporate goals. Employee performance
appraisal and incentive based pay, talent recruitment
and training and development programmes are not
only geared towards enhancing employee
effectiveness, but also the performance of the firm.

Although there has been increased appreciation of
the strategic importance of human capital, mixed
empirical evidence still exists on the direct and
indirect relationship between human capital and
financial performance of firms. Although there are
studies indicating that human capital investments
have a positive relationship to financial performance
(profitability) as well as the ratio of investment to
assets and market value, others propose the
challenges of measurement, time lags and differences
in industries and geographical locations. Moreover,
the rise in the complexity of the business
environment (that can be explained by the high rate
of technological progress, globalisation and changes
in demographics) necessitates a further consideration
of what role is played by particular strategic HR
practices in the financial performance.
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Figure 1: Source: https//www.wallstreetmojo.com/human-capital-management/

Human capital management is a critical factor in
the new and emerging economies where the firms are
usually limited in terms of resources, institutional
infrastructure and skills of its employees. The cost
aspect can be contrary to investing in employee
development when considering firms that work in
such conditions and thus it is necessary to know what

employee development is in terms of strategic view.
Furthermore, the digital technologies and analytics of
the HR practices sector has provided new
opportunities to increase the investment in human
capital and measure its efficiency regarding the
financial performance of companies.

In this respect, this study will focus on

SCIENTIFIC CULTURE, Vol. 12, No 5, (2026), pp. 397-406


https://www.wallstreetmojo.com/human-capital-management/

399 HUMAN CAPITAL INVESTMENT AND FIRM FINANCIAL PERFORMANCE

investigating the correlation between investments in
human capital and the financial performance of the
firm in specific terms of strategic HR practices. The
study being carried out will be in an empirical nature
to ascertain the degree to which human capital
investment yields financial performance as well as
the best HR practices that can be employed to
enhance performance in a firm. The research will also
endeavor to contribute to this literature by
contributing to the knowledge base of the influence
of human capital investment on financial
performance and hence present some information to
the managers, policy makers and academicians.

This paper demonstrates that human capital
cannot be a unit of cost but an investment that can
potentially be a highly profitable asset. The research
aims at presenting the overall picture of how
companies can capitalize on their human resources to
achieve the financial performance within the
dynamic business environment.

1.1. Background of the study

With the ever-growing knowledge based economy,
companies are beginning to realise that their
competitiveness would not be pegged on the
resources and finance that they possess alone but on
how they nurture the human resources that they
possess. Human capital refers to the aggregate skills,
knowledge, competencies and capabilities of the
employees which is translated to form productivity
and innovation in the firm. As the competitive and
dynamic markets continue to rise, organizations have
been forced to invest in strategic human capital
investment to ensure that they survive and to gain
competitive edge.

Having replaced the traditional approach to people
management with strategic approach to human
resource management (SHRM), the approach of the
organisations to people investments has changed.
Instead of viewing labour as a cost that the firms
should cut on, the firms have realised to view
investment in human capital as value creation. Such
investments will involve training and education,
employee involvement, performance appraisal
systems, leadership and compensation strategies that
will seek to make sure that employee productivity
and their loyalty to the organization increases. The
practices are believed to have benefits that not only
have the effect of promoting staff satisfaction and
retention, but also the performance of the firm in
general such as profitability, efficiency and market
capitalisation.

In the past 20 years, research has attempted to find
a correlation between human resource practices and
financial performance of an entity. However, the
results have been variable and contextual and more

apt to be industry specific, firm size and fit of strategic
HR practices with organizational objectives. Other
studies show an affirmative relationship between
strategic HR practices and financial performance but
some point to the challenge of putting a value on
intangible resources like human capital and
measuring their contribution towards financial
performance.

This is particularly true in the developing world
where industrialisation, change in technology and the
workforce is more rapid. The shortages of skills,
labour turnover and the necessity to constantly learn
are just some of the challenges that have been
experienced by organisations in such environments
and therefore, human capital investment has been a
priority. Despite its importance, empirical research
that can answer the role of certain Human Resource
(HR) practices in the financial performance that is
measurable in different firms is still lacking.

The main purpose of the research is thus grounded
on the necessity to explore and empirically validate
this pre-existing relationship between investment in
human capital and financial performance of
companies. The study should further enlighten on
what organizations can do to develop their human
capital better to improve their financial bottom line
by investing in strategic HR practices. The findings
will be applicable in both the school and real-life
contexts since they will offer evidence on a position
of human capital in organisational performance.

1.2. Justification

The modern knowledge economy is increasingly
finding it alluring to consider human capital as not
only an element of cost but also an asset that can be
exploited in order to attain sustainable competitive
advantage. The fast changing technology,
globalisation and the evolving business models have
experienced an increase in the need to have more
skilled, flexible and creative employees. This has seen
human capital investments such as training and
development, talent management, and employee
engagement to be given priority in the business
strategy. However, as the emphasis on human
resource investments is heightened, the question is
whether the investments are bearing financial
performance.

This study is necessitated by the discrepancy in
theory and practice in determining whether human
capital investments have any effect on the financial
performance of the firms at the firm level. Although
the Strategic Human Resource Management (SHRM)
literature has highlighted that the practices of the HR
can result to high productivity, efficiency and
innovation, most of the firm are not able to quantify
the Return on Investment (ROI) of the practices. This
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could lead to under-investing in human resource or
not aligning the human resource practices to the goals
of the firm. Thus, there exists the necessity of the
systematic empirical studies which might give a clear
evidence of the impact of strategic HR practices on
one hand and financial performance indicators like
profitability, growth and shareholder value on the
other hand.

Besides, the ever-growing complex business
landscape requires the companies to pursue merged
HR practices which would be aligned to the long term
strategy. It is believed that compensation, lifelong
learning, leadership development and well-being
programs not only impact the performance of
employees but also the firm performance. These
practices might have different degrees of
effectiveness depending on the industry, size of the
firm and the economic environment. This research
aims to avoid this variability by analyzing the
connection in the informative and systematic manner,
thus providing contextual and practical knowledge.

The other significant reason is that the research in
the emerging and developing economies is not
common. The empirical studies have concentrated
more on the developed markets and might not be
analogous to the institutional, cultural and economic
processes of the other markets. The work adds to the
literature by discussing a bigger or smaller (where
applicable) context and providing a region with a
specific evidence, contributing to the generalizability
and applicability of the study.

The research also has a policy implication to the
policy makers, managers and practitioners. It gives a
platform to managers to make a choice on the
resource allocation to HR programs. It provides an
idea to the policy makers of the significance of human
capital investment to the economic growth and
sustainability. It contributes to our knowledge of the
already existing research by integrating the two
lenses (financial and human resource) with empirical
evidence to the researchers.

The rationale behind this research is that there is a
need to fill the gap between theory and practice,
empirical evidence on the financial impact of human
capital investment is needed, situational limitations
of the current ones should be overcome, and
implications of the study should be illustrated in
practice in strategic decision making. Therefore, it
demonstrates the importance of strategic HR
programs in improving business performance in a
competing world.

1.3. Objectives of the Study

1. To study the concept and dimensions of human
capital investment.
2. Toidentify some of the key strategic HR practices

such as training and development, performance
appraisal, recruitment and retention.

3. To assess the link between investment in human
capital and financial performance measures of
the companies (e.g., profitability, return on
assets, sales growth).

4. To assess the impact of the training and
development initiatives on employee and firm
productivity and performance.

5. To determine the link between engagement and
retention practices of employees and financial
performance.

2. LITERATURE REVIEW

The relationship that exists between firm
performance and human capital investment has been
widely researched on the aspect of Strategic Human
Resource  Management (SHRM) and firm
performance. Human capital which is sometimes
referred to as knowledge, skills and experience of the
employees is proving to be a valuable intangible asset
and it is creating sustainable competitive advantage.

2.1. Theoretical Foundations of Human Capital
and Firm Performance

Human capital investment theory has a theoretical
basis, the Human Capital Theory and Resource-based
View (RBV) of the firm. The Human Capital Theory
assumes that the profitability and productivity are
increased due to investing in the education, training
and development of the employees (Becker, 1964). In
line with this, RBV proposes that when the human
resources are valuable, rare, imitable and non-
substitute, then the human resources can be a source
of sustainable competitive advantage (Barney, 1991).

Strategic human capital is an interdisciplinary
subject that incorporates rather the economic and
psychological lens and focuses on the reality that both
the skills of the workers and the HR systems may
influence a firm, together (Wright, Coff, and
Moliterno, 2014). Nevertheless, researchers prefer to
believe that the conventional economic model fails to
consider inherent human qualities like motivation,
identity, and engagement that also play a prominent
role in the formation of performance outcomes
(Wright et al., 2021).

2.2. Human Capital Investment and Strategic
HR Practices

The key HR practices that are strategic in
organization investments in human capital are
recruitment, training, performance appraisal and
compensation. The empirical literature has
continually indicated that such practices affect the
performance of firms to this extent. As an indication,
organizations where the HR practices and strategic
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objectives are perfectly contrived within the
organization are known to perform well both
financially and organizing (Becker and Gerhart, 1996;
Delery and Doty, 1996).

The subject of high-performance work systems
(HPWS) is widely studied since this very concept is
highly trendy as a set of the HR strategies that help to
enrich the skills of workers and motivate them. It has
been demonstrated that these systems positively
impact productivity, innovation and financial
performance (Combs et al., 2006). Similarly, Singh
(2004), and Wright et al. (2005) came up with high
relationship between HR practices and firm
performance specifically on the dimensions of
training and compensation.

According to recent studies, there is an impact of
the aspects of human capital management, such as
HR competencies, systems, and deliverables, on the
firm performance and that employee satisfaction
mediates (Gautam and Gautam, 2023).

2.3. Human Capital Investment and Financial
Performance

Exposures in the literature are abundant in the
sense that there is a positive relation between human
capital investment and firm financial performance.
Employee development leads to high productivity,
efficiency and innovativeness which increases
profitability and shareholder value.

In a systematic review, Arokiasamy et al. (2023)
posit that human capital development is a key
determinant of productivity and competitiveness of
organizations especially in the knowledge intensive
sectors. On the same note, Kucharcikova et al. (2024)
emphasize that competitiveness and performance of
the firms directly relies on the human -capital,
including the knowledge and experience of the
workers.

Nonetheless, literature with conflicting results
exist. Although a positive relationship has been
established, some studies post that the impacts of HR
investments are not so significant in terms of
performance measurement and compatibility of the
HR systems with the business strategy (Boselie et al.,
2005; Cappelli and Neumark, 2001). Over-investment
or an inefficient creation of HR can decrease
efficiency in particular cases, or cause inefficient
resource allocation (Han et al., 2020).

2.4. Role of Human Capital Analytics and
Decision-Making

Human capital analytics is another valuable
instrument that could serve to correlate HR
investments and financial performance with the
advent of data-driven management. According to the
study, analytics may be useful in the managerial

decision-making process, which positively influences
the performance of organizations and markets
(Marler and Boudreau, 2017). The research indicates
that the effectiveness of human capital analytics is
determined by its inclusion in the strategy level
decision-making process. The managerial capability
is one of the key intermediaries that define whether
the investment in human capital will have an effect
on the better performance of firms (Boudreau and
Cascio, 2017; Rasmussen and Ulrich, 2015).

2.5. Mediating and Moderating Factors

More probable is that organizational variables
mediated or moderated the relationship existing
between human capital investment and firm
performance. There are other areas of HR practices
such as employee satisfaction, engagement, and
commitment that mediate in regard to financial
outcomes (Gautam and Gautam, 2023).

Additionally, the HR practices may be affected by
the institutional context, the organizational culture,
and the leadership. According to cross-national
studies, high-investment HR practices have different
implications on various labor markets and education
systems, and thus the contextual factors need to be
considered (Jiang et al., 2012; Subramony, 2009).

2.6. Research Gaps and Future Directions

Although much research has been conducted, a
number of gaps exist. To begin with, a lot of research
is founded on proxy measures of human capital
investment, but not human capital outcomes
(Ployhart et al, 2014). Second, the cause-effect
relationship on the relationship between HR practices
and financial performance is less consistent because
of the disparity in methodological and measurement
problems.

Furthermore, the other emerging fields like digital
Hr practices, Al-based talent management, and HR
strategies with a stronger focus on sustainability are
also areas that should be investigated empirically.
The future research studies may be guided towards
longitudinal research and multi-level research to gain
a clearer understanding of the dynamism of human
capital investment with respect to firm performance.

3. MATERIAL AND METHODOLOGY

3.1. Research Design:

The research design type is a quantitative and
explanatory research design to investigate the
relationship between investments in human capital
and financial performance of firms; and strategic
human resource practices in specific. It will be a cross
sectional research design in which the information
about firms will be collected at a certain time and
patterns and correlation will be determined. The
research is based on the resource based and human
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capital theories based on which the desired
investment in the improvement of the workers,
training and engagement could lead to the
competitive advantage and improvement of the
financial performance. The statistical methods that
will be used to test the hypothesized relationships
and to determine the effect of human capital variables
on key financial ratios such as a Return on Assets
(ROA), a Return on Equity (ROE) and ratios of
profitability will be correlation analysis, multiple
regression analysis and panel data analysis.

3.2. Data Collection Methods:

Primary and secondary data is used to gather data
so as to create a strength and reliability that will be
applied in the study. The structured questionnaires
are used to collect the primary data whereby the HR
managers and the senior managers of the sampled
companies respond to questions on strategic Hr
practices, including training intensity, employee
development programs, performance management
systems and compensation strategies. To measure the
performance of the financial performance, secondary
data are collected by getting annual reports, financial
statement databases and company databases. The
sampling technique is purposive that is limited to
firms having developed HR systems and also the
firms that have financial information available. The
data are then compiled, coded and analyzed using the
statistical software in order to make the results of the
research accurate and consistent.

3.3. Inclusion and Exclusion Criteria:

The sample of research includes companies with
formal human resource management structure and
release financial information regularly during the
study period. The organizations that is selected
operate in similar industries to bring uniformity in
analysis and reduce variability as a result of industry
specific factors. The firms whose financial statements
are either incomplete or irregular in their HR

procedures or reporting of human capital
investments are not considered in the study. Many
small businesses are also left out and new businesses
with less than three years of history of operation are
also left out to obtain data stability and comparability.

3.4. Ethical Considerations:

The research adheres to the current ethical
principles in data collection and data analysis. The
main survey will be participatory and the
respondents will be offered the purpose of the study
prior to the data collection. Better privacy and
anonymity of the concerned organizations and
individuals are guaranteed and data are only used in
the academic world. No sensitive and proprietary
data is revealed in the analysis and reporting. The
study will ensure that all secondary sources of data
are cited and used as per the norms of academic
honesty that will not lead to plagiarism and promote
transparency in the research process.

4. RESULTS AND DISCUSSION

4.1. Overview of Data Analysis

The empirical research was conducted on the basis
of the data collected on the companies in different
industries. The statistical methods to be used in the
analysis of the relationship between Human Capital
Investment (HCI) and Firm Financial Performance
(FFP) included correlation analysis, regression
analysis and ANOVA. The key indications of HCI
included training expenditure, employee
development program, compensation strategy and
employee retention programs. The financial
performance was measured according to the Return
on Assets (ROA), the Return on Equity (ROE) and
revenue growth.

4.2. Descriptive Statistics

Table 1 shows the descriptive statistics of the key
variables of the study.

Table 1: Descriptive Statistics of Variables

Variable Mean Std. Deviation Minimum Maximum

Training Investment (TT) 3.85 0.72 2.10 5.00
Employee Development (ED) 3.67 0.81 1.90 5.00
Compensation Strategy (CS) 3.92 0.65 2.30 5.00
Employee Retention (ER) 3.74 0.77 2.00 5.00
Return on Assets (ROA) 8.45 215 3.10 14.20
Return on Equity (ROE) 12.30 3.48 5.20 20.10
Revenue Growth (RG) (%) 9.80 2.90 3.50 16.40

4.2.1. Interpretation

The results indicate that there are moderate and
high levels of investment in human capital practices
amongst firms. The highest mean value is registered
in compensation strategy suggesting that firms focus
on monetary rewards. Trends in financial

performance variables are also stable.

4.3. Correlation Analysis

The correlation coefficient between the human
capital variables and financial performance indicators
is shown in Table 2.
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Table 2: Correlation Matrix

Variables TI ED CS ER ROA ROE RG

TI 1
ED 0.62 1
cs 0.58 0.65 1
ER 0.61 0.68 0.63 1

ROA 0.54 0.57 0.59 0.60 1

ROE 0.52 0.55 0.61 0.58 0.72 1
RG 0.49 0.53 0.57 0.55 0.66 0.69 1

4.3.1. Interpretation

All the human capital variables have positive and
statistically significant relationship with financial
performance indicators. Correlations with ROA and
ROE are comparatively higher with the employee
retention and compensation strategies and this

illustrates the importance that it holds on the
enhancement of firm performance.

4.4. Regression Analysis

In order to identify the impacts of human capital
investment on financial performance of firms, the
multiple regression analysis was conducted.

Table 3: Regression Results (Dependent Variable: ROA)

Variable Coefficient () Std. Error t-value p-value
Constant 2.15 0.85 2.53 0.013
Training Investment (TI) 0.38 0.12 3.16 0.002
Employee Development (ED) 041 0.14 2.93 0.004
Compensation Strategy (CS) 0.45 0.13 3.46 0.001
Employee Retention (ER) 0.47 0.15 3.13 0.002

R?2=0.62 | Adjusted R?=0.59 | F-value = 28.45 (p < 0.001)
Table 4: Regression Results (Dependent Variable: ROE)

Variable Coefficient () Std. Error t-value p-value
Constant 3.10 1.02 3.04 0.003
Training Investment (TT) 0.35 0.15 2.33 0.021
Employee Development (ED) 0.39 0.16 2.44 0.016
Compensation Strategy (CS) 0.51 0.14 3.64 0.000
Employee Retention (ER) 0.44 0.17 2.58 0.011

R?2=0.65 | Adjusted R?=0.61 | F-value = 31.72 (p < 0.001)

5. DISCUSSION OF FINDINGS

These results provide the strong evidences to prove
the hypothesis according to which the investment in
human capital positively affects the firm financial
performance. Independent variables, i.e., training
investment, employee development, compensation
strategy, and retention have statistically significant
influences.

5.1. Key Insights:

e Compensation Strategy (CS) emerged as the
most  influential predictor of financial
performance, indicating that well-structured
reward systems enhance employee motivation
and productivity.

e Employee Retention (ER) shows a strong
impact, suggesting that reducing turnover leads
to cost savings and improved organizational
stability.

e Training Investment (TI) and Employee
Development (ED) contribute significantly to

performance by enhancing employee skills and
innovation capacity.

e Therelatively high R? values indicate that human
capital variables explain a substantial proportion
of variation in financial performance.

6. LIMITATIONS OF THE STUDY

Empirical research and exploration of the problem
of human capital investment in a firm and the
financial performance constrained by a set of factors
is being carried out today with no restrictions. To
begin with, the research heavily depends on
secondary financial information and reported HR
reports, which might not be enough to provide the
qualitative information of the strategic HR practices,
including the employee engagement, organizational
culture, and leadership development. Second, the
human capital investment is also a compound factor
to quantify because in most cases it may be intangible
and as such, it may be hard to quantify it and ideally,
this may result in using proxies. Third, it could be
limited to one industry, region or period that limits
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the extrapolation of findings to other economic
settings. Additionally, we cannot eliminate the
possibility of the endogeneity being there because
more successful firms can invest more in human
capital hence establishing a two-way relationship.
The work also fails to consider external forces like
macroeconomic conditions, technological shocks and
change in regulations, which can impact the firm
performance without the references to the HR
practices. Lastly, the differences in the availability of
the data and standardization of reporting in different
companies can lead to anomalies in the comparative
analysis and this can undermine the strength of the
comparative analysis. These are constraints that
imply that the results ought to be handled with care
and offer future research with an opportunity to
employ more incorporating designs, such as
longitudinal and primary data collection.

7. FUTURE SCOPE

The future study of the Human Capital Investment
and Firm Financial Performance: An Empirical Study
of Strategic HR Practices can be done in a variety of
ways. Longitudinal research and measuring dynamic
and lagged impacts of the investments in human
capital (training, developing leaders and well-being
of employees) on the financial performance in the
long run would also come in handy. The cross
country cross industry comparisons can be also
applied in the future to understand how the
institutional environment, labor market conditions
and cultural settings can affect the effectiveness of
strategic HR practices. As the digital technologies get
more integrated, researchers can consider how the
investment in digital capabilities, Al-based HR
systems, and data-driven talent management can
impact productivity and profitability. Besides, it can
use that space to determine mediation and
moderating factors such as the engagement of the
employees, organizational culture, ability to innovate
and leadership styles so that it can expound on the
mechanisms through which the human capital and
the financial outcomes are connected. This may be

REFERENCES

enhanced by including the aspect of ESG
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