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TOPIC 1: THE CONCEPT OF HUMAN CAPITAL  

Learning Outcome 

By the end of this topic, students should be able to:  

1. Describe what is Human Capital Management.  

2. Discover the essentials of learning HCM. 

3. Differentiate Human Resource Management (HRM) and Human Capital Management (HCM).  

4. Summarize human capital, intellectual capital, social capital and organizational capital. 

 

1.0 Introduction 

What is Human Capital Management:  

An organization needs human resource to achieve the organization’s objectives besides 

survival.  Organization runs with the help of individuals who contribute in their own way in its 

success and productivity. Employees spend maximum part of their day in offices and strive 

hard to achieve the goals vision and mission of the organization. Employees ought to be 

motivated from time to time so that they develop a sense of attachment towards their 

organization and also deliver their best. 

Human capital is defined as the collective stock of skills, attributes, knowledge, expertise of 

employees which further plays an integral role in increasing the productivity of the 

organization. Every organization invests its money and resources to train new employees. 

Employees in turn work hard, upgrade their existing knowledge and contribute in their own 

way to increase the productivity of their organization. 

The word “Human Capital” was introduced by A. W. Lewis in “Economic Development with 

Unlimited Supplies of Labour”. (Besanko, Dranove, & Stanley, 1996, p. 641). Like any other 

asset, people should be seen as a source of strategic advantage and invested in like other 

tangible assets. The new economic order, or the informational era, will do for human capital 

what the Industrial Revolution did for physical capital. Human capital and knowledge-based 

industries are emerging as the key to wealth creation. 

 

 

1.1 Essentials of learning HCM? 

Human Capital Management is essential for hiring, managing, training and retaining 

talented and high performing employees. Basically HCM is important for all the HR 

functions as such:   



a) Recruitment and selection 

It ensures that human resource professionals hire individuals who really deserve 

to be in the organization. Recruiting the right talent is of utmost importance. An 

individual who is not fit for a particular role will not be able to contribute much 

in the long run. Talent acquisition is one of the most crucial responsibilities of 

human resource professionals, often neglected in most organizations.  

Hiring someone just because to fill a vacant position or your superiors have 

asked you to do so is not the way of practicing HCM. An individual who has 

been assigned the role of acquiring new talents should not forget to check an 

applicant’s past experience, interests, professional qualification and reasons for 

changing previous job. Analyse the background of an individual thoroughly and 

find out why someone really wants to join organization is part of HCM 

practices.  

 

b) New employee orientation  

Induction program is vital process for new employees. But this program used to 

be boring and confusing. HCM practices avoids load new employee with 

unnecessary information. Welcome new employee as new investment to an 

organization and provide a comfort zone to learn the culture and engage.   

 

c) Training and development  

It is essential for employees to upgrade their knowledge with time to cope up 

with the changing situations. Human Capital Management helps in training the 

employees and making them indispensable resource for the organization. 

Motivate employees to take up special courses or online programs which would 

help them in their job. Employees who do not brush up on their skills from time 

to time find it difficult to survive in the long run. Inculcate the habit of reading. 

Internet is also one of the good options to keep oneself abreast with the latest 

developments. Human Capital management plays an important role in 

increasing the efficiency of employees. Individuals are in a position to 

contribute more towards the system, eventually increasing the overall 

productivity of the organization. 

 

d. Retaining talents 



When employees are adequately compensated, invested in, and feel valued they 

are more productive and loyal to the company. Good human capital 

management practices reduce costly turnover and optimizes talent at every stage 

of the employee lifecycle. Human capital management technology is effective 

in streamlining all tasks related to acquiring, cultivating, and retaining 

workforce. This includes applicant tracking, on boarding, benefits 

administration, payroll, time and attendance, learning management, and more. 

 

 

1.2  Human Resource Management (HRM) VS Human Capital Management (HCM) 

The terms are often used interchangeably, but they have different meanings. Human 

resource management (HRM) primarily focuses on core administrative HR functions 

such as maintaining employee records and administering benefits. Human capital 

management is a broader term that includes HRM functions as well as strategic 

functions such as analytics and performance management. 

Human capital management works to maximize the value and ROI of the people in an 

organization. Human resource management works to create and manage the systems 

and processes that are needed to acquire, train, and retain the organization’s workforce. 

 

 



1.3 What is Human Capital? 

The term human capital was originated by Schultz (1961), an economist who proved that the 

yield on human capital investment through education and training in the United States was 

larger than that based on investment in physical capital.  

However, the idea of investing in human capital was first developed by Adam Smith (1776), 

who argued in the Wealth of Nations that differences between the ways of working of 

individuals with different levels of education and training reflected differences in the returns 

necessary to defray the costs of acquiring those skills. 

 

Economists such as Ellio (1991) developed the theory of human capital. He is concerned with 

human capital in terms of the quality, not quantity, of the labour supply. 

Human capital represents the human factor in the organization; the combined intelligence, 

skills and expertise that gives the organization its distinctive character. The human elements of 

the organization are those that are capable of learning, changing, innovating and providing the 

creative thrust which if properly motivated can ensure the long-term survival of the 

organization, Bontis et al (1999). 

Human capital is an important element of the intangible assets of an organization. The other 

intangible assets include copyright, customer relations, brands and company image. All these, 

but especially the know-how, imagination and creativity of employees, are as critical to 

business success as ‘hard’ assets. The significance of human assets explains why it is important 

to measure their value as a means of assessing how well they are used and of indicating what 

needs to be done to manage them even more effectively. 

In a way of managing human capital there are number concepts need to understand, such as:  

 

1.3.1 Intellectual capital 

Intellectual capital consists of the stocks and flows of knowledge available to an 

organization.  

These can be categorized into tangible and intangible resources  

Tangible assets are physical; Bontis (1996; 1998), defines intangible resources as the 

factors other than financial and physical assets that contribute to the value-generating 

processes of a firm and are under its control such as cash, inventory, vehicles, 

equipment, buildings and investments.  



Edvinson and Malone (1997), comprise that the value of all relationships inside and 

outside the organization, including those with customers and suppliers. They also cover 

the values attached to such intangibles as goodwill, corporate image and brands. 

 

1.3.2  Social capital 

Social capital can be regarded as knowledge tied up and developed by relationships 

among employees, partners, customers and suppliers.  

It is built by the exchange of such knowledge and this requires a collaborative 

organizational environment in which knowledge and information can flow freely 

(Bontis, 1996, and Coleman, 1990).  

It is necessary to capture individual knowledge through knowledge management 

processes as described, but it is equally important to take into account social capital 

considerations, that is, the ways in which knowledge is developed through interaction 

between people. 

 

 

 1.3.3 Organizational capital 

Organizational or structural capital consists of the knowledge owned by the 

organization rather than by individual employees. It can be described as embedded or 

institutionalized knowledge that may be retained with the help of information 

technology on readily accessible and easily extended databases.  

It can include explicit knowledge that has been recorded on a database or in manuals 

and standard operating procedures, or tacit knowledge that has been captured, 

exchanged and, as far as possible, codified. 

 

1.4  Conclusion  

HCM plays a crucial role in increasing the productivity and output of an organization. “Human 

capital is relatively young production factor. Because it is closely related to production factors 

of labour and has features in common with the labour, analysis and research work it is often 

not explicitly mentioned.” (Tokarþíková, 2010). Every employee in his job gets some set of 

skills through his experience, exposure, trainings and so on which further increase his 

productivity eventually benefitting the organization.  

 



Knowledge and expertise which employees develop in due course of time to further increase 

the productivity of organizations refer to human capital. Every employee tries his level best to 

sharpen his skills during his stint with the organization. Human capital is defined as the stock 

of skills, knowledge, expertise of employees which further play an integral role in increasing 

the productivity of the organization. Every organization 

invests part of its money and resources to train its employees. Employees in turn work hard, 

upgrade their existing knowledge and contribute in their own way to increase the productivity 

of their organization. 

1.5 Summary:  

 

1. Human capital is defined as the collective stock of skills, attributes, knowledge, 

expertise of employees  

2. HR functions focuses on employee administration whereas HCM includes strategic 

functions such as analytics and performance management.  

3. Human capital management works to maximize the value and ROI of the people in an 

organization whereas HRM focuses on the processes involved in managing employees.  

4. There are 3 categories of capital under human capital management being Intellectual 

Capital, Social Capital and Organisational Capital. 

5.  HCM plays a crucial role in increasing the productivity and output of an organization 

 

1.6  SELF-LEARNING RESOURCES 

1. What is Human Capital Management (HCM)? 

https://www.youtube.com/watch?v=jW_5GGj0zUM 

 

2. What is Human Capital Management (HCM) ? | HCM Simplified  

        https://www.youtube.com/watch?v=qmUNwCbCuAo 

 

 

KEY TERMS  

*Human Capital Management                         *Human Resource Management  

*Intellectual Capital                                         *Social Capital  

*Human Capital                                               *Organizational Capital                               

 

https://www.youtube.com/watch?v=jW_5GGj0zUM
https://www.youtube.com/watch?v=qmUNwCbCuAo


SELF ASSESSMENT  

 

        QUESTION & ACTIVITIES FOR TOPIC 1 

  

 Tutorial Questions:-  

 1.  Make the distinction between Human Capital and Human Capital Management.  

       2. Explain how Human Capital management is important for Human Resource 

Management functions.  

      3.  Explain the concepts under human capital management 

 

        # Watch the Following Videos 

           Video 1 - Human Capital Management (HCM): Definition, Concept, Factors and 

Importance  explained.  

             https://www.youtube.com/watch?v=-t9rKE--iuk 

           

           Video 2 : - What is Human Capital Management (HCM) ? | HCM Simplified 

             https://www.youtube.com/watch?v=qmUNwCbCuAo 

           

        Essay Question  

       1. Based on the videos above, discuss your understanding of human capital management 

and the role it plays in effective Human Resources Management.  

 

       2.  Discuss how you will apply Human Capital Management knowledge as an Employer 

and as an Employee: 

 

Case study Analysis  

Olga Antamoshkina, Olga Zinina, Julia Olentsova (2020) Forecasting the Population 

Life Quality as a Tool of Human Capital Management.  

Read at  https://doi.org/10.2991/aebmr.k.200324.152 

 

https://www.youtube.com/watch?v=-t9rKE--iuk
https://www.youtube.com/watch?v=qmUNwCbCuAo
https://doi.org/10.2991/aebmr.k.200324.152

