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TOPIC 3: THE PROCESS OF HUMAN CAPITAL MANAGEMENT  

Learning Outcome 

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

1. Explain process of HCM 

2. Discover what drives the HCM needs. 

3. Describe human Capital Measurement 

4. Compare human capital data and reporting methods 

5. Infer on drawing a conclusion 

6. Analyze HCM development   

 

3.0 Introduction  

The process of HCM:  

 

In practice, good results are achieved in those countries which have outstanding natural 

resources and high-tech material base. This does not deny the role of human capital (HC) in 

the process of economic development. The impact of HC in the value creation process is widely 

acknowledged as an important issue (Crook & Combs and other, 2011; Coco, Jamison & Black, 

2011; Baron & Armstrong, 2007; Hsu, Lin, Lawler & Wu, 2007). According to Galabova & 

McKie (2013), the value of resources is always dependent on knowledge, individual or 

managerial, and HC opens up new ways of thinking about technology and its economic and 

social impact.  

Before get into the process, need to understand what drives the HCM. The drivers influence 

how the process is used to generate particular outcomes. That approaches will differ between 

organizations depending on their planned outcomes. So, for example, when the driver is 

internal to HR and about demonstrating value for money, the approach is very different to when 

it’s about determining the impact of people on the business and the contribution to shareholder 

value. Moreover, HCM is a dynamic and evolutionary process, which describes how the human 



capital journey produced by the drivers develops over time as organizations generate new needs 

and drivers. 

 

3.1  WHAT DRIVES HCM 

3.1.1.  the need to achieve the strategic goals of the organization.  

 

3.1.2.  the recognition that these goals can only be amained by the effective use      of resources 

and that the key resource is people, whose knowledge, skills and abilities create value 

and produce human capital and therefore competitive advantage.  

 

3.1.3.  an appreciation of the importance of understanding the factors that will create value 

through people.  

 

3.1.4.  the realization that to understand and apply these factors it is necessary to measure and 

assess the actual or potential impact of HR processes and to base HR and business 

strategy on the outcomes of these measurements.  

 

3.1.5.  the need to ensure that HR processes provide value for money.  

 

 

 



 

Moreover, HCM is a dynamic and evolutionary process, as shown in Figure 3.3, which 

describes how the human capital journey produced by the drivers develops over time as 

organizations generate new needs and drivers. 

 

 

3.2. Human Capital Measurement  

 

When people are considered as the organization’s assets, the ability to quantify the value of 

these assets becomes important. This fact is vital for making decisions about the management 

and maximizing the rate of return to investment.  In the research conducted by Guest (1997), 

different indices have been identified for measuring the dimensions and features of human 

capital. They include financial indices such as selling and financial performance, the indices of 



efficiency or goods and services, services provided to the customer, number of errors, 

customer’s satisfaction, and the quality of goods and services, and finally the indices of delay, 

assentation etc. 

The results of research conducted by Stiles and Kulvisaechana (2003) about the indices of 

human capital as well as their measurement are presented in Table below:  

 

Source: Kulvisaechana, 2003. 

 

3.3 Human capital data and reporting methods 

The data may refer to demographic figures on the size and composition of the workforce, or 

the numbers of leavers, or absence figures, or the amount of training that has been carried out, 

or the number of vacancies that have been filled. Human capital data can be necessary in itself 

for record keeping and to comply with various legal and regulatory requirements such as to 

ensure recruitment practices are not discriminatory or to comply with health and safety 

legislation.  

However, the data that is collected for these purposes is not always sufficient to inform on 

human capital. It can provide a useful starting point but needs to be considered in the light of 

what organizations need to know to understand their human capital and how it can be 

manipulated and analysed in order to provide this. 

Human capital reporting is concerned with providing information on how well the human 

capital of an organization is managed. There are two aspects: first, external reporting to 

stakeholders. The second aspect is internal reporting which informs the leadership team and 

stakeholders about how human capital is being managed but extends this with statements of 

how the information will be used to guide future action.  



External 

reporting 

The (external) report should clearly represent the Board’s understanding of 

the links between HCM policies and practices and its business strategy and 

performance. This means that it should normally include details on the size 

and composition of the workforce, employee retention and motivation, 

skills, competencies and training, remuneration and fair employment 

practice, and leadership and succession planning. The report should follow 

a process that is susceptible to review by auditors, provide information in a 

form that enables comparison over time, and use commonly accepted terms 

and definitions 

Internal 

reporting 

Internal reporting should be linked to the external reporting framework but 

will focus more on the practical implications of the data that has been 

assembled and analysed, such as:  

• set out the quantitative and qualitative information – this might 

include data on the size and composition of the workforce, attraction 

and retention, absence, motivation, skills and competencies, learning 

and development activities, remuneration and fair employment 

practices, leadership and succession planning and the outcomes of 

opinion or job satisfaction surveys;  

• analyse measures of employee satisfaction and engagement, compare 

them with data on business performance and demonstrate the links 

between them 

• set out the returns on investments in people management and 

development projects and evaluate the effectiveness of the 

investments;  

• draw conclusions on the implications of the data for future people 

management strategy, policy and practice 

 

3.4 Drawing conclusion  

The conclusions drawn from the data can lead to three areas of strategic decision making: 

3.4.1. the formulation and implementation of HR and business strategy 

• To provide guidelines for action a human capital strategy can be developed making use 

of the data provided by human capital measurement and reporting. This will reinforce 

or redirect any existing HR strategies. The aim of the human capital strategy should be 



to inform business decisions to achieve human capital and therefore competitive 

advantage. 

3.4.2. the improvement of the capability of line managers in handling HR issues 

• The data produced by HCM can be used to provide information to line managers on 

how well they are handling HR issues which can initiate guidance on any improvements 

necessary. 

• Human process advantage is achieved by line managers in their day to-day dealings 

with people, but HR has a key role to play both in developing the processes and 

providing guidance to managers on their implementation. 

3.4.3. the overall organization of HR effort 

• When developing measures, reporting procedures and methods of drawing conclusions 

it is essential at each stage to answer the following questions:  

• Why are we doing this?  

• Where is it leading us to What sort of action do we believe can and should flow from 

this process?  

• Who takes the action?  

• How are we going to ensure that action takes place 

• There are no standard answers to those questions, which is why every organization’s 

approach to HCM will differ according to its circumstances although the basic 

processes of measurement and reporting will always be present. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



3.5 Developing HCM  

 

 Figure 3.4: Programme for introducing HCM   

 

Checklist below, developed by Saratoga/Pricewaterhouse Coopers (Saratoga, 2005), can be 

used as a guide to the development process.  

1. What are the priority business challenges facing your company in the next two years?  

2. What human capital actions are required to maximize the opportunities required to guarantee 

business success?  

3. How will you make those actions happen?  

4. What are your KPIs [key performance indicators] and how are these related to the business 

challenges?  

5. What data is required to measure human capital performance?  

6. Are you fully informed and/or are involved in your company’s OFR (now Business Review) 

plans?  



7.What human capital information will be most useful to your shareholders and in what format?  

8. What information gaps exist and how do you intend to fill them?  

9. Are information systems advanced and flexible enough to respond to all recognized 

demands?  

10. Are you satisfied that the information you produce is robust and can stand scrutiny?  

11. Are you conversant with the key human capital subjects and major global trends that may 

be raised by shareholders?  

12. Is there a direct link between what the HR function does and what the board wants it to do? 

 

3.6 Conclusion  

 

The constantly changing business environment requires firms to strive for superior competitive 

advantages via dynamic business plans which incorporate creativity and innovativeness. This 

is essentially important for their long term sustainability. Undoubtedly, human resource input 

plays a significant role in enhancing firms’ competitiveness (Barney, 1995). At a glance, 

substantial studies were carried out on human capital and their implications on firm 

performance were widely covered and obviously, human capital enhancement will result in 

greater competitiveness and performance (Agarwala, 2003; Guthrie et al., 2002).  

Meantime, there is a significant relationship between innovativeness and firm performance 

under the human capital philosophy (Lumpkin & Dess, 2005). In relation to this, the definition 

of firm performance could vary from one and another. Nonetheless, some clear definitions of 

firm performance in the context of human capital enhancement could be put forward. In some 

cases, financial performance measures such as percentage of sales resulting from new products, 

profitability, capital employed and return on assets (ROA) (Selvarajan et al., 2007; Hsu et al., 

2007). Besides, return on investment (ROI), earnings per share (EPS) and net income after tax 

(NIAT) can also be used as measures of financial performance (Grossman, 2000). Beside 

measurement, Human capital development were part of this topic’s discussion.  

3.7  Summary 

1.  Human Capital plays a part in the process of economic development for a country.  

2.  There are drivers that influence how the HCM process is used to generate particular 

outcomes. 

3.  When people are considered as the organization’s assets, is it important to be able to 

measure and quantify the value of human capital assets.  



4.  Human capital data can be necessary in itself for record keeping and to comply with 

various legal and regulatory requirements such as to ensure recruitment practices are 

not discriminatory or to comply with health and safety legislation.  

5.  A checklist (a series of questions) developed by Saratoga/Pricewaterhouse Coopers 

(Saratoga, 2005), can be used towards preparing an organization’s HCM process.  

 

3.8  Self- Learning Resources  

1.   A. Osipian (2009). The Impact of Human Capital on Economic Growth : A Case Study 

in Post-Soviet Ukraine, 1989-2009.  

2.  Labor Economics - Human Capital Model 

 https://www.youtube.com/watch?v=8d9d3dRpLHk 

3.  Human Capital Reporting: What to Measure, Report & Disclose 

 https://www.youtube.com/watch?v=APhLcYL6QqM 

KEY TERMS  

*Human capital measurement                          *Human capital Focus    

*Internal Reporting                                           *External Reporting   

 

SELF ASSESSMENT  

TUTORIAL AND ACTIVITIES – TOPIC 3  

Tutorial Questions 

1. Explain the process of HCM 

2.  Discuss ways of HCM journey 

3. What is the difference between internal and external reporting?  

4. What is the process involved in developing a human capital management plan for an 

organization?  

5. Explain the 3 areas of strategic decision making achieved using the HCM data.  

 

Video/Podcast 

 Video 1: Oracle HCM cloud  

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

https://www.bookdepository.com/author/A-Osipian
https://www.youtube.com/watch?v=8d9d3dRpLHk
https://www.youtube.com/watch?v=APhLcYL6QqM
https://www.youtube.com/watch?v=qsXaWVMXvko


Video 2 : Lessons from a Workday HCM Failure [HR Technology Implementation 

Case Study] 

https://www.youtube.com/watch?v=rEFqoI0VlQ0 

 

Case study Discussion  

Question 1  

Read the article: EFFECT OF HUMAN CAPITAL MANAGEMENT DRIVERS ON 

ORGANIZATIONAL PERFORMANCE IN KENYA: A CASE OF INVESTMENT AND 

MORTGAGES BANK LTD (European Journal of Business Management – Vol 2 2014) 

Based on the information gathered via case study, students are required to suggest the 

HCM drivers that were used. 

Question 2 - Situation based question . Analyse the situation and answer the 

questions.  

  Ibrahim: the turnover is very high in my department  

 Linda: Don’t worry, we are head where our evaluation only based on our performance. 

Why we should worry about turnover. 

Ibrahim: No Linda, you’re wrong! 

  1. Why is Ibrahim worrying  

  2. Does Linda have a valid point in her statement from the HCM perspective  

  3. Who is the HCM oriented person from the above conversation?  

 

 Essay Question 

 Human capital is essential to any organization. How can the proper utilization and 

motivation of human capital impact a performance measurement program? 

 

 

 

https://www.youtube.com/watch?v=rEFqoI0VlQ0

