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ABSTRACT 

A firm’s sustainable performance is a burgeoning issue globally. It is the 
strategic choice of the firm whether it should invest in its human resources. 
This study examines the role of human capital management in determining 
firm performance. HR competencies, HR practices, HR systems, and HR 
deliverables were selected as the dimensions of human capital management. 
Employee satisfaction was the mediating variable. Data were collected 
from a survey of conveniently selected 305 employees of purposively 
selected life insurance companies in Nepal. The results of the study 
revealed a positive significant impact of each component of human capital 
management and overall human capital management on firm performance, 
concluding that investment in human capital management is the strategic 
alignment rather than the liability. Firms investing more in human capital 
enhance their financial performance for sustainable growth. This study 
contributes to elaborating the resource-based view for creating dynamic 
capability of resources from effective development and mobilization of 
human resources. 

1. INTRODUCTION 

Human capital is crucial for firm performance (Crook et al.). Investment in human 
capital increases firm-level performance (Scafarto et al. 2016; Shrader & Siegel, 2007). Human 
capital is not only an instrument for current performance but also for developing firms’ 
competitive advantages (Alnachef & Alhajjar, 2017) and sustainability. For sustainability, 
firms need to invest in human capital management.  

The resource-based view (Barney, 1991) proposed human capital as a valuable, 
inimitable, rare, and non-substitutable component referred to as strategic assets (Hall, 1992). 
Human capital (HC) refers to the collective knowledge, expertise, experience, and other 
essential qualities employees possess. It plays a crucial role in determining the overall 
efficiency, effectiveness, and productivity of the organization. 

The importance of investing in intangible assets, i.e., in human capital, is increasing 
for modern firms (Fedyk & Hodson, 2022; Zingales, 2000) to focus on effectively managing 
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and optimizing workforce to address new business sustainability challenges by maintaining 
firms’ competitiveness and performance (Khan & Quaddus, 2018; Mayer et al., 2012). Firms 
with ample focus on acquiring, developing, and maintaining human capital define their 
competitive position by creating resources and capabilities (Barney, 1991; Khan & Quaddus, 
2018) though there are few contradictions in connection of human capital on positive results 
on firm performance (Coff & Kryscynski, 2011; Scafarto et al., 2016). Thus, specific research 
analysis on the relationship between human capital and firm performance based on 
resource and capability perspective is of growing interest (Kelliher & Reinl, 2009; Khan & 
Quaddus, 2018). In call of such needs, this study will answer the prominent factors of 
human capital, their association and their effect on firm performance.  

Firms should be competitive and dynamic to respond to the changing business 
environment. Human capital is the source of competitive advantages, leading firms to 
higher productivity and performance. The insurance industry in Nepal is one of the fast-
growing industries in terms of number of firms, products and capital size. Insurance 
companies are developing and selling products (insurance policies) for domestic 
consumers, because of which they face high competition as there are fixed people and 
business activities. Insurance companies in Nepal manage two types of human resources, 
i.e., regular employees working for salaries and agents working for commission. Regular 
employees engage in the delivery of office services, especially post-sales services, while the 
agents engage in selling insurance products. In such a situation, human capital 
development becomes more crucial in insurance companies. This study evaluates the 
different dimensions of human capital contributing to firm performance.  

Human capital management (HCM) involves the skillful and proficient management 
of planning, acquiring, utilizing, and sustaining the competencies of employees within 
business enterprises. Organizations with effective HCM create dynamic competitive 
advantages, gaining a global interest (Fedyk & Hodson, 2022; Khan & Quaddus, 2018; 
Marimuthu et al., 2009). HCM brings organizational competency, which ensures higher 
effectiveness and performance. In today’s competitive environment with a higher rate of 
employee turnover, the outcome of effective HCM is the attainment of organizational 
stability and growth. Insurance firms in the most competitive business environment have 
challenges to attract, retain and release human potential for the organizations. On one side, 
the government is encouraging different insurance products (focusing on health insurance 
and agriculture insurance); insurance firms have the opportunity to excel in their 
performance, while on the other hand, lack of public awareness and undue expectations of 
consumers create challenges. 

On the contrary, some research evidence (e.g., Scafarto et al. 2016) reject the direct 
significant relationship between HCM and firm performance but accepts the mediation role 
of HCM in association with innovation capital to improve the firm performance. In this 
context, the research aims to investigate the human capital management practices within the 
insurance industry of Nepal. Additionally, it seeks to analyze the influence of various 
elements of HCM on predicting firm performance. 

2. LITERATURE REVIEW 

Human resources can be interpreted as organizational competitive resources (Barney, 
1991) from the Resource Based View, which comprises four important features valuableness, 
rareness, inimitability, and non-substitutability. According to OECD (1996), human capital, 
viewed from a macroeconomic standpoint, is the driving force behind economic activity, 
competitiveness, and financial performance. 

Human Capital and Firm Performance 
Human capital, a crucial aspect of intellectual capital, is vital in providing genuine 
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and sustainable competitive advantages for a firm (Bontis et al., 2000; Reed et al., 2006) and 
enhancing its competitive position (Marr, 2004). The competitive advantage arises when 
customers perceive a higher value in a firm’s products and services than its competitors (Hall, 
1993), directly impacting wealth generation (Herremans & Isaac, 2004). Human capital 
encompasses employees’ collective knowledge, skills, abilities, and competencies (Ployhart & 
Vandenberg, 2006), which can be developed through investments in four key elements: 
genetic inheritances, education, experience, and attitudes towards life and business (Hudson, 
1993). The productivity, efficiency, and effectiveness of any organization are closely linked to 
the skills and expertise of its employees. Moreover, the beliefs, values, creativity, and 
innovative ideas of employees can significantly influence the organization’s value system and 
innovative endeavours.  

Human capital has a significant link with indicators of financial performance (e.g., 
earnings per share, annual return, and return on equity) of business firms (Stewart, 2007) and 
for the sustainability of the profit (Peltoniemi & Vuori, 2005) even within the new challenges 
(Bose & Oh, 2004; Hematfar et al., 2013). Human capital is critical to create and offer products 
and services for the optimal use of capabilities to add value (Fraiha, 2011; Sanchez et al., 1996). 

Companies that extensively leverage human capital were observed to have 
comparatively higher stock prices (Change, 2007; Bose & Oh, 2004). Human capital 
generates the core competencies and distinguishes the organization strategically from 
competitors (Leonard-Barton, 1992) through effective human capital management (Carmeli 
& Schaubroeck, 2005). Based on this evidence, the following hypothesis was developed.  

H1: Human capital has a significant positive impact on firm performance 

This study utilized the human capital model that Beatty et al. (2003) proposed with 
some minor modifications, incorporating insights from the resource-based view (Barney, 
1991). The framework (Figure 1) serves as a guide for evaluating human capital management 
within organizations, employee satisfaction, and firm performance. Human capital results 
from HR competencies, practices, systems, and deliverables. HR competencies encompass 
administrative expertise, employee expertise, strategy implementation, and change agency. 
HR practices involve organizational efforts to acquire the best employees for suitable roles, 
including recruitment and selection best practices, job design, training and development, 
performance management, and compensation management. The HR system deals with the 
flow of HR inputs leading to organizational outputs, comprising variables like HR alignment, 
integration, and differentiation. Similarly, HR deliverables consist of workforce mindset, 
technical skills and knowledge, and workforce behavior, contributing to more effective and 
efficient job performance. 

HR Competencies and Firm Performance  
HR competencies encompass a collection of visible and quantifiable knowledge, skills, 

abilities, and personal traits that improve employees’ performance, subsequently leading to 
enhanced firm performance. The variables used to measure HR competencies include 
accountability, adaptability, communication, customer focus, quality focus, and leadership 
ability. For HR professionals, HR competencies consist of strategic contribution, personal 
credibility, HR delivery, business knowledge, HR technology, and change management 
(Ulrich et al., 2008). The research emphasizes that HR professionals who excel in these 
competencies can significantly influence organizational success. The study suggests that HR 
professionals with strong competencies in strategic planning, analytics, and change 
management are more likely to contribute significantly to firm performance and help achieve 
strategic objectives (Lawler & Boudreau, 2009). HR professionals who possess and 
demonstrate these competencies can positively influence firm performance (Ivancevich & 
Kleiner, 1999). Based on these empirical findings, the following hypothesis was developed.  

H2: HR competencies have a positive significant impact on the firm performance.  
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HR Practices and Firm Performance  
HR practices refer to the strategic functions of human resource management to acquire 

skilled human resources. These practices encompass organizational approaches to 
recruitment and selection, HR planning, training and development, performance appraisal, 
reward management, and employee relations maintenance. Companies that align their HR 
practices with strategic objectives attain superior performance levels (Becker & Gerhart, 1996; 
Delery & Doty, 1996). High-performance work practices significantly influence the firm 
performance, including financial performance, operational performance, and innovation 
(Combs et al., 2006). HR practices to develop human capital not only influence financial 
performance but also the work attitude and employees’ commitment. Huselid (1995) provides 
empirical evidence for a positive relationship between HR practices and firm performance 
and employees’ commitment. It shows that companies that invest in high-performance HR 
practices experience lower employee turnover, higher productivity, and superior financial 
performance. Based on this evidence, the following hypothesis was formulated.  

H3: HR practices have a significant positive impact on firm performance.  

HR Systems and Firm Performance  
The HR system consists of alignment, integration, and differentiation. Effective HR 

systems encompass a range of practices and policies concerning talent acquisition, training 
and development, performance management, and employee engagement. The design and 
implementation of these HR systems can significantly impact a company’s performance 
(Arthur, 1994) and lead to reduced turnover. HR systems aligned with the overall business 
strategy enhance organizational performance and competitiveness. Examples of HR systems 
include employee involvement, training and development, performance-based 
compensation, and flexible work arrangements. Adopting high-performance working 
systems positively influences employees’ performance, thereby contributing to overall 
organizational performance (Combs et al., 2006) through enhanced engagement and 
performance (Delaney & Huselid, 1996). The following hypothesis was formulated based on 
these empirical findings.  

H4: The HR system has a significant positive impact on firm performance.  

Human Deliverables and Firm Performance  
HR deliverables consist of the workforce’s mindset, technical skills, knowledge, and 

behavioural attributes required to carry out their job responsibilities with greater effectiveness 
and efficiency. The HR deliverables, encompassing various HR practices, directly contribute 
to employee satisfaction, motivation, and productivity, influencing overall organizational 
performance. HR deliverables, such as training and development, performance management, 
and employee engagement, are critical in influencing firm performance positively (Paauwe & 
Boselie, 2005; Purcell et al., 2003). A positive and growth-oriented mindset among employees 
can lead to increased motivation, higher levels of engagement, better decision-making, and 
overall improved performance. On the other hand, a negative or stagnant mindset can hinder 
innovation, collaboration, and productivity. Organizations that foster a growth mindset 
among their workforce tend to experience improved innovation, risk-taking, and adaptability, 
leading to enhanced firm performance (Blackwell et al. 2007; Bryce et al., 2014; Dweck, 2006). 
Based on this empirical evidence, the following hypothesis was developed.  

H5: HR deliverables have a significant positive impact on firm performance.  

The Mediating Role of Employee Satisfaction 
Different dimensions of human capital management (HCM) significantly impact 

employee satisfaction. Employees’ satisfaction will be significant because of training and 
development (Bhatti et al., 2014; Chang & Chi, 2018), employee engagement practices (Harter 
et al., 2002; Saks, 2006), compensation and benefits (Chen et al., 2016; Gautam, 2017; Kim, 
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2017), career advancement (Greenhaus & Powell, 2006; Lu et al., 2010), and work-life balance 
(Allen et al., 2000; Kossek & Ozeki, 1998). Satisfied employees demonstrate job commitment 
and a positive attitude toward consumer satisfaction while leading the higher productivity 
and performance of the firm (Bao et al., 2020, Harter et al., 2002; Wright & Bonett, 2007). Based 
on this evidence, the following hypothesis was developed.  

H6:  Employee satisfaction significantly influences the relationship between HR capital and firm 
performance.  

3. RESEARCH METHODS 

This study adopts an analytical research design with the firm’s financial performance 
as the dependent variable and human capital management (consisting of four variables: 
human resources competencies, human resources practices, human resources system, and 
human resource deliverables) as predictors. Demographic variables are considered control 
variables. The study includes 39 insurance companies in Nepal during the study period, 
comprising 18 life insurance, 20 non-life insurance, and one reinsurance company. Seven life 
insurance companies were selected through simple random sampling, excluding those 
offering both life and non-life insurance policies. The sample firms’ performance is assessed 
using return on asset and market share indicators. Three scale statements were prepared for 
each of the four dimensions to measure human capital management practices in the sample 
firms. Respondents indicated their perceptions using ‘yes,’ ‘no,’ and ‘no idea’ for each item. 
Percentage analysis was conducted to identify whether respondents feel their organization 
effectively maintains human capital through HCM. Employee satisfaction regarding 
organizational human capital management was measured using a five-point Likert scale 
questionnaire. Using a Likert scale questionnaire, the firm’s performance was also evaluated 
based on the perceptual responses from 305 employees holding different functional 
responsibilities. The overall response on human capital is calculated by taking the weighted 
average value of the four components: HR competencies, HR practices, HR system, and HR 
deliverables. 

4. RESULTS 

To assess the state of HCM in the sample organizations, 13 statements covering the 
four dimensions of human capital were presented to the respondents with three response 
options: yes, no, and no idea. The results from Table 1 show that the respondents provided a 
mixed response (cent percent) to all 13 statements, indicating that their organizations maintain 
good human capital management practices. However, this could be due to poor 
communication of the provisions to employees or a lack of awareness regarding the existing 
HCM practices. 

Among the statements, a significant majority of the respondents (56.9%) reported no 
provision for employee participation in suggesting innovative ideas, suggesting a lower level 
of employee involvement in decision-making within Nepali Life Insurance Companies. 
Additionally, 44 percent of the respondents responded negatively to the statement’ company 
maintains an environment of respecting skills, knowledge, and expertise,’ indicating that 
there might be issues with valuing and appreciating employees’ capabilities. 

Similarly, 49 percent of the respondents either believe their organization lacks a unique 
HR system or are uncertain about its existence. Although the majority of the respondents 
stated that their organizations promote innovative ideas from employees, 26.90 percent 
disagreed with this statement. The areas of concern regarding HCM included the need for a 
more transparent performance appraisal system, a stronger commitment to hiring qualified 
employees and providing clear working procedures. These findings indicate the company’s 
urgent need to adjust its existing HCM practices.  
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Table 1 

Organizational Alignment towards Human Capital Management 

Statements 
Yes 
(%) 

No 
(%) 

No idea 
(%) 

Your company searches for the best candidates from various 
sources. 

54.9 16 29.2 

Your company re-advertises the vacancy if there is no perfect 
candidate is found. 

53.5 46.5 0 

Your company provides details of the working procedure to new 
employees. 

57.6 16.7 25.7 

Your company has a transparent performance appraisal system. 60.4 36.1 3.5 

The company promotes employees’ innovative ideas. 73.1 16.1 10.8 

Employees of the company have enough skills to execute the 
strategy. 

55.6 9.7 34.7 

Employees in the organization are the change agents in the 
company. 

54.9 16 29.2 

The company maintains an environment of respecting skills, 
knowledge and competencies. 

55.6 44.4 0 

The HR system of the company integrates personal growth and 
organizational growth. 

52 14 34 

The HR system of the company has differentiated functions. 54.9 16 28.5 

The HR system of the company is unique in the industry. 51 32 17 

Employees use their technical skills fully at their job. 56.3 9.7 34 

Employees support the management initiation for organizational 
benefits. 

62.1 16 21.9 

In general, Nepalese insurance companies do maintain human capital. However, 
they need to focus on selecting human talent and developing employees for higher 
competencies with a transparent appraisal and reward system. To test the sampling 
adequacy, Kaiser Meyer-Olkin (KMO) and Bartlett’s test of sphericity (Field, 2009) are 
presented in Table 2.  

Table 2 
Sample Adequacy Test 

Construct KMO P-value 

HR competencies 0.749 0.000 

HR practices 0.829 0.000 

HR system 0.781 0.000 

HR deliverables 0.813 0.000 
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Significant KMO values (more than 0.50) of all four constructs support the sample 
adequacy of the study. The next step will be examining the construct and discriminant 
validity employing confirmatory factor analysis. Table 3 provides the reliability and 
Average Variance Extracted (AVE) of the measurement model. 

AVEs and CRs fulfil the threshold for no issue of adequate convergence and internal 
consistency (in Table 3), as the threshold limit for AVEs and CRs are at 0.50 and 0.70, as 
suggested by Chin (2010) and Hair et al. (2010). For the validation of the construct, 
structural equation modeling-AMOS was used along with data normality and collinearity 
diagnostic (Table 3).   

The mean (SD) of HR competencies, HR practices, HR system, Employee 
satisfaction, and Firm Performance 3.84(0.53), 3.67(0.82), 3.65(0.55), 3.95(0.51), and 3.99(61) 
respectively (in Table 3). Respondents reported that they agreed with the statements 
regarding the construct of the framework. The data is normal as the skewness and kurtosis 
values lie within ± 2 (Table 3) (George, 2011). The bold diagonal elements are the square 
root of AVEs, and off-diagonal values are the inter-items correlations. As the square root 
of AVEs was larger than the correlation (Fornell & Larcker, 1981; Hair et al., 2010), it 
implies no discriminant validity issues. 
 The significant positive (p<0.01) coefficients of correlation between variables 
support the hypotheses of the study, i.e., human capital components have a significant 
effect on firm performance. Further, the correlation coefficients lower than 0.8 supports the 
argument of an absence of multicollinearity (Jalali, Jaafar & Ramayah, 2014) problem in the 
data. Results support the initial proposition that the higher the components of human 
capital, the higher the firm performance. As suggested by Hair et al. (2014), the model 
describes the issue raised in the study as the model fit indices CMIN/DF(2.12), GIF(0.901), 
TLI(0.921), CFI(0.921), NFI(0.895), and RMSEA(0.046) fulfil the minimum and sufficient 
conditions of model fit.   

Test of Hypotheses  
Structural equation modelling - AMOS was used to test the hypotheses (Table 3 and 

Table 4). Table 3 provides a direct effect of the proposed variables. Standardized coefficient 
(β = 0.25 and p-value < 0.01) in the direct effect of HR competencies provided evidence that 
the effectiveness of employees’ competencies significantly influences the firm performance, 
accepting the hypothesis H2. Likewise, hypotheses H3, H4, H5, and H1 are accepted with 
significant standardized coefficients supporting the argument of components of human 
capital at aggregate and individual levels to determine sustainable firm performance. These 
results suggest organizations invest in optimizing their organization’s human capital.  

Table 4  
Results of Bootstrapping for direct effect 

Path Standardized coefficients SE P-value 
95% CI Hypotheses Decision 

LCI UCI    

HC -> FP 0.25 0.02 0.00 0.42 0.73 2 Accepted 

HP -> FP 0.35 0.03 0.00 0.53 0.86 3 Accepted 

HS -> FP 0.18 0.12 0.00 0.32 0.91 4 Accepted 

HD -> FP 0.32 0.13 0.00 0.61 1.23 5 Accepted 

OHC -> FP 0.52 0.09 0.00 0.51 1.13 1 Accepted  

Note. The table reports coefficient estimates from structural equation modelling for firm performance 

for survey questionnaires of 305 samples. The exogenous variables are HR competencies (HC), HR 
practices (HP), HR system (HS), HR deliverables (HD), and overall human capital (OHC), and the 
endogenous variable is firm performance (FP). 

Source: Calculation, self-survey (2021) 



ISSN: 2091-0460        Management Dynamics, Vol 25, No 2, 2022                   47 

Test of Mediation  
 In order to examine the indirect effect, i.e., the mediation effect of employee 
satisfaction, Sobel and Bootstrapping for the mediation effect was performed (Table 4) in SEM-
AMOS. It was hypothesized (H6) that the higher the employee satisfaction, the higher their 
productivity and performance, contributing to firm performance. The result suggests that the 
indirect effects of employee satisfaction in association with overall human capital are 
statistically significant (β = 0.547 & p-value < 0.00, z = 3.212, CI at 95%, LCI = 0.529, UCI = 
1.132); provided evidence to accept H6.  

Table 5 
Result of Sobel and Bootstrapping for Mediation Effect 

Path Coefficients P-value Z-value 
95% confidence interval 

LL UL 

OHC -> ES -> FM 0.547 0.000 3.212 0.529 1.132 
Note. OHC- Overall human capital, ES – Employee satisfaction, FM – Firm performance 

These results are presented in a comprehensive model predicting job burnout by 
servant leadership in association with coping ability as the mediator (Figure 1).  

 

 

 

 

 

 

 

 

 

 

5. DISCUSSION 

This study examined the direct impact of human capital on firm performance and the 
indirect impact of employee satisfaction in the relationship between human capital and firm 
performance in Nepalese life insurance companies. The result explored that the Nepalese life 
insurance companies are oriented toward human capital management practices though there 
are several issues to address. This study revealed a direct positive impact of human capital 
management on the firm’s performance. Research indicates that effective human capital 
management practices positively impact firm performance, including productivity, 
innovation, employee engagement, customer satisfaction, and financial outcomes. These 
findings highlight the importance of investing in human capital and implementing sound 
HCM strategies to achieve sustainable competitive advantage and organizational success, as 
suggested by (Barney, 1991).  

Human resources management is the key strategy for the firm performance linking 
increased productivity (Huselid, 1995), innovation and creativity (Jiang et al., 2012), employee 
engagement and retention (Crook et al., 2011; Gautam, 2019), adaptability and flexibility 
(Wright et al., 1994) resulting enhancing quality of goods and service for customer satisfaction 
(Batt & Colvin, 2011). It also builds and holds the organizational culture (Schneider et al., 2013) 
for high employee morale and satisfaction. This develops the firms’ reputation and employer 
branding (Cable & Turban, 2001) and the firm’s financial performance (Jiang et al., 2012). The 
findings of this study align with the findings of these studies. Based on the resource-based 
view, different dimensions of human capital are found to be significant predictors of firm 
performance.  

Employee 
satisfaction 

Firm performance Human Capital 
Management 

Figure 1 
Structural Research Framework 

.547 

.52 

.23 
.12 
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HR competencies have a significant impact on improving employees’ performance, 
which in turn contributes to the overall performance of the firm. These competencies consist 
of observable and measurable knowledge, skills, abilities, and personal attributes essential for 
HR professionals’ effectiveness. Such competencies include accountability, adaptability, 
communication, customer focus, quality focus, and leadership ability. For HR professionals, 
key competencies encompass strategic contribution, personal credibility, HR delivery, 
business knowledge, HR technology, and change management (Ulrich et al., 2008). Excelling 
in these competencies plays a crucial role in driving organizational success. 

Notably, HR professionals proficient in strategic planning, analytics, and change 
management are instrumental in achieving strategic objectives and positively influencing firm 
performance (Lawler & Boudreau, 2009). The possession and demonstration of these 
competencies by HR professionals directly correlate with their ability to positively impact the 
organization’s overall performance (Ivancevich & Kleiner, 1999). This study highlights 
investing in developing human resources competencies to increase employee satisfaction and 
firm performance.  

HR practices are essential strategic functions within human resource management that 
are instrumental in acquiring and cultivating competent human resources. These practices 
involve various organizational activities, such as recruitment and selection, HR planning, 
training and development, performance appraisal, reward management, and employee 
relations. The findings of the study stresses firms to align their HR practices with strategic 
goals to achieve higher performance levels (Becker & Gerhart, 1996; Delery & Doty, 1996). The 
adoption of high-performance work practices significantly influences various dimensions of 
firm performance, including financial performance, operational performance, and innovation, 
as suggested by different previous studies (e.g., Combs et al., 2006). Furthermore, good HR 
practices aim to develop human capital, impact financial performance and influence 
employees’ work attitude and commitment reducing their occupational stress (Gautam & 
Gautam, 2022; Huselid, 1995). Organizations that invest in high-performance HR practices 
tend to experience lower employee turnover, higher productivity, and superior financial 
performance. 

This study also highlights the importance of establishing effective HR systems to excel 
the firm performance. Supporting the resource-based view, this study provides evidence that 
firms incorporating supportive HR systems experience employee engagement, development, 
and performance, firms can achieve a competitive advantage and improve their overall 
performance. A well-functioning HR system serves as a valuable tool in optimizing human 
capital and contributing to sustained success for the organization. Design and implementation 
of an effective HR system, which involves alignment, integration, and differentiation, play a 
critical role in influencing a firm’s performance. This study, in line with previous research, 
supports the notion that an effective HR system encompasses various practices and policies 
related to talent acquisition, training, development, performance management, and employee 
engagement. Existing research suggests that well-designed HR systems can substantially 
impact a firm’s performance by reducing turnover and enhancing its competitiveness (Arthur, 
1994). Key elements of high-performance HR systems, such as employee involvement, 
training and development, performance-based compensation, and flexible work 
arrangements, positively influence employees’ performance (Combs et al., 2006). As a result, 
improved employee engagement and performance contribute to the overall performance of 
the firm (Delaney & Huselid, 1996). 

The mindset and behavior of the workforce, in combination with HR deliverables, play 
a pivotal role in shaping employee performance and organizational outcomes. By cultivating 
a growth mindset and implementing effective HR practices, organizations can create a 
positive work environment that encourages employee engagement, innovation, and 
continuous improvement, ultimately leading to higher firm performance and success. This 
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study aligns with previous studies (e.g., Paauwe & Boselie, 2005; Purcell et al., 2003) and 
argues against investing in developing HR deliverables for overall firm performance. Through 
the HR deliverables, firms can foster a growth mindset among their workforce and tend to 
experience improved innovation, risk-taking, and adaptability, leading to a positive influence 
on firm performance supporting the findings of notable research works (e.g., Blackwell et al., 
2007; Bryce et al., 2014; Dweck, 2006). This study also supports the indispensable role of 
employee satisfaction from the investment in different dimensions of human capital 
development to enhance the firm performance. It supports the argument that higher employee 
satisfaction from human capital management leads to higher personal and firm performance.  

6. CONCLUSION 

This study concludes that human capital management is critical and multifaceted in 
influencing firm performance. Effective management of an organization’s workforce, 
encompassing recruitment, training, development, performance appraisal, and employee 
engagement, directly impacts various aspects of organizational success. Further, investing in 
human capital, nurturing employee skills, and fostering a positive work culture positively 
influence firm performance. A well-trained and motivated workforce tends to be more 
productive, innovative, and adaptable to changes in the business environment. Moreover, 
employee engagement and retention are enhanced, reducing turnover and retaining valuable 
talent. 

Investing in human capital management is linked to financial performance and affects 
customer satisfaction, operational efficiency, and overall organizational effectiveness. 
Recognizing the importance of investing in employees, developing their skills, and promoting 
a positive work culture can significantly and positively impact organizational outcomes. 
Therefore, organizations should prioritize human capital management as a strategic 
imperative to optimize firm performance and gain a competitive edge in today’s dynamic 
business landscape. 

7. IMPLICATION OF THE STUDY 

This study contributes to enriching the resource-based view by highlighting the 
significance of human capital as a critical resource that drives firm performance. It can provide 
empirical evidence on how human capital management, including recruitment, training, and 
employee development, influences a firm’s competitive advantage and long-term success. 
Further, this study helps to strengthen the dynamic capabilities view, supporting the 
theoretical alignment that human resources are dynamic, which can be used to adapt to the 
changing business environment and use their overall performance and competitive position. 
In addition, this study contributes to extending strategic HRM models by identifying the key 
drivers and dimensions of human capital management that have the most significant impact 
on firm performance. 

Acknowledgements 
 We acknowledge respondents who voluntarily participated in the survey. We also 
admit sincere gratitude towards anonymous peer reviewers for their sincere comments and 
suggestions. We are thankful to the faculty of management at Tribhuvan University for 
continuous encouragement for research writing and publication.  

Funding  
 There was no funding sponsorship for the research.  

Declaration of Conflict of Interest 
 We declare the absence of a conflict of interest in the publication of the paper.  



ISSN: 2091-0460                        Investing in Human Capital Management for …             50 
 

Data Availability   
Authors designate for non-sharing of data. 

REFERENCES 

Allen, T. D., Herst, D. E., Bruck, C. S., & Sutton, M. (2000). Consequences associated with 
work-to-family conflict: A review and agenda for future research. Journal of Occupational 
Health Psychology, 5(2), 278-308. 

Alnachef, T. H., & Alhajjar, A. A. (2017). Effect of human capital on organizational 
performance: A literature review. International Journal of Science and Research (IJSR), 6(8), 
1174-1178. doi: 10.21275/ART20176151   

Arthur, J. B. (1994). Effects of human resource systems on manufacturing performance and 
turnover. Academy of Management Journal, 37(3), 670-687. 

Bao, M. X., Cheng, X., & Smith, D. (2020). A path analysis investigation of the relationships 
between CEO pay ratios and firm performance mediated by employee satisfaction, 
Advances in Accounting, 48, 100457. doi: 10.1016/j.adiac.2020.100457. 

Barney, J. (1991). Firm resources and sustained competitive advantage. Journal of 
Management, 17, 99–120. 

Batt, R., & Colvin, A. J. (2011). An employment systems approach to turnover: Human 
resources practices, quits, dismissals, and performance. Academy of Management 
Journal, 54(4), 695-717. 

Beatty, R.W., Huselid, M.A., & Schneier, C.E. (2003). New HR metrics: scoring on the 
business scorecard. Organizational Dynamics, 32 (2), 107-121. 

Becker, B., & Gerhart, B. (1996). The impact of human resource management on organizational 
performance: Progress and prospects. Academy of Management Journal, 39(4), 779-801. 

Bhatti, K. K., Rehman, K. U., & Ali, M. (2014). The impact of human resource management on 
organizational performance: A case study of private banks in Pakistan. Advances in 
Economics and Business, 2(1), 29-39. 

Blackwell, L. S., Trzesniewski, K. H., & Dweck, C. S. (2007). Implicit theories of intelligence 
predict achievement across an adolescent transition: A longitudinal study and an 
intervention. Child development, 78(1), 246-263. 

Bontis, N., Keow, W.C.C. & Richardson, S. (2000). Intellectual Capital and Business Performance 
in Malaysian industries, Conference paper presented at the 7th Tun abdul Razak 
international conference, Dec. 1999. 

Bose, S. & Oh, K.B. (2004). Measuring strategic value-drivers for managing intellectual capital. 
The learning Organization, 11(4/5), 347-356. 

Bryce, D., Ring, J., & Ward, W. A. (2014). Mindsets in organizations: Implications for firm 
behavior and performance. Strategic Management Journal, 35(13), 1930-1951. 

Byremo, C. (2015). Human resource management and organizational performance: Does HRM lead 
to improved organizational performance? Thesis in Organisation, Leadership and Work 
Department of Sociology and Human Geography Faculty of Social Sciences, 
University of Oslo.  

Cable, D. M., & Turban, D. B. (2001). Establishing the dimensions, sources, and value of job 
seekers’ employer knowledge during recruitment. Research in Personnel and Human 
Resources Management, 20, 115-163. 

Carmeli, A., & Schauoeck, J. (2005). Leveraging human resource capital with its competitive 
distinctiveness enhances the performance of commercial and public organizations. 
Human Resource Management, 44(4), 391–412. doi: 10.1002/hrm.20081. 

Chang, S. L. (2007). Valuing intellectual capital and firms’ performance modifying valued added 
intellectual coefficient in Taiwan IT industry, Unpublished PhD Thesis. Agene School of 
Business University of Golden Gate USA. 



ISSN: 2091-0460        Management Dynamics, Vol 25, No 2, 2022                   51 

Chang, Y. Y., & Chi, N. W. (2018). Impact of human capital management practices on 
employee job satisfaction: Evidence from Taiwanese semiconductor industry. The 
International Journal of Human Resource Management, 29(1), 175-197. 

Chen, S. H., Hsieh, J. K., & Wu, W. L. (2016). The effects of human capital and compensations 
on job satisfaction and performance: The mediating role of professional commitment. 
Personnel Review, 45(3), 577-593. 

Chin, W. W. (2010). How to write up and report PLS analyses. In Handbook of partial least 
squares (pp. 655-690): Springer. 

Coff, R. & Kryscynski, D. (2011). Drilling for micro-foundations of human capital–based 
competitive advantages. Journal of Management, 37, 1429–1443. 

Combs, J., Liu, Y., Hall, A., & Ketchen, D. J. Jr. (2006). How much do high-performance work 
practices matter? A meta-analysis of their effects on organizational performance. 
Personnel Psychology, 59(3), 501-528. 

Crook, T. R., Todd, S. Y., Combs, J. G., Woehr, D. J., & Ketchen, D. J., Jr. (2011). Does human 
capital matter? A meta-analysis of the relationship between human capital and firm 
performance. Journal of Applied Psychology, 96(3), 443–456. doi.10.1037/a0022147. 

Delaney, J. T., & Huselid, M. A. (1996). The impact of human resource management practices 
on perceptions of organizational performance. Academy of Management Journal, 39(4), 
949-969. 

Delery, J. E., & Doty, D. H. (1996). Modes of theorizing in strategic human resource 
management: tests of universalistic, contingency, and configurational performance 
predictions. Academy of Management Journal, 39(4), 802-835. 

Dweck, C. S. (2006). Mindset: The new psychology of success. Random House. 
Fedyk, A. & Hodson, J. (2022). Trading on talent: Human capital and firm performance. Review 

of Finance, Ahead-of-print, 1-50. doi:10.2139/ssrn.3017559.  
Fornell, C., & Larcker, D. F. (1981  ). Evaluating structural equation models with unobservable 

variables and measurement error. Journal of marketing research, 18(1), 11.  
Fraiha, S. (2011). The impact of human capital and organizational characteristics on the 

business value of information technology. Electronic Thesis and Dissertation Repository. 
321. https://ir.lib.uwo.ca/etd/321. 

Gautam, D.K. & Gautam, P.K. (2022). Occupational stress for employee turnover intention: 
mediation effect of service climate and emotion regulation. Asia-Pacific Journal of Business 
Administration, Vol. ahead-of-print No. ahead-of-print. doi:10.1108/APJBA-02-2021-
0056 

Gautam, P.K. (2019). Comprehensive reward system, employee motivation and turnover intention: 

Evidence from Nepali banking industry. Quest Journal of Management and Social Sciences, 1(2), 

181-191. doi:10.3126/qjmss.v1i2.27418 
Gautam, P.K. (2017). Issues of organizational commitment: Evidence from Nepalese banking 

industry. Management Dynamics, 20(1), 118-129. 
George, D. (2011). SPSS for windows step by step: A simple study guide and reference, 17.0 update, 

10/e: Pearson Education: India. 
Greenhaus, J. H., & Powell, G. N. (2006). When work and family are allies: A theory of work-

family enrichment. Academy of Management Review, 31(1), 72-92. 
Hair, J., Black, W. C., Babin, B. J., & Anderson, R. E. (2014). Multivariate data analysis: Pearson 

new international edition. Essex: Pearson Education Limited, 1(2). 
Hair, J., Black, W., Babin, B., Anderson, R., & Tatham, R. (2010). Multivariate data analysis New 

Jersy: Pearson Education. In: Inc. 
Hall, R. (1992). The strategic analysis of intangible resources. Strategic Management Journal, 

13(2), 135-144.  
Hall, R. (1993). A framework linking intangible resources and capabilities to sustainable 

competitive advantage. Strategic Management Journal, 14(8), 607-618. 



ISSN: 2091-0460                        Investing in Human Capital Management for …             52 
 

Harter, J. K., Schmidt, F. L., & Hayes, T. L. (2002). Business-unit-level relationship between 
employee satisfaction, employee engagement, and business outcomes: a meta-analysis. 
Journal of Applied Psychology, 87(2), 268-279. 

Hematfar, M., Javid, D., & Abadi, H.K.G. (2013). Effects of components of intellectual capital 
on the financial performance of the cement industry accepted at Tehran Stock 
Exchange, with regression and neural network approach. Journal of Applied 
Environmental and Biological Sciences. 3(9), 155-165.  

Hudson, W. (1993). Intellectual capital: How to build it, enhance it, use it. New York: John Wiley 
& Sons. 

Huselid, M. A. (1995). The impact of human resource management practices on turnover, 
productivity, and corporate financial performance. Academy of Management Journal, 38(3), 
635-672. 

Ivancevich, J. M., & Kleiner, B. H. (1999). Human resource competencies: An empirical 
assessment. Human Resource Management, 38(2), 125-144. 

Jalali, A., Jaafar, M., & Ramayah, T. (2014). Entrepreneurial orientation and performance: the 
interaction effect of customer capital. World Journal of Entrepreneurship, Management and 
Sustainable Development, 10(1), 48-68.  

Jiang, K., Lepak, D. P., Hu, J., & Baer, J. C. (2012). How does human resource management 
influence organizational outcomes? A meta-analytic investigation of mediating 
mechanisms. Academy of Management Journal, 55(6), 1264-1294.  

Kelliher, F. & Reinl, L. (2009). A resource-based view of micro firm management practice. 
Journal of Small Business and Enterprise Development, 16, 521–532. 

Khan, E. A., & Quaddus, M. (2018). Dimensions of human capital and firm performance: 
Micro-firm context. IIMB Management Review, 30(3), 229-241. 
doi:10.1016/j.iimb.2018.05.004. 

Kim, S. (2017). The effects of total rewards factors on employees’ affective commitment and 
turnover intentions. The International Journal of Human Resource Management, 28(18), 
2627-2649. 

Kossek, E. E., & Ozeki, C. (1998). Work-family conflict, policies, and the job-life satisfaction 
relationship: A review and directions for organizational behavior-human resources 
research. Journal of Applied Psychology, 83(2), 139-149. 

Lawler, E. E., & Boudreau, J. W. (2009). Achieving strategic excellence: An assessment of human 
resource organizations. Stanford University Press. 

Leonard-Barton, D. (1992). Core capabilities and core rigidities: A paradox in managing new 
product development. Strategic Management Journal, 13, 111–125. 

Lu, L., Kao, S. F., & Siu, O. L. (2010). Work stress, Chinese work values, and work well-being 
in the greater China. Journal of Organizational Behavior, 31(2-3), 491-513. 

Marimuthu, M., Arokiasamy, L. & Maimunah, M. (2009). Human capital development and its 
impact on firm performance: Evidence from developmental economics. The Journal of 
International Social Research, 2(8), 265-272. 

Marr, B. (2004). Management consulting practices on intellectual capital: Editorial and 
introduction to special issue. Journal of intellectual capital, 6(4), 493-496. 

Mayer, K.J., Somaya, D. & Williamson, I.O. (2012). Firm-specific, industry-specific, and 
occupational human capital and the sourcing of knowledge work. Organization Science, 
23(5), 1311-1329. doi:10.1287/orsc.1110.0722 

OECD, (1996). Measuring what people know: Human capital accounting for the knowledge economy, 
Paris: OECD. 

Paauwe, J., & Boselie, P. (2005). HRM and performance: What’s next? Human Resource 
Management Journal, 15(4), 68-83. 

Peltoniemi, M. & Vuori, E. (2005). Competitive intelligence and co-evaluation within an 
organization population. Proceedings of the 6th European Conference on Knowledge 



ISSN: 2091-0460        Management Dynamics, Vol 25, No 2, 2022                   53 

Management, September 8-9. Limerick, Ireland. 
Ployhart, R. E. & Vandenberg, R. J. (2010). Longitudinal research: The theory, design, and 

analysis of change. Journal of Management, 36 (1), 94-120. 
Purcell, J., Kinnie, N., Hutchinson, S., Rayton, B., & Swart, J. (2003). Understanding the people 

and performance link: Unlocking the black box. The British Journal of Management, 14(4), 
31-49. 

Reed, K.K., Lubatkin, M. & Srinivasan, N. (2006). Proposing and testing an intellectual capital- 
based view of the firm. Journal of Management Studies, 43(4), 867-893. 

Saks, A. M. (2006). Antecedents and consequences of employee engagement. Journal of 
Managerial Psychology, 21(7), 600-619. 

Sanchez, R., Heene, A., & Thomas, H. (1996). Introduction: Towards the theory and practice of 
competence-based competition. Oxford: Pergamon Press. 

Scafarto, V., Ricci, F. & Scafarto, F. (2016). Intellectual capital and firm performance in the 
global agribusiness industry: The moderating role of human capital. Journal of Intellectual 
Capital, 17(3), 530-552. doi.10.1108/JIC-11-2015-0096 

Schneider, B., Ehrhart, M. G., & Macey, W. H. (2013). Organizational climate and culture. 
Annual Review of Psychology, 64, 361-388. 

Shrader, R., & Siegel, D. S. (2007). Assessing the relationship between human capital and firm 
performance: Evidence from Technology–Based New Ventures. Entrepreneurship Theory 
and Practice, 31(6), 893–908. doi:10.1111/j.1540-652,0.2007.00206.x 

Stewart, T. A. (2007). Intellectual capital: The wealth of new organizations. Nicholas barely 
publishing. The leadership and organization development Journal, 25(2), 142-160. 

Ulrich, D., Brockbank, W., Johnson, D., Sandholtz, K., & Younger, J. (2008). HR competencies: 
Mastery at the intersection of people and business. Society for Human Resource 
Management (SHRM). 

Wright, P. M., McMahan, G. C., & McWilliams, A. (1994). Human resources and sustained 
competitive advantage: A resource-based perspective. International Journal of Human 
Resource Management, 5(2), 301-326. 

Wright, T. A., & Bonett, D. G. (2007). Job satisfaction and psychological well-being as non-
additive predictors of workplace turnover. Journal of Management, 33(2), 141-160. 

Zingales, L. (2000). In search of new foundations. Journal of Finance, 55(4), 1623–1654. 

 

 


