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ABSTRACT

The digital era has augmented the importance of non-financial information, specifically
Human Resource Disclosure (HRD) in annual reports. Moreover, in line with the global
recognition of human capital (HC) as a valuable intangible resource, it is essential that
HR practices (HRP) of public listed companies be addressed through HRD to ensure
that this value is captured by the market. Accordingly, the main objective of this study
IS to investigate the quality of HRD in Malaysia from 2010 to 2014. Next, the quality
of HRD in the annual reports of 2016 was compared against the actual HRP in these
companies. Additionally, this study tested the association between HRD against HRP
as well as HRP with financial performance. The study also examined the value
relevance of both HRP and HRD on firm value. Finally, this study analysed the
mediation effect of HRD and firms’ financial performance on the association between
HRP and firm value. In order to meet these research objectives, both secondary and
primary data were obtained through two methods: content analysis of annual reports
and a questionnaire survey. Specifically, the analysis on the trend of quality of HRD
was based on 1,175 firm-years’ data. The measures of association between HRP, HRD,
financial performance and firm value were based on data from 93 companies. This
research employed Institutional Theory, Resource Based View Theory (RBV) and
semi-strong form of Efficient Market Hypothesis (EMH) to develop the hypotheses.
Overall, the findings reveal that there is an increasing trend of HRD quality from 2010
to 2014. However the significant increase is only between 2012 and 2013. Interestingly,
companies are underreporting their HRD in their annual reports, despite its positive
association with HRP. Nevertheless, quality of HRD, as well as HRP, have significant
positive effects on firm value. However, the association between HRP and firms’
financial performance is not statistically significant in this study. Additionally, HRD
mediates the association between HRP and firm value, but not financial performance.
This study provides empirical support for Institutional theory’s coercive isomorphism,
through its findings on quality of HRD. More importantly, the finding from HRP on
firm value is in line with RBV theory, as HR and HC are considered resources to the
companies. Finally, the mediating role of HRD in HRP and firm value relationship is
consistent with the semi-strong form of EMH. The findings of this study are useful to
regulators and the companies as it reveals that although regulation has resulted in an
increase in quality of HRD, considerable improvement is still needed. HRD should be
communicated in companies’ annual reports, because this information has been found
to be value relevant to market participants. Nevertheless, it should be reassuring for
stakeholders to know that despite the low level of HRD quality discovered in Malaysian
companies, most of these companies have implemented effective HRP.
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CHAPTER ONE

INTRODUCTION

1.1 INTRODUCTION

Today’s era of digitalisation has augmented the value of information. Based on the
proposition that information has value, companies have been encouraged to disclose
their non-financial information in addition to financial information. Non-financial
information that could be of interest to stakeholders, hence value relevant, is human
resource disclosure (HRD). This is because HRD should be reflective of key resources
in a company, which is its human capital (HC) along with its effective human resource
practices (HRP). Hence, HRD would be a means for good companies to signal about
their essential resource, i.e. HC to the market.

In a developing country like Malaysia, even with computerization and
automation, there is still considerable reliance on the workforce. A skilled workforce
would be an advantage to any company. In the accounting literature, the term that is
used for a skilled workforce is HC (Abhayawansa and Guthrie, 2004). Good HRP would
be able to motivate the company’s workforce to cultivate HC, thus create value for the
firm. However, HRP is difficult to quantify, and investors, shareholders as well as other
stakeholders would not be aware of the good practices within the company unless the
company relays information about its good practices to the market through HRD. HRD
is critical as such information helps shareholders predict the future value of companies

(GIFT, 2018; Gamerschlag, 2013; Lin, Huang, Du and Lin, 2012; Micah et al. 2012).



Traditionally, during the industrial era, businesses focused on tangible assets
when defining the “wealth” of the company. A company’s objective was generally
limited to reducing expenses in order to increase profitability, which is essentially
translated into financial performance of the company. However, global business
competition in this post-industrial era has changed the landscape of the business
economy. The rapid growth of information technology during the emergence of
knowledge-based industries at the end of the twentieth century, as well as currently in
the digital era, has created a shift in which the business world has become dependent
upon internal resources, which includes HC, as a new source of competitive advantage.
Realising this, companies have developed more HC through good HRP, hence should
signal these good practices to the market through HRD in their annual reports.

In 2013, the International Integrated Reporting Council (IIRC) has also
suggested on the same issue that, in the long term, HC is one of the key value drivers
of companies. This is consistent with a more recent finding by the Global Intangible
Finance Tracker (GIFT) in October 2018, which provided statistics that on average 52%
of a company’s market value consists of intangible assets, of which HC is an essential
element. Thus, the HR and HC related information mentioned through HRD in the
annual reports would enable relevant stakeholders to make informed decisions,
particularly investors who want to estimate a company’s firm value.

As HC is essential to a company’s success, the government of Malaysia has
taken the initiative to address the issue by promoting the development of HC. In fact,
initiatives to develop HC have begun since the 1960s! through the Malaysia Plan (MP)

and the related HC policy continues to be emphasised today. For example, in the 11"

! Refer to Chapter 2 for details 2.3.2



Malaysia Plan that covered the period from 2016 to 2020, the focus is placed on
accelerating the HC development, especially towards knowledge-intensive activities.
This objective is also in line with the 10" Malaysia Plan (10MP), which spanned the
period between 2011 and 20152 Amongst others, 10MP aimed to generate and equip a
more skilled workforce that can meet Malaysia’s target of becoming a high-income
economy. Accordingly, in order to realize this goal, Malaysian companies, particularly
those in the private sector, are expected to support the implementation of the 10MP by
focusing on HR programmes that generate HC, which in turn creates firm value that

will eventually boost the nation’s wealth.

1.2 BACKGROUND OF THE STUDY
Literally, HC is a subset of HR. In its simplest form, HC means the knowledge intensity
of an employee, which may include the employee’s expertise, relevant job experience,
motivations and commitment (Huselid, 1995; Branco and Rodrigues, 2006; Collier and
Esteban, 2007; Abhayawansa and Abeysekera, 2008). HR, on the other hand, is a more
general term for common or typical nature of workforce that encompasses the normal
attribute of a person (Schlutz, 1972) 2. Therefore, in general, HC is the productive
component of HR, which brings benefits to the entity that possesses it.

As mentioned before, HC is nurtured from effective HRP. In the management
literature, this is termed as ‘human resource management’ (HRM) (Abhayawansa and
Abeysekera, 2008; Branco and Rodrigues, 2009). Nevertheless, since this study is an

accounting research, the terms HC and HRP are used as this study does not include the

2 10MP was tabled by Dato’ Seri Najib Tun Abdul Razak on June, 10, 2010 in the Dewan Rakyat.

3 Details will be explained in Chapter 2.



management perspective. In relevant literature, prior studies have revealed that HRP
(Delery and Doty, 1996; Collins and Clark, 2003; Wright, Gardner and Moynihan,
2003)* and HC (Riley, Michael, and Mahoney, 2017; Coff and Raffiee, 2015; Coff and
Kryscynski, 2011; Crook, Todd, Combs and Woehr and Ketchen, 2011) promote better
financial performance. This could be due to the fact that the HC of each company is
distinct, hence could provide the business with a competitive advantage over
competitors (Wright, McMahan and McWilliam, 1994), consequently creating firm
value (Branco and Rodrigues, 2006; Abhayawansa and  Abeysekera, 2008;
Gamerschlag, 2013; GRI, 2018). As HC may be value relevant (Lin et al., 2012), this
should be relayed to the market through HRD (Gamerschlag, 2013; Lajili and Zeghal,
2006).

The next section discusses the problems specifically in relation to the context of

the study.

1.3 PROBLEM STATEMENT

In the Malaysian context, although Bursa Malaysia requires more disclosure, including
non-financial information, an often overlooked aspect is HRD. Thus far, HRD has been
studied as part of a larger component, i.e. Corporate Social Responsibility (CSR)
disclosure (Tsang, 1998; Nik Ahmad and Sulaiman, 2004; Thomson and Zarina, 2004;
Kuasirikun and Sherer, 2004). Otherwise, a subset of HRD, specifically human capital
disclosure (HCD), has been studied as part of Intellectual capital disclosure literature

(Abdolmohammadi, 2005; Ousama, Fatima and Hafiz, 2011; Haji, 2016). Hence, HRD

4 Details of prior literature in Chapter 2



has not been given specific attention in previous studies. This may be considered a
crucial neglect as employees (HC) is still a fundamental resource for a developing
country like Malaysia.

As mentioned before, it is HC and not HR that is the value-creating resource in
the company; however, as HC is difficult to measure, HRP could be used to indicate the
potential HC in the company. Nevertheless, HRP is generally privy to only
management. Consequently, the stakeholders and the market would not be aware of the
valuable resource of HC in the company unless it is publicly disclosed. In fact, since
Malaysia is a developing country, its capital market is likely to be a semi-strong form
of Efficient Market Hypothesis (EMH). Based on this form of EMH, only publicly
available information would be valued by the capital market. Hence, if there is
insufficient HRD, it is possible that the Malaysian companies would be undervalued by
the market.

Therefore, based on the above, HRD should be reflective of HRP in the
companies, as the latter could be an indication of their HC capabilities. However,
although Bursa Malaysia has required CSR disclosure, the specific disclosure about HR
has been left to the discretion of each company. Consequently, companies may be
underreporting their HRP or even exaggerating them in their annual reports. Based on
the semi-strong of EMH, an inaccurate representation of companies’ HRP in their HRD
could lead to misevaluation of a company’s value by the market.

Nevertheless, this misevaluation of firm value would only occur if the semi-
strong form of EMH actually applies to the context of Malaysia’s capital market and if
HRD is actually value relevant. However, due to the dearth of studies on HRD in

Malaysia, and specifically lack of empirical evidence on HRD and firm value, the value



relevance of HRD remains a conundrum. Hence, this study attempts to resolve the
matter of whether HRD is value relevant.

Moving on to the aspect of financial performance, although prior studies found
HRP to be associated with financial performance, these studies used perception-based
variables to proxy for companies’ financial performance or they were carried out in
developed countries. In the context of developing countries such as Malaysia,
companies may find HRP to be costly, thus having a negative effect on their
profitability. The lack of Malaysian literature on whether HRP is a determinant of
financial performance using actual performance measures of these companies warrants
an investigation.

In addition to financial performance, HRP could also have an effect on firm
value. However, prior literature states that the association between HRP and firm value
is considered ““a black box™ as there seems to be a missing mediating variable in this
relationship. In accounting, there is a possibility of two variables that could mediate this
association, which is financial performance and HRD. Based on the Resource-Based
View (RBV) theory, HC and HRP are valuable internal resources that enhance financial
performance, and this financial performance could be captured by the market. On the
other hand, based on the semi-strong form of EMH, it is HRD that reflects HRP, and
this disclosure is the one that could be relevant to the market participants. This “black
box” needs to be made transparent, particularly in the context of listed companies in
Malaysia.

Based on the above discussion, this study hopes to address these issues as stated

in the following objectives.



1.4 RESEARCH OBJECTIVES AND QUESTIONS OF THE STUDY

Firstly, this study aims to investigate the quality of HRD in Malaysia from 2010 to 2014.

The first research question is developed below:

Has HRD in annual reports improved from 2010 to 2014?

This longitudinal study provides an indication of the possible influence of
the 10MP, implemented in 2011. Data was collected from annual reports
via a developed HRD index. Then, the trend of HRD was analysed using
paired sample T-test to determine if the HRD had increased significantly

over the consecutive years.

Secondly, the study aims to investigate actual HRP in the disclosing companies

selected in the first objective. Hence, the second research question is as follows:

What is the level of actual HRP undertaken by Malaysian public listed
companies (PLCs)?
The data was collected via a survey. This is a crucial step because it enables

the researcher to further investigate the actual HRP in sample companies.

In the third objective, the association between HRD and HRP is analysed. The

third research question is as follows:

Is there an association between the HR information reported by PLCs (i.e.,
HRD) and their actual HRP?

This analysis may provide some critical insights into whether HRD is
accurately reflective of HRP. In order to compare HRD against HRP, HRP
measures obtained through questionnaires were compared with HRD in the
annual reports of the respective companies. Paired sample T-test was used
to compare HRD with the actual HRP. Moreover, a regression was run to

determine the association between HRP and HRD.



