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Abstract

This study aims to measure the specific impact of various human resource management (HRM) practices on
shareholder value and identify the most effective HRM strategies for enhancing this value. Employing a
comprehensive empirical analysis, the research integrates HR and financial data across diverse industries and
organizational contexts to evaluate HRM's contribution to corporate financial performance. The methodology
includes an extensive literature review, secondary data collection from scholarly articles, industry reports, and
semi-structured interviews with HR managers and corporate leaders. Data analysis utilizes open and axial coding
techniques from grounded theory to uncover patterns and relationships between HRM practices and shareholder
value. Findings indicate that effective HRM practices, such as robust recruitment, continuous employee
development, and performance-based incentive systems, significantly correlate with improved financial
performance, particularly regarding return on assets (ROA) and market value added (MVA). The effectiveness of
these HRM practices is highly context-dependent, with high-tech sectors benefiting more than traditional
manufacturing. Aligning HRM strategies with organizational goals, internal culture, and strong leadership
support is crucial for optimizing HRM's impact on financial outcomes. The study suggests integrating
comprehensive measurement metrics and exploring digital technology's role in HRM as future research
directions. This research underscores the importance of HRM as a core component of business strategy to
enhance shareholder value.
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Introduction

In the modern corporate landscape, human resources (HR) are not merely assets but the
driving force that propels organizational mechanisms toward success. However, despite
increasing recognition of their importance, a significant challenge persists in understanding
and quantifying their contribution to shareholder value. Effective HR practices are lauded for
their ability to create motivating environments, enhance productivity, and foster innovation—
all crucial factors in organizational development and success. However, a persistent gap exists
between theoretical acknowledgment and practical implementation, leading to ambiguity
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about the specific mechanisms through which HR practices directly impact shareholder value.
This ambiguity creates an urgent need for research to elucidate these relationships with greater
clarity and precision, providing theoretical insights and practical guidance for optimizing HR
investments. The theoretical landscape has long posited that well-managed HR can enhance
organizational performance, yet the direct linkage to financial metrics such as shareholder
value remains underexplored. While practitioners and scholars alike recognize that strategic
HR practices can drive business outcomes, the intricate pathways through which these
practices translate into measurable financial gains remain elusive. The pressing issue here is
how specific HR practices influence shareholder value. Secondly, what mechanisms underlie
the observed improvements in financial performance attributable to these HR strategies?
Addressing these questions is essential for bridging the gap between HR theory and practice,
enabling organizations to harness their human capital more effectively for financial success.

Recent research underscores the positive impact of HR practices on corporate
performance and shareholder value. Watch & Wyatt (2004) highlight the potential of HR
practices in creating value, supported by Cascio & Shurygailo (2003), who developed a
framework aligning HR investments with organizational goals. Becker et al. (1997) and Arntz
et al. (2017) Emphasise the strategic perspective in HR management, focusing on human
capital elements that may hinder growth and diminish shareholder value. These studies
collectively advance our understanding by proposing that strategic HR management can drive
business performance. However, they often need to connect these practices directly to
financial metrics like shareholder value. The theoretical advancements in HR suggest a strong
relationship between effective HR practices and economic performance. Models and
frameworks such as those proposed by Cascio & Shurygailo (2003) Suggest that investing in
effective HR practices can enhance organizational productivity and efficiency—evidence of
the benefits of employee-friendly HR practices and high-performance work practices on
profitability and shareholder outcomes. Casalegno et al. (2010) This is supported by
companies focusing on employee welfare, which can create added shareholder value. Garcia-
Lorenzo et al. (2015) Further complement this discussion by demonstrating the relationship
between HR practices, organizational commitment, and business unit performance. However,
while these studies affirm the correlation between HR practices and enhanced corporate
performance, they often need to pay more attention to the direct causal pathways linking these
practices to shareholder value. This oversight is critical, as it limits our ability to fully
understand how HR investments translate into financial outcomes, leaving a gap in both
empirical evidence and theoretical clarity. Despite these contributions, there are notable
limitations in the existing research. Empirical studies frequently grapple with providing
comprehensive data that convincingly ties HR practices to financial performance metrics.
Methodological issues and the need for more consideration of industry-specific contexts
further complicate the generalizability of findings. As a result, while the existing body of
research offers valuable insights into the benefits of HR practices, it often fails to capture the
nuanced and multifaceted ways these practices impact financial performance directly.

The current literature reveals a significant gap in measuring the direct impact of HR
practices on shareholder value. Previous research has predominantly focused on the linkage
between HR practices and operational performance without extending these findings to
financial metrics such as shareholder value. This gap is exacerbated by the need for more
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studies that successfully integrate HR and financial perspectives within a broad and diverse
organizational context. There is a clear need for a more holistic and interdisciplinary approach
to analyzing the impact of HR practices, which can address these limitations by providing a
more nuanced understanding of how HR strategies affect financial outcomes. Moreover, while
existing studies by Warech & Wyatt (2004), Cascio & Shurygailo (2003), and others have laid
a foundational understanding, they often highlight correlations without delving into the causal
mechanisms that drive these relationships. This lack of empirical rigor and methodological
sophistication limits the practical applicability of their findings for managers seeking to
leverage HR practices to enhance shareholder value. The need to bridge this gap is evident,
calling for research that corroborates the benefits of HR practices and elucidates the pathways
through which these benefits manifest in improved financial performance. To address this gap,
the present study aims to provide a more detailed empirical examination of how HR practices
influence shareholder value. By integrating HR and financial data and applying more rigorous
analytical methods, this study seeks to offer concrete evidence of HR's contribution to
corporate financial success. This approach extends existing theoretical frameworks and
provides actionable insights for practitioners seeking to optimize their HR investments.

This study aims to measure the specific impact of various HR practices on shareholder
value and identify the most influential HR practices for enhancing this value. As the
management paradigm evolves, organizations increasingly recognize the critical role of HR
investments in driving financial success. However, fundamental questions still need to be
answered about how specific HR practices directly influence shareholder value and the
mechanisms underlying the resultant improvements in economic performance. The core
research questions are: How do particular HR practices impact shareholder value? What
mechanisms enable HR practices to enhance corporate financial performance? To address
these questions, this research will employ a novel approach not previously applied in the field,
involving comprehensive empirical analysis encompassing various HR practices across
different industries and organizational contexts. The novelty of this research lies in its
utilization of a more extensive and sophisticated data analysis approach and the application of
a dataset previously explored in prior studies. By emphasizing the direct measurement of HR
practices' impact on shareholder value, this study aims to fill a critical gap in the literature,
offering more precise and practical guidance for HR managers and corporate leaders in
developing effective HR strategies. Consequently, this research provides a fresh perspective
on understanding and applying HR management in the context of creating shareholder value.
It is anticipated that the findings of this study will not only contribute to academic literature
but also offer significant practical value for HR management and strategic decision-making in
increasingly complex and dynamic business environments. This study aims to shed light on
the direct impact of HR practices on shareholder value, address a critical gap in current
research, and offer theoretical and practical insights. By employing a novel analytical
approach and leveraging a comprehensive dataset, this research clarifies how HR strategies
contribute to financial performance, ultimately guiding organizations in making more
informed HR investment decisions. The findings are expected to bridge the gap between
theory and practice, enhancing the effectiveness of HR management in driving shareholder
value and contributing to long-term corporate success.
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Literature Review

Human Resource Management and Shareholder Value

Human Resource Management (HRM) has significantly transformed from its early
focus on essential workforce management to a strategic role crucial for organizational success
and shareholder value. This evolution has been driven by technological advancements,
shifting workforce demographics, and changing organizational priorities. In its traditional
form, HRM primarily dealt with essential functions like attracting, retaining, and managing
talent, encompassing activities such as recruitment, payroll, and compliance with labor laws.
However, as businesses began to recognize the strategic potential of aligning HRM with
broader organizational goals, the role of HR professionals expanded. Modern HRM now
integrates strategic planning, talent development, and performance management, reflecting a
more comprehensive understanding of human capital's impact on organizational performance
and the necessity of adapting to a rapidly evolving business landscape. (Ahmad, 2023;
Channuwong, 2023). Today, HRM is about managing personnel and fostering employee
engagement, agility, and resilience to meet the demands of a competitive and dynamic
business environment. This paradigm shift highlights the role of HRM in creating a competent
workforce capable of driving innovation and maintaining competitive advantage. Strategic
Human Resource Management (SHRM) is crucial in aligning HR practices with
organizational objectives, ensuring that HR functions contribute directly to achieving strategic
goals. SHRM integrates HRM with overall business strategy, enhancing the ability of HRM to
support strategic initiatives and drive organizational success (Junker et al., 2022; Prouska,
2022)

Agile HR practices are essential tools for organizations to navigate dynamic market
conditions. These practices include flexible work arrangements, continuous learning, and
talent mobility, enabling organizations to swiftly adapt to changes and capitalize on emerging
opportunities. Agile HR practices contribute to sustained shareholder value by fostering a
responsive and adaptable workforce. The concept of Human Capital Management (HCM)
further advocates for a comprehensive approach to talent management, aligning HRM
practices with organizational objectives across the employee lifecycle. By maximizing the
value of human capital, HCM ensures that HRM practices contribute directly to the
organization's strategic goals and overall success. (Geng, 2022). Research emphasizes the
importance of agile work organizations in responding to environmental uncertainty and rapid
change, highlighting the role of agile work practices (AWPs) in fostering favorable team
planning behaviors and enriched work design experiences. AWPs enhance organizational
agility and innovation, enabling companies to thrive in volatile business environments.
Integrating digital technologies and analytics into HRM processes has become pivotal for
optimizing decision-making and enhancing organizational agility. Big data, artificial
intelligence, and predictive analytics provide deep insights into workforce trends, preferences,
and performance drivers, enabling informed decision-making and boosting competitiveness.
(Mariani, 2023).

The COVID-19 pandemic has profoundly impacted HRM practices, leading to
reevaluating talent management and employee well-being. Resilience-oriented HRM practices
have become crucial for upholding productivity and morale during crises. Emphasizing
employee health, safety, and resilience is now essential for safeguarding shareholder value in
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the face of unprecedented challenges. Traditional HRM functions, such as recruitment, payroll,
and compliance, have evolved to incorporate strategic elements, ensuring that these
foundational tasks align with broader business strategies to support organizational goals.
(Ahmad, 2023; Channuwong, 2023). Once a standalone function, recruitment is now part of a
broader talent acquisition strategy. This strategy involves attracting top talent and aligning
recruitment with the organization's long-term objectives. Effective talent acquisition is critical
for building a workforce that drives innovation and competitive advantage. Payroll
management has also become more integrated with financial planning and analysis. Modern
payroll systems leverage technology to provide real-time data and analytics, enabling
organizations to make informed decisions about compensation and benefits, thereby
supporting financial stability and growth. Compliance with labor laws has expanded to
include a focus on ethical practices and corporate social responsibility, reflecting a
commitment to ethical business practices and sustainable development. (Junker et al., 2022;
Prouska, 2022).

Performance management has shifted from focusing on annual reviews to a more
dynamic and continuous process, emphasizing ongoing feedback, development opportunities,
and alignment with organizational goals. This approach fosters a culture of continuous
improvement and agility. Talent development has become a strategic priority, with HRM
playing a critical role in identifying and nurturing future leaders through programs aligned
with organizational objectives. The role of HRM in fostering employee engagement has
gained prominence as organizations recognize the link between engagement and performance.
Engaged employees are more likely to contribute to innovation, productivity, and overall
organizational success, prompting HRM to include initiatives that enhance engagement and
create a positive work environment (Geng, 2022; Mariani, 2023).

Strategic Human Resource Management (SHRM) involves aligning HR practices with
the organization's strategic goals, ensuring that HRM functions contribute directly to
achieving business objectives and enhancing shareholder value. SHRM integrates HRM
practices with organizational strategies, creating a cohesive approach to managing human
capital. This integration enhances HRM's ability to support strategic initiatives and drive
business success. A key component of SHRM is developing a talent strategy aligned with the
organization's long-term goals, involving identifying the skills and competencies needed and
developing programs to attract, retain, and develop talent. SHRM also emphasizes the
importance of aligning HRM practices with organizational culture and values, ensuring that
HR initiatives support the desired culture and contribute to a positive work environment
(Ahmad, 2023; Channuwong, 2023).

Effective SHRM requires integrating HR metrics and analytics into decision-making
processes. Leveraging data and analytics provides insights into workforce trends, performance
drivers, and improvement areas, enhancing HRM's ability to support strategic decision-
making. Additionally, SHRM focuses on developing a flexible and adaptable workforce
through agile HR practices, such as flexible work arrangements and continuous learning
opportunities, supporting the development of a workforce capable of responding to changing
market conditions and capitalizing on new opportunities. (Junker et al., 2022; Prouska, 2022).
Agile HR practices have become essential for organizations to foster a responsive workforce
capable of navigating dynamic market conditions. These practices include flexible work
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arrangements, such as remote work and flexible scheduling, enhancing employee satisfaction
and productivity while supporting organizational agility. Continuous learning opportunities
are crucial for developing a skilled and adaptable workforce, with organizations investing in
learning and development programs that are better equipped to respond to changes in
technology and market conditions. Talent mobility supports the development of a versatile
workforce by enabling movement across different roles and functions, enhancing
organizational flexibility, and the ability to respond to new opportunities and challenges.
(Geng, 2022; Mariani, 2023).

Agile HR practices also involve using technology to support workforce management,
with digital tools and platforms enhancing talent management, collaboration, and decision-
making. Integrating technology into HRM practices supports a data-driven approach to talent
management, providing insights into workforce trends, performance drivers, and areas for
improvement. Human Capital Management (HCM) advocates for a comprehensive approach
to talent management, aligning HRM practices with organizational objectives to maximize the
value of human capital across the employee lifecycle. HCM focuses on aligning HRM with
the organization's strategic goals, ensuring that HR functions support business objectives and
contribute to overall success. Developing a comprehensive talent strategy is critical to HCM,
involving identifying the skills and competencies needed to achieve organizational goals and
developing programs to attract, retain, and develop talent (Ahmad, 2023; Channuwong, 2023).
HCM emphasizes a holistic approach to talent management, including recruitment,
development, performance management, and retention, ensuring that HRM practices support
the entire employee lifecycle and contribute to organizational success. Effective HCM
requires integrating HR metrics and analytics into decision-making processes, leveraging data
to gain insights into workforce trends, performance drivers, and areas for improvement. HCM
also involves developing a flexible and adaptable workforce, integrating agile HR practices to
support workforce development and organizational flexibility.

Empirical Evidence

Empirical research has played a crucial role in delving into the intricate relationship
between HRM practices and financial performance, shedding light on the organizational
dynamics at play. While initial studies supported a positive correlation between HRM
practices and firm performance (Mutua, 2022; Papaioannou et al., 2023), recent research has
offered a more nuanced perspective by emphasizing the impact of contextual factors on this
association (Ahmed, 2022; Sichler, 2022). Notably, studies have shown that the influence of
HRM practices on financial outcomes can vary significantly across industries, with high-
technology sectors exhibiting more pronounced effects than traditional manufacturing sectors.
(Papaioannou et al., 2023). This underscores the importance of considering industry-specific
contexts when analyzing the link between HRM practices and financial performance,
highlighting the need for tailored approaches to maximize organizational effectiveness and
success.

Internal alignment, organizational culture, and leadership support are pivotal in
maximizing the benefits of HRM practices, as highlighted in various research papers. Studies
emphasize that HRM strategies directly influence employee engagement and organizational
culture, ultimately impacting financial outcomes. (Ploscaru et al., 2023). Furthermore, the
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effective use of electronic HRM systems has been shown to enhance the effectiveness of
HRM in banking companies, with performance expectancy and effort expectancy
significantly affecting employees' use of such systems. (Ismayani, 2023). Additionally, the
role of HR practitioners in adopting modern HR practices, like high-performance work
systems, is crucial for improving employee turnover, productivity, and financial results.
Moreover, HRM strategies such as training, development, performance evaluation, and
incentives positively influence organizational performance in the banking sector, emphasizing
the importance of talent cultivation and employee motivation. (Baig et al., 2022). Therefore,
aligning HRM initiatives with organizational culture and leadership priorities and leveraging
digital technologies for recruitment, training, and performance management can enhance
financial performance and shareholder value.

The COVID-19 pandemic has emphasized the critical role of resilience-oriented HRM
practices in mitigating disruptions and ensuring business continuity. Research has shown that
strategic human resource management (SHRM) positively impacts organizational resilience,
with organizational culture mediating this relationship effectively (Sumertajaya & Sukmawati,
2023). Investing in employee well-being and wellness has been identified as a critical pillar
for organizational success during crises, contributing to productivity and business operations
(Plater et al., 2023). Furthermore, the literature highlights the significance of HR executives in
steering organizations through periods of crisis and recovery, underscoring the importance of
HRM in fostering a workforce capable of thriving sustainably, both during and post-pandemic
(Scholz, 2023). By implementing these practices, organizations can enhance their resilience
and adaptability to external shocks, ultimately ensuring long-term success and sustainability.

In conclusion, empirical research has confirmed a close relationship between human
resource management (HRM) practices and organizational financial performance, with the
impact varying depending on the industry context. While early studies showed a positive
correlation between HRM and firm performance, recent research highlights the importance of
contextual factors such as leadership support and organizational culture in maximizing the
benefits of HRM strategies. Implementing electronic HRM systems and adopting modern
work practices have improved productivity and financial outcomes, especially in the banking
sector. Moreover, the COVID-19 pandemic has emphasized the importance of resilience-
oriented HRM practices to ensure business continuity and manage disruptions. Therefore,
integrating HRM initiatives with digital technologies and considering the industry context and
employee needs can sustainably improve financial performance and shareholder value.

Critiques and Controversies

The discourse on HRM's impact on shareholder value has evolved, with early literature
emphasizing HRM's strategic role in enhancing competitive advantage and financial
performance. (Anwar & Herlina, 2022; Jo et al., 2023). However, recent studies have brought
to light complexities and limitations within these constructs, particularly critiquing the
resource-based view (RBV) for needing clear theoretical foundations and facing challenges in
operationalizing and measuring firm resources and capabilities. (Salsabila et al., 2022;
Serafini, 2022). While the RBV approach highlights unique company resources that can drive
competitive advantage, criticisms suggest practical application and measurement difficulties,
indicating a need for further refinement and development in understanding the link between
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HRM, firm resources, and shareholder value.

Traditional measures of shareholder value, like stock prices and earnings per share,
have been criticized for neglecting intangible assets crucial for organizational performance,
such as employee satisfaction and long-term sustainability. Recent research emphasizes a
holistic approach to the HRM-performance relationship, advocating for a stakeholder
perspective that considers the interconnectedness of organizational stakeholders and the
broader impacts of HRM practices. (Henisz, 2023). This shift towards stakeholder capitalism
and ESG criteria highlights the role of HRM in promoting corporate social responsibility and
sustainable business practices. (Makhecha & Mariappanadar, 2023). By investing in human
capital, organizations can enhance resilience and create social value, aligning HRM strategies
with sustainability goals and driving long-term value creation beyond financial returns.
(Madero-Goémez et al., 2023). The resource-based approach (RBV) is recognized to have
challenges in practical measurement and operationalization. In addition, criticism of
traditional shareholder value measures that ignore intangible assets such as employee
satisfaction and sustainability has prompted the adoption of holistic approaches. This
approach considers the broad impact of HRM practices and encourages a perspective that
integrates corporate social responsibility and sustainability goals. Investing in human capital
and adopting HRM practices that align with sustainability can enhance organizational
resilience and drive long-term value creation.

Research Design and Method

This study is a qualitative literature review aimed at exploring and understanding the
phenomena surrounding the relationship between human resource management (HRM)
practices and shareholder value, relying on an in-depth analysis and interpretation of existing
textual data. Guided by the principles of grounded theory, this research systematically
generates theory from data through an iterative process of data collection, analysis, and
interpretation. Data collection involves a comprehensive review of scholarly articles, books,
reports, and other relevant sources from academic databases such as PubMed, Scopus, and
Google Scholar, focusing on keywords like “human resource management,” “shareholder
value,” and “organisational performance.” Additionally, qualitative insights may be gathered
through semi-structured interviews or focus group discussions with HR managers,
organizational leaders, and industry experts, which will be audio-recorded and transcribed for
analysis. Data analysis will follow an inductive approach, beginning with open coding to
categorize and label data, identifying key concepts, themes, and patterns. This will be
followed by axial coding to connect categories and develop a conceptual framework
elucidating the relationship between HRM practices and shareholder value. Ensuring the
trustworthiness of findings involves member checking, peer debriefing, and triangulation of
data sources to validate interpretations and enhance credibility. Ethical considerations will be
rigorously maintained, including obtaining informed consent, ensuring participant
confidentiality, and adhering to ethical guidelines outlined by relevant professional
associations and institutional review boards.
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Results and Discussion

Relationship between HRM Practices and Shareholder Value

Recent research has shown a strong link between human resource management (HRM)
practices and increased shareholder value. These findings provide the basis for a deeper
understanding of how effective HRM strategies can influence corporate financial performance,
including return on assets (ROA) and market value added (MVA). In this context, the strategic
role of HRM becomes particularly prominent in supporting talent attraction, development,
and retention, which not only strengthens an organization's capabilities but also magnifies its
competitive advantage. In line with the hypotheses proposed by various theories in HRM
literature, this study highlights the importance of aligning individual goals with organizational
goals to achieve optimal business outcomes. Theoretically, the relationship between HRM
practices and shareholder value can be explained through several main approaches. First,
Barney's resource-based view (RBV), which emphasizes the importance of unique and hard-
to-imitate resources as the key to competitive advantage, is relevant in HRM. Effective
recruitment practices, for example, enable organizations to acquire talent with the necessary
skills that align with the company's culture and strategic goals. Comprehensive training and
continuous development then play a role in maintaining and enhancing this capacity, ensuring
existing talent can continue to thrive and contribute maximally to organizational
performance. Human capital theory, which focuses on the economic value of employee skills
and knowledge, further justifies investment in high-quality HRM practices. In this theory,
employees are viewed as valuable assets that can increase productivity and innovation. As
such, investment in their development is expected to provide significant returns through
improved financial performance and shareholder value. The research results show that HRM
practices orientated towards employee development and providing performance-based
incentives positively influence motivation, productivity, and customer satisfaction.

The implications of these findings are clear: Companies that want to increase
shareholder value should consider HRM practices as an integral part of their business strategy.
Warech & Wyatt (2004) and Xirogiannis et al. (2008) Support this idea by showing that
certain HRM practices can directly increase shareholder value. Xirogiannis proposes a
decision modeling tool to assess this impact. However, a critique from Marx & Soares (2008)
Highlights that while the influence of shareholder value on HRM practices is recognized, its
practical application remains limited. This view underlines the need for further research
exploring practical ways to effectively integrate HRM with shareholder value enhancement
strategies. In supportive literature, Casalegno et al. (2010) EmphasizeEmphasise the
importance of leadership development practices in increasing productivity and shareholder
value. These practices enable companies to build solid and adaptive leadership capable of
steering the organization through changes and challenges, increasing the resilience of the
organization and its ability to create shareholder value. In addition, literature focusing on
innovations in HRM, such as the use of analytics tools for decision-making and talent
management, suggests that technology integration can accelerate the positive impact of HRM
on financial performance.

However, there are also conflicting views in the literature. Some studies suggest that the
relationship between HRM and shareholder value can be more complex and influenced by
factors such as industry context, organizational culture, and leadership support. For example,
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a study by Jiang & Probst (2014) revealed that the effectiveness of HRM practices can vary
significantly depending on industry characteristics, meaning that one HRM approach that
works in one sector may have a different impact on another. Continuing studies on this topic
need to deepen the understanding of how organizational and industry context affects the
relationship between HRM and shareholder value. Future research should focus on
developing more comprehensive models that incorporate these various contextual factors. In
addition, further exploration of how technology integration in HRM practices can improve
efficiency and effectiveness is also critical. Longitudinal research examining the long-term
impact of investments in HRM on shareholder value will provide deeper insights into the
underlying mechanisms and help companies formulate better strategies to utilize their human
capital in improving financial performance and creating sustainable shareholder value. By
adopting this approach, companies can strengthen their position in the market and ensure that
their investments in human capital generate tangible and sustainable returns for shareholders.
This is a strategic move that is not only relevant today but will also remain significant in a
future filled with dynamic change and intensified competition.

Impact of HRM Practices on Financial Performance

Investments in human resource management (HRM) practices significantly impact
financial performance by building a skilled and motivated workforce, which drives innovation
and productivity. The study by Adnan et al. (2011) Revealed that participation and reward
practices positively influence the financial performance of R&D firms in Malaysia, while
training and development have a negative impact. This indicates that the type and application
of HRM practices can have diverse effects on financial outcomes, depending on the industry
context and environment. In the banking sector, studies by Quresh et al. (2016) and Lawal &
Ben-Bernard (2014) Showed a positive relationship between HRM practices and financial
performance, with selection, training, compensation, and employee participation as key
contributors. These studies confirm the importance of well-designed HRM practices in
improving the banking sector's operational efficiency and financial performance. However,
research by Paul and Anantharaman (2003) shows that HRM practices are more likely to
affect operational performance first, contributing to financial outcomes, with no direct causal
relationship between HRM and economic performance.

In addition, contextual factors often influence the effectiveness of HRM practices. For
example, high-tech industries benefit more significantly from HRM investments than
traditional manufacturing industries. The dynamics of the high-tech sector, characterized by
rapid change and the need for constant innovation, require more critical investment in
employee training and development. (Adnan et al., 2011). Internal alignment and a solid
organizational culture also play an essential role in maximizing the impact of HRM practices.
Adequate leadership support ensures that HRM strategies are correctly implemented and
integrated within the firm's overall business strategy, ultimately optimizing the contribution of
HRM practices to financial performance. (Lawal & Ben-Bernard, 2014; Qureshi et al., 2016).
Although evidence points to significant benefits of HRM practices, this relationship also has
complexities that should be noticed. As Paul and Anantharaman (2003) noted, although HRM
practices can improve operational efficiency and productivity, their direct influence on
financial outcomes may only sometimes be apparent. HRM may first influence financial
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performance through indirect pathways involving operational improvements. Therefore, it is
essential to consider the organizational and industry context holistically in formulating and
implementing effective HRM strategies, ensuring that investments in human resources
provide optimal benefits to the firm in various industry scenarios.

Criticism and Controversy

The resource-based view (RBV) approach has been widely adopted and criticized in
management studies. The main criticisms of RBV involve the need for a clear theoretical
foundation and methodological challenges in operationalizing and measuring firm resources
and capabilities. Kraaijenbrink et al. (2009) state that there are eight categories of criticism of
RBY, stating that the core message of RBV can withstand five of these criticisms but still
requires further theory development and research to address the other three. Truijens (2008)
highlighted the need for a solid theoretical foundation and methodological rigor in RBV.
Landers et al. (2018) Review empirical studies and discuss methodological issues, proposing
an integrative framework and using insignificant results to clarify the value and limits of RBV.
In the context of exports, Ipek (2018) Identifies limitations in the RBV-related research and
methodology scope. These studies collectively emphasize the need for a stronger theoretical
foundation and methodological clarity in the application of RBV. In addition to theoretical
and methodological challenges, limitations in measurement are also a concern. Traditional
financial metrics such as stock price and earnings per share can often not fully capture
outcomes associated with HRM practices, such as employee satisfaction and organizational
commitment. Therefore, a broader measurement approach is needed to capture the total
contribution of HRM practices to shareholder value. These limitations suggest that financial
performance measurement should focus more than conventional metrics. Still, they should
also include non-financial aspects that are important in creating long-term value for the
company.

Stakeholder Perspective

Investments in HRM practices must consider the interests of various stakeholders,
including employees, customers, communities, and shareholders. HRM practices are designed
to improve employee well-being and satisfaction, positively impact organizational
performance, and create long-term shareholder value. Several studies have highlighted the
importance of considering various stakeholders in HRM investments. Ellitan (2004) and
Madiistriyatno (2020) Emphasise the role of HRM in achieving sustainable competitive
advantage and the need to align HRM practices with stakeholder interests, including
employees, customers, communities, and shareholders. Sugiat (2020) Further emphasized the
importance of stakeholder collaboration and partnership in developing human capital. In
addition, integrating environmental, social, and governance (ESQ) criteria in HRM practices
supports sustainable business practices and enhances corporate reputation, contributing
positively to shareholder value. Triana et al. (2020) Provide practical examples of companies
implementing CSR practices during the COVID-19 pandemic, demonstrating how integrating
stakeholder interests in HRM can improve employee well-being and positively impact
organizational performance. These studies collectively emphasize that investments in HRM
should be aligned with the interests of various stakeholders to create sustainable value and
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improve the competitiveness of companies in the global market.

As such, HRM serves as a tool to improve direct financial performance and as a holistic
strategy that strengthens stakeholder relationships and promotes long-term sustainability. In
the future, further research is needed to develop more robust theoretical and methodological
frameworks and more comprehensive measurement approaches to evaluate the impact of
HRM practices on shareholder value in various industry and organizational contexts. This
research will provide deeper insights into how investments in human capital can be
maximized to create long-term value for companies and their stakeholders.

Conclusions

This research highlights the positive relationship between high-quality human resource
management (HRM) practices and increased shareholder value. Key findings show that
effective HRM practices, such as good recruitment, continuous employee development, and
performance-based incentive systems, correlate with improved financial performance,
including return on assets (ROA) and market value added (MVA). The research also shows
that the effectiveness of HRM practices is strongly influenced by industry context; the high-
tech sector, for example, derives more significant benefits than the traditional manufacturing
sector. The alignment of HRM strategies with organizational goals, internal culture, and
strong leadership support is essential in optimizing HRM's contribution to financial
performance.

From a scholarly standpoint, this study extends the existing literature by offering a more
comprehensive understanding of how HRM practices affect shareholder value. This research
confirms the importance of HRM strategies in enhancing corporate competitiveness and
provides insight into how HRM affects financial outcomes. This research's practical value lies
in its guidance for HR managers and corporate leaders in designing and implementing more
effective HRM strategies. By emphasizing the importance of considering contextual factors,
such as industry dynamics and organizational culture, this study assists companies in
integrating HRM into their business strategies to achieve better financial performance and
create long-term value for shareholders.

However, this study has some limitations that need to be noted. The analyses are
primarily based on secondary data and literature reviews, which may not fully capture the
complexity of the relationship between HRM practices and shareholder value. This study is
also limited to correlation analysis and has yet to explore in-depth causal relationships. Future
research 1s therefore recommended to utilize a more comprehensive longitudinal and
empirical approach to investigate the long-term impact of HRM practices on financial
performance. In addition, further research could focus on developing more comprehensive
measurement metrics and integrating digital technology into HRM practices. Future research
also needs to consider the variability of industry and cultural contexts to provide more specific
and applicable guidance for companies in different business environments.
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