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1. How to define 
human capital ?



Human capital definitions

The knowledge, skills, competencies 

and attributes embodied in 

individuals that facilitate the creation 

of personal, social and economic 

well-being (OECD, 2007).

Human capital should be perceived as a dynamic 

rather than a fixed concept. It is not defined solely 

through formal education and skilling but can be 

enhanced over time growing through use and 

depreciating through lack of use (WEF, 2017).

Human capital is often seen as a foundation of competitive advantage in the modern economy. 
The contest among employers to attract and retain talented workers occurs in a world where 
competition is driving widespread change (Michaels et al. 2001).



Human capital 

definitions

Human capital covers the individual’s capabilities and 
knowledge, skills and experience of employees and 
managers. These elements are essential for the task at 
hand. Human capital also reflects the capacity to extend the 
reservoir of knowledge, skills, and experience through 
individual learning (IIRC, 2013).



In recent times there has been a visible shift towards recognition that intangible resources, more so than tangible resources, drive value; therefore, they 
should be treated as competitive intangible assets (IIRC, 2013).
It is worth emphasizing that human capital embodies competencies, capabilities and talent (IIRC, 2013). Competencies refer to tacit and implicit 
knowledge and attitudes, including skills acquired through childhood education, formal education, and job training. Enhancing human capital through 
education and training is central to a flourishing economy. Capabilities reflect a sum of expertise and capacity, i.e. ability to carry out an organizational 
activity. Talent is a natural aptitude, an inner quality that emerges effortlessly.



Natural capital definition 

in SME context

Human capital definition

in SME context

Human capital covers 

competencies, capabilities, 

and talent of the staff 

employed in SMEs. It may 

reflect employees’ ability to 

understand and implement 

an organizational strategy, 

and motivation for 

improving processes, 

goods and services, 

including employees’ 

willingness to be a part of 

the processes that 

contribute to value 

creation.



Human capital & the age of change: Constantin Gurdgiev at TEDxDublin

Constantin Gurdgiev explains what is human capital and how human capital flows affects the expected set of competences (mosaic of skills)

https://www.youtube.com/watch?v=y1sueM_jhSk


2. What are the 
examples of 
human
capital?



Human 

resources  
Competencies

Work 

conditions

• managers 

• employees

• freelance contractors

• trainees

• technical and managerial 

skills

• creative thinking

• performance or customer 

orientation

• occupational safety and 

health

• employee wellness

• strong ethical culture

• organizational behaviours

Human capital - examples



Human capital and its drivers

HUMAN 

CAPITAL

physical and 

mental 

health

wellness

education 

and 

experience

motivation

working skills

personal 

development 

and growth



3. How to 
measure human
capital?



Stocks of value

Flows of value

• FTE employment

• number of freelance 

contractors

• number of trainees

• professional certificates 
obtained by employees

• number of job 
promotions

• retirement rate

Human capital - measurement



Lagging 

indicators

Leading 

indicators

• employment structure (experience, 

education, gender, age)

• employee turnover rate

• absenteeism rate (maternity leave, 

health, accidents)

• work accident rate

• zero-accident’ period

• overtime rate

• training time per employee

• training costs per employee

• employee satisfaction rate

• retention of trainees

Human capital – Key Performance Indicators



Human capital measures
NUMBER Year (t-2) Year (t-1) Year (t)

Average training hours per employee, including:

• Women/Men

• Managers/Non-managers

Accident rate (Total Recordable Rate)

Company Social Benefits Fund, including:

• Employees

• Former employees

• Family members

Employees by type of contract and gender:

• Open-ended contract (Women/Man)

• Fixed-term contract (Women/Man)

• Probationary period contract (Women/Man)

• Temporary substitution (Women/Man)

New hires by age and gender:

• Age (< 30 / 30-50 / >50)

• Gender (Women/Men)



Human capital measures
[%] Year (t-2) Year (t-1) Year (t)

Employees covered by collective bargaining agreements, including:

• National companies / Foreign companies

Trade unions – trade union membership

Workforce by type of job

• White-collar staff / Blue-collar staff

Workforce by education

• Tertiary / Vocational / Secondary / Primary

Employment by gender

• Women/Man

Employee turnover [%]*

• Age (< 30 / 30-50 / >50)

• Gender (Woman/Man)

Hires rate [%] **

Employee engagement and satisfaction survey

• Job satisfaction rate

• Employee engagement rate

* Employee turnover is calculated as the number of employees leaving a group over a given year divided by the total number of employees in the group.

** Hires rate represents the number of new hires as a percentage of the total employment.



4. What are the 
relations 
between human
capital and other 
capitals?
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Positive relations between the human capital and other capitals 



Please connect description below with the arrows on the slide (arrows are numbered). When a student clicks on the arrow 
with a number then they can see the relation described.
1) With financial capital, SMEs may finance recruiting of actions and paying to employees.
2) Human capital is often supported by private financing and unpaid service, thus not using financial resources of SMEs. 
3) SMEs’ employees may involve in ecological projects for the benefits of natural capital.
4) Natural capital may create pleasant working conditions for SMEs’ employees.
5) The establishment, building and maintenance of facilities requires human capital. 
6) Manufactured capital increases the productivity of employees in SMEs.
7) Sharing knowledge and experience involves employees in SMEs and contributes to human capital development. 
8) Increased effectiveness of intellectual tasks requires commitment of high-quality human capital.
9) Implementation of community projects requires involvement of well cooperating employees in SMEs.
10)Training programmes implemented in SMEs enable social relations to be built between employees, which contributes to 

the strengthening of human capital.
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Negative relations between the human capital and other capitals 



Please connect description below with the arrows on the slide (arrows are numbered). When a student clicks on the arrow 
with a number then they can see the relation described.
1) The desire to maintain high financial returns in SMEs favours looking for cheap labour force. 
2) The upward pressure on increasing remuneration by employees may contribute to lower profits for SMEs and lower 

financial capital.
3) Humans may be deprived of natural heritage due to overexploitation of ecosystems.
4) There may be a reduction of workplaces in the heavy industry. 
5) Pressure from workers in SMEs to restructure work facilities may change their ways of action and lower manufactured 

capital needs.
6) Replacing manual labour with automation carries the risk of increased unemployment and the emergence of insecurity 

among workers. 
7) Pressure from employees to increase wages in a situation of market scarcity can lead to a shift of resources from R&D to 

staff salaries in order to maintain adequate employment levels in SMEs. 
8) An increase in intellectual capital in SMEs leads to a reduced requirements for low-skilled workers and a reallocation of 

resources from salaries to R&D activities.
9) The pressure of trade unions on stakeholders can result in disrupted relationships, broken contracts, customers leaving, lack 

of funds for operations. 
10)Public pressure on company executives influences strategic decisions that may be detrimental to the organisation. 



5. How does 
human capital 
affect other 
capitals (potential 
trade-offs)?



Human capital affect other capitals - potential trade-offs

Instead of reducing human capital, SMEs can invest in 

manufactured capital and decrease high-labor costs through 

automation and robotics. 

In this way, the financial capital is depleted, but manufactured 

capital grows, and human capital can be still sustained and 

developed to operate on new equipment more effectively. 

SMEs reducing workforce may negatively impact social 

and relationship capital. However, achieving cost-saving 

targets will benefit financial capital. 

On the other hand, SMEs offering high quality training 

for their employees supports intellectual capital.  

 

 

Financial capital

Social & 
relationship capital

Intellectual capital

Human capital

  

 

Financial capital

Manufactured 
capital

Human capital



6. How do 
companies present 
their human
capital in the 
integrated 
reports?



Human capital in Volvo Group

Source: Volvo Group, Annual and Sustainability Report 2020

The Volvo Group is one of the world’s leading manufacturers of trucks, buses, construction equipment and marine and industrial engines.



Structure of 
employment in 

the Group in 
2019



7. Test yourself 

what you have 

learnt about 

human capital



Q1. Which is a definition of human

capital in SME context?

A. A medium of exchange that releases its value 

through conversion into other forms of capital.

B. Competencies, capabilities, and talent of the 

employees and their ability to understand and 

implement an organizational strategy, and 

motivation for improving processes, goods and 

services.

C. All the renewable and non-renewable 

resources which create value for a company as 

an input to the production of goods or the 

provision of services. 

D. Knowledge-based capabilities of a company 

that provide a competitive advantage, such as 

patents, copyrights, software.
B is the correct answer 
A is an incorrect answer because that is financial capital
C is an incorrect answer because that is natural capital
D is an incorrect answer because that is intellectual capital



Q2. Key performance indicators 

reflecting the human capital are (…)

A. training time per employee 

B. market share

C. downtime periods

D. retention of trainees

A and D are the correct answers
B is an incorrect answer because that is KPI in financial capital
C is an incorrect answer because that is KPI in manufactured capital



Q3. Measures of flows of value in the 

human capital are (…)

A. equipment purchased, leased and 

modernized

B. new loans, grants, equity obtained

C. interests and dividends paid

D. number of job promotions and retirement 

rate

D is the correct answer 
A is an incorrect answer because these are measures of flows of value in the manufactured capital
B is an incorrect answer because these are measures of flows of value in the financial capital
C is an incorrect answer because these are measures of flows of value in the financial capital



Q4. What are the measures of 

outputs related to human capital?

A. average training hours per employee

B. volume of carbon dioxide (CO2)

C. work accident rate

D. crude oil throughput

A and C are the correct answers
B is an incorrect answer because that is a measure of output in natural capital
D is an incorrect answer because that is a measure of output in manufactured capital



Q5. Indicate the examples of 

competencies possessed by people that 

demonstrate the value of human capital.

A. job satisfaction

B. critical thinking

C. creativity

D. strong ethical culture

B and C are the correct answers
A is an incorrect answer because that is an example of attitude to work
D is an incorrect answer because that is an example of work conditions



Q6. TRUE OR FALSE QUESTION

There are characteristic elements 

of human capital, which include

talent, competencies and 

capabilities embodied in 

individuals that facilitate the 

creation of personal, social and 

economic well-being. 
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