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ABSTRACT KEYWORDS
This study examined the relationship between Human Capital | Human capital reporting.
Reporting and Stock Market Performance of Quoted | Market capitalization.

Pharmaceutical Companies in Nigeria for a period of 10 years | pparmaceutical.
(2012-2021). Purposive sampling technique was used to collect
secondary data for the study from Annual Reports and Accounts
of Seven (7) quoted Pharmaceutical companies in the Nigerian
Exchange Group (NGX). Ordinary least square and multiple linear
regression statistical tools were used to analyze the data with the aid
of E-view version 10. The proxies for the independent variable;
Human Capital Reporting are; reporting salaries and wages of
employees, reporting retirement benefit cost, reporting other
employee cost, while market capitalization for the dependent
variable Stock Market Performance. The stationarity test shows that
the variables are stationary at first difference. The co-integration
test proved the presence of a long run relationship. The granger
causality test proved no causality between the variables and in
testing the hypotheses the independent variables; Reporting salaries
and wages of employees, Reporting retirement benefit cost and
reporting other employee cost, were statistically significant at 5%
level of significance. The study revealed that human capital
reporting have positive and statistically significant relationship
with the dependent variables; Market capitalization (EPS), The
study therefore recommends that adequate reporting and suitable
remuneration/ compensation plans should be devised to encourage
the acquisition, motivation and retention of valuable, unique,
inimitable and well organized human assets who have the greatest
potential to drive the performance of pharmaceutical firms in the
stock market.
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Introduction

Human resources are viewed as vital assets of an organization considering their significance in
contributing to organizational performance, market competitiveness and long-term sustainability. In the
increasingly globalized human society, there is increased competition among firms and this accentuates
the need for firms to strategically develop lasting competitive advantage. This is further re-affirmed by
the fact that global economies are gradually moving from being industry based to knowledge based and
this shift to a knowledge based economy has elevated human resources to an elevated plain since
humans are the subject for knowledge creation and advancement (Collinge & Staines, 2009).
Human resource entails an individual who possesses skills, talents, knowledge, time, and knowledge
with which he adds value to an organization (Osibanjo & Adeniji, 2012).

The importance of human resources emphasizes the increased popularization of human resource
management in several organizations. The organizational acts that are targeted towards providing for
and coordinating the human resources of a firm is what human resource management entails (Bakator,
Petrovic, Boric, & Dalic, 2019). The pertinence of human resource management has become essential
to effectively harness the human resource of a firm and this is guided by four major models: encouraging
employees to demonstrate a high level of commitment to assigned organizational tasks, ensuring that
only quality employees that could offer quality services are employed to enhance the production of
quality goods and services, ensuring employee flexibility to effectively embrace organizational
changes, and integrating organizational goals into the key policies of a firm to enhance its perceptibility
among employees (Osibanjo & Adeniji, 2012). The objective of this paper is to determine the
relationship between Human capital reporting and Market capitalization of Pharmaceutical firms in
Nigeria.

Theoretical Framework

The fact that companies do not disclose all information about their human capital show that insider
information probably exist which means there is a change that the Nigeria Exchange Group is not
completely efficient. This is in line with the adaptive market hypothesis which suggests that humans
are not completely rational in their behavior and do not always choose the most optimal investment
decisions, which changes the conditions on the market. If the market conditions on the Nigeria
Exchange Group (NGX) points at information asymmetry and the adaptive market hypothesis, it means
that it is possible to identify and find empirically evidence for a pattern that says that prices on stock
are partly affected by the human capital in the company, which makes it possible for rational investors
to gain abnormal return and outperform the market, for instance by utilizing such pattern as an
investment strategy. From the shareholder perspective, voluntary human resource disclosures are based
on the agency and signaling theories.

Agency theory

The agency theory of corporate governance was put forward by Alchian and Demsetz (1972) and Jensen
and Meckling (1976). They argued that firms can be regarded as a nexus for a set of contracting
relationships among individuals, whereas classical economics regards firms as single-product entities
with the purpose of maximizing profit. Learmount (2004) suggests that firms can be explained as
contracts that are repeatedly negotiated by different individuals wishing to maximize their own profit.
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Agency theory explains the behaviour of a firm from the perspectives of various contracts between
different parties. Shareholders who contribute funds for a firm to operate are not regarded as the owners
of the firms; they are the risk takers of the firm.

Signaling theory

Signaling theory explains how signals management success or failure is communicated to the owner.
Signal theory related to information asymmetry. The positive thing in signaling theory is where
companies that provide good information will set them apart with companies that do not have “good
news” by informing the market about their condition, a signal of good future performance the future
provided by companies whose past financial performance is not good will not be trusted by the market
(Wolk and Tearney in Dwiyanti, 2010).

Signaling theory is one of the pillar theories in understanding financial management. In general, the
signal is interpreted as a signal made by the company (manager) to outside parties (investors). These
signals can take the form of various forms, both those that can be directly observed, or which must be
studied more deeply to be able to find out. Regardless of the form or type of signals issued, they are all
intended to imply something in the hope that the market or external parties will make a change in the
valuation of the company.

Human capital Accounting

Human capital or Human Resources Accounting (HRA) was introduced in the accounting literature in
the 1960s (Flamholtz, 1985), though support for the idea of accounting for human resource values can
be found before this period (Sackmann, Flamholtz & Bullen, 1989; Grojer & Johanson, 1996).
Hermanson (1964) published his pioneer work concerning the valuation of human assets, and the term
“human resource accounting” was used for the first time by Brummet, Flamholtz and Pyle in 1968.
From this period, numerous articles have been published in this area. The American Accounting
Association’s Committee (1973) on Human Resource Accounting defined HRA as “the process of
identifying and measuring data about human resources and communicating this information to
interested parties”. It provides information about human resource costs and values, serves to facilitate
decision-making, and motivates decision-makers to adopt a human resource perspective (Sackmann et
al.,1989). Grojer and Johanson (1996) express the management orientation of HRA even more clearly
in the assertion that HRA concerns the management of human resources.

Market capitalization and IC disclosure

Research on the influence of disclosure and corporate value has received considerable attention among
academia and some notable practitioners in recent times. The signaling theory explains the relationship
since it assumed the information contents of IC would change the opinion of the market participants
regarding the present as well as the future performance of the business organizations (Gamerschlag,
2013; Ousama, Fatima, & Hafiz, 2011; Sang & Taylor, 2014; Vafaei, Taylor, & Ahmed, 2011).
Recently, Sang and Taylor (2014) examined IC value relevance and its components in the share price
of 160 companies listed in the Australian capital market within five years. Data collected from the
sampled firm was analyzed using fixed-effects (FEs) Panel regression analysis. The study finds that IC
(structural capital and human) and the sampled companies' share prices are significantly related. Also,
Gamerschlag (2013) investigates the impact of human capital disclosure on the corporate value of the
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130 largest quoted German companies from 2005 to 2009 using content analysis. The study utilizes a
disclosure index to estimate HCD. It employs share price and equity return as proxies for market value.
Also, it introduces year and industry dummies as control variables. The study surrogates HCD by four
items, which include: HCRTOT refers to the amount of human capital disclosed, HCRQC refers to the
quantity of "qualification/competence” information disclosed, HCRMC refers to the quantity of
"motivation/commitment” information disclosed, while HCRPS refers to the quantity of “personnel”
issues (the number of keywords available in the report analyzed) disclosure.

Hypotheses Development

Hermanson et al., (1992), argue that the present accounting systems have failed to recognize humans
as assets with the resultant effect of workforce downsizing with the main objective of increasing short-
term profits which may be dangerous in the long run and for the general economic welfare of
organizations. Despite the uncertainty in the professional and academic mainstream, human capital
accounting still occupies a place of accounting thought (Thompson, 1999) and therefore there is the
need to broaden the scope of existing knowledge in this area.

Human capital is now an important factor for a national economic growth in the modern economy.
Intellectual capital assets has become an important resource for performance due to change from
manufacturing-based economy to a knowledge-based economy (Firer and Williams, 2003; Orens et al.,
2009). The stock market is an example of knowledge-based enterprise or sector.

Because financial statements exclude valuable assets there has been an increasing gap between market
value and book value in companies (Chen et al., 2005). According to Chen et al., (2005), market-to-
book values in US companies has increased from slightly above 1 to over 5 between the years 1977 to
2001. This gap is widening in the pharmaceutical companies in Nigeria. More than 90% of corporate
market value is missing in financial statements. From the foregoing, the following hypotheses were
formulated.

HO:1: There is no significant relationship between reporting of salaries and wages and market
capitalization of pharmaceutical firms in Nigeria

HO:2: There is no significant relationship between reporting of retirement benefit cost and market
capitalization of pharmaceutical firms in Nigeria.

HOs: There is no significant relationship between reporting of other employees cost and market
capitalization of pharmaceutical firms in Nigeria.

Methodology

To investigate human capital reporting and its impact on the market value of the company, a purposive
sampling method were employed to collect data from seven (7) Pharmaceutical companies listed on
the Nigeria Exchange Group (NGX). (Independent) variables examined were salaries and wages,
retirement benefit cost, other employees cost and its relationship to the (dependent) variable, market
capitalization of the company.

Annual reports and all required data for seven companies in the Nigeria Exchange Group were utilized
from 2012 - 2021.

This work used the ordinary least square, multiple regression analysis on E-view 10 to determine the
relationship between the independent variables and the dependent variables.
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Model Specification
Using dependent variables; Market Capitalization and three independent variables; reporting salaries
and wages of employees, reporting retirement benefit cost, reporting other employee cost, a model was
formulated thus; Model specification showing the functional relationship is expressed as follows:
EPS=[(RSWE, RRBC,ROEC)........ccetiiiiiiiiiiiiiiiiannnn, 1
Expanding the functional relationship in mathematical terms:

EPS =Ro + BIRSWE + RB,RRBC+ R3ROEC .................. 2

Adding error terms to the econometric form:

EPS =3, + B:RSWE + B:RRBC+ RB3ROEC + p............... 3
Where:

EPS = Earnings per share

RSWE = Reporting Salaries and Wages of Employees
RRBC = Reporting Retirement Benefit Cost

ROEC-= Reporting other Employees Cost

B0 = Intercept

B1-3 = Coefficient of the independent variables

H = Error Term

Results and Discussions

Regression Test

Ordinary Least Square was employed to measure the relationship between Human Capital Reporting
and Stock Market Performance of Quoted Pharmaceutical Companies in Nigeria. The results obtained
are presented in the tables below.

Table 1: EPS = 3o + B1RSWE + R2RRBC+ 33ROEC +

Dependent Variable: EPS

Method: Least Squares

Date: 04/29/23 Time: 21:53

Sample: 170

Included observations: 67

Variable Coefficient Std. Error t-Statistic Prob.

RSWE 48.700008 69.900008 0.695793 0.0051
RRBC 13.500007 40.800008 3.299422 0.0038
ROEC 30.000008 27.100008 1.126045 0.0075

R-squared 0.327216  Mean dependent var ~ 8.558636
Adjusted R-squared 0.466923  S.D. dependent var 5.081559
S.E. of regression  6.154610 Akaike info criterion  6.598404
Sum squared resid  719.7053 Schwarz criterion 6.747182
Log likelihood  -69.58244 Hannan-Quinn criter.  6.633451
Durbin-Watson stat 1.226672
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Source: Extracts from E-view print out Version 10 and author’s compilation

R Coefficient

The result shows that the coefficient of RSWE, RRBC and ROEC all have a positive relationship with
EPS to the extent that a percentage increase or a unit change in RSWE, RRBC, ROEC, RTA and RTL
will result to a 49%, 14%, 30%, increase in EPS of the seven Quoted Pharmaceutical Companies in
Nigeria for the period under investigation.

Coefficient of Determination (R?)

This shows the value of changes in the dependent variables attributable to changes in the explanatory
variables. R? is the ratio that explains the variation in the model. From the result, 33% and 47% of the
total variable of EPS can be explained by the independent variables; RSWE, RRBC and ROEC in a
multiple relationship. The remaining the 67 and 53 of the total variation were not fully included in the
model but have been taken care of by the error term.

The variable representing human capital is the most interesting result from the multiple regression
analysis. The results from this study show that there is empirical support between human capital and
market capitalization. The result shows that the coefficient of RSWE, RRBC and ROEC all have a
positive relationship with EPS (proxy for market capitalization) to the extent that a percentage increase
or a unit change in RSWE, RRBC, ROEC, RTA and RTL result to a 49%, 14%, 30%, increase in EPS
of the seven Quoted Pharmaceutical Companies in Nigeria for the period under investigation.

The Pooled OLS regression was conducted to examine the influence of major determinants of human
capital reporting on market capitalization of listed pharmaceutical companies in Nigeria. Each
econometric methodology was used to estimate the pooled OLS for the individual firms and then
collectively.

Looking at the results of this study the null hypotheses of HO;, HO> and HOs, are rejected and the
alternative hypotheses are accepted. It means that the study provides empirical evidence for a statistical
significant relationship between reporting human capital costs and stock market performance.. The
coefficient for RSWE, RRBC, and ROEC are 48.7, 13.5 and 30.0 which shows that the human capital
is positively connected to market capitalization . It implies that an increase in human capital tends to
lead to an increase in stock market performance, and a decrease in human capital tends to provide a
decreased in stock market value. This result corroborates the findings of other studies that human capital
reporting has a positive effect on market capitalization. That is, the difference between the market and
book values can be attributed to human resources, which agrees with the study of Husin et al. (2011).
This is also in line with Zambrano et al. (2018) who sought to analyze the impact of investing in
intangible resources, specifically training, and advertising, on the market value of companies. The study
revealed that both the investments in training and advertising separately have a positive relationship
with the ratio of book value/market value of firms in the coming year.

The cumulative benefits derived from training are added in the form of larger total assets in the long
term, and this is seen by investors as an indication of future growth. Investors tend to invest in the shares
of companies that have an increase in market value of shares. Again, the contribution of Wang and
Chang (2005) and Chen et al. (2005) provide a support for our results. According to them, the human
capital is the basis for the intellectual capital as well as the value creation. They opined that the
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knowledge, the skills and the experiences of the employees improve managerial strategies and make
creation to strengthen the relationships with customers.

Conclusion

In accordance with the research findings of the study, we can therefore conclude that Human Capital
Reporting has a relationship with the market capitalization of Pharmaceutical Companies in Nigeria.
From the analysis carried out, reporting salaries and wages of employees, reporting retirement benefit
cost, reporting other employee cost were significant in explaining the Stock Market Performance of
Pharmaceutical Companies in Nigeria.

Recommendations

1. Adequate reporting and suitable remuneration/ compensation plans should be devised to encourage
the acquisition, motivation and retention of valuable, unique, inimitable and well organized human
assets who have the greatest potential to drive performance of pharmaceutical firms in the stock
market.

2. Despite complexities reportedly associated with the application of human capital reporting in the
financial reporting environment, the International Accounting Standards Board as a global standard-
setter should build on and devise means to improve on the already existing platforms of standards
like 1AS 38 (Intangible Assets) so that new standards which directly and adequately address HC
issues in the Financial Reporting setting can come to the fore.

Contribution to knowledge

This study contributes to the existing body of knowledge as follows:

Reporting salaries and wages of employees, Reporting retirement benefit cost and reporting other
employee cost, enhances market capitalization of pharmaceutical companies in Nigeria.
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