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ABSTRACT

This thesis examines how the harmonisation of human capital information
disclosure in the corporate annual reports of stock exchange listed organisations
may facilitate foreign investments into a developing country. Harmonisation is a
process for developing a set of standards, practices and frameworks for reporting
that are aligned with the aim of increasing compatibility of such disclosure
frameworks, whilst maintaining some form of flexibility. The need to undertake
this study has been motivated by the minimal and fragmented disclosure of human
capital information in corporate annual reports. Such limited and uneven reporting
creates asymmetric information problems with foreign investors. As such, this
thesis seeks to understand how the harmonised disclosure of human capital
information could assist in reducing information asymmetry problems faced by

foreign investors as they make investment decisions into a developing country.

Influenced by the interpretive paradigm, the study followed the qualitative approach
to research where the basic interpretive qualitative research design has been
employed. Data was collected in two phases. The first phase of the study made a
comparison of the human capital information voluntarily disclosed in the corporate
annual reports of selected Zimbabwean Stock Exchange listed organisations in the
service sector, and the information required by foreign investors investing into that
sector. This was done to understand if there were any information gaps between
the providers and users of corporate information. Document analysis of 14
corporate annual reports drawn from organisations in the service sector of
Zimbabwe’s banking, insurance, tourism and hospitality and telecommunications
industries was done using a pre-defined human capital disclosure checklist.
Document analysis was done to understand the disclosure practices of the
organisations. The same human capital disclosure checklist used on document
analysis was also sent to 15 foreign investors into these sectors, to infer their human
capital information requirements. Comparisons of findings from the two sources

were made to establish whether there were information disparities. The findings



from this first phase of the study informed some of the questions posed in the second
phase of the study.

The second phase of the thesis reports the results of a qualitative study from
interviews. This phase was aimed at understanding if the harmonised disclosure of
human capital information in corporate annual reports could facilitate foreign
investments through the reduction of information asymmetry problems.
Specifically, the interviews were meant to ascertain if the harmonisation of human
capital information disclosure could facilitate signalling and screening as a way to
reduce information asymmetry problems with foreign investors. The perceptions of
both preparers and users of corporate information were sought from the
participating organisations and foreign investors in the selected service industry
sectors. A total of thirty-five interviews were conducted with human resources

managers, finance directors and foreign investors.

The evidence from the study revealed that the harmonisation of organisational
human capital information disclosure in corporate annual reports assists in the
reduction of information asymmetry problems. Such reduction in information
asymmetry problems facilitates effective decision-making by foreign investors,
who are one group of the corporate information users. The major conclusions from
the study are that first, there is human capital information asymmetry between
preparers of corporate annual reports and foreign investors as users of corporate
annual reports. Second, the asymmetric information related to human capital
information causes moral hazard and adverse selection problems. Third,
harmonised human capital information disclosure facilitates signalling by
enhancing signal fit, signal diffusion and reducing signal erosion. Fourth,
harmonisation of human capital information disclosure facilitates screening by
creating a separating mechanism between good and bad organisations. Fifth, the
adequate and harmonised disclosure of relevant human capital information reduces
information asymmetry problems. Sixth, the signalling environment affects the

signal strength of human capital information. Finally, the reduction of human



capital information asymmetry problems leads to improved investment decision-

making by foreign investors, prompting them to invest into the country.

The main contribution of this study lies in providing a systematic, theoretically
informed proposal for the harmonisation of human capital information disclosure
in corporate annual reports though the development of a theoretical model. The
model explores how the harmonised disclosure of human capital information
support signalling and screening as ways to enhance foreign investment by reducing
information asymmetry problems. The study also makes methodological, empirical
and practical contributions. Further research is recommended to empirically test the
theoretical model and move the model towards the development of normative

theory.
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capital disclosure; information asymmetry, signalling; screening.
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PART I

CHAPTER 1
THESIS INTRODUCTION

1.0 INTRODUCTION

The primary objective of corporate reporting is to communicate corporate
information to various stakeholders of the organisation (Binh, 2012; Cronje &
Moolman, 2013; Flamholtz, Bullen & Hua, 2002). Such communication is done
because of the importance of corporate information in decision-making by the users
of corporate information (Chatterjee, Mirshekary, Al Farooque & Safari, 2010;
Jones, 2006; Penrose, 2008). One of the fundamental bases upon which corporate
information is disclosed to external users is through the acknowledgement that there
are some information gaps between the management and external stakeholders of
the organisation (An, Davey & Eggleton, 2011; Huang, Luther, Tayles & Haniffa,
2013;).

Information disclosures are therefore done to reduce information asymmetry
between the management of the organisation and the various stakeholders (Healy
& Palepu, 2001; Marquez-Ramos, 2011) so that users make informed decisions.
Inadequate provision of corporate information may result in poor decision-making
by users, whilst motivating those who develop corporate information to become

involved in opportunistic behaviours as a result of superior information.

Investors, who provide funding to the organisation, are one of the key users of
corporate information (Al-Ajmi, 2009; Chatterjee et al., 2010; IASB, 2010; 1IRC,
2013). Foreign investors therefore make use of corporate information to inform
their funding decisions as they are part of the investors group. The provision of
relevant and adequate corporate information becomes crucial in enabling these

foreign investors to make sound investment decisions.



With the emergence of a knowledge-based economy where intangible assets are
gaining momentum as key sources of value creation and competitive advantage for
organisations  (Abhayawansa &  Guthrie, 2014; Arvidsson, 2011,
Barney,1991;Garcia-Meca, Parra, Larran & Martinez, 2005; Guthrie, Petty &
Ricceri, 2006;Singh & Narwal, 2015), the demand for the disclosure of non-
financial information emanating from these intangible assets is growing
(Adelowotan, Cronjé & Wingard, 2013; Horak & Dumancic, 2014; Jones & Smith,
2014). Scholars attribute the rise in the demand for non-financial information to the
decreasing relevance of financial information in providing useful information for
decision-making (Arvidsson, 2011; Lev & Zarowin, 1999; Sveiby, 1997; Zéghal &
Maaloul, 2011). The provision of non-financial information is believed to bridge
the information gap between the users and preparers of corporate information
(Healy & Palepu, 2001; Holmen, 2014; Samudhrum, Sivalingam & Shanmugam,
2010).

One form of non-financial information which has been advocated for emanates
from the human capital intangible asset. Human capital is regarded as the largest
and most important intangible asset in an organisation (América, 2011; Barney,
1991; Barney & Wright, 1998; Wright, Dunford & Snell, 2001). Human capital
information is therefore considered important in decision-making because of the
value-creating abilities of the human capital asset (Crook, Todd, Combs, Woehr &
Ketchen, 2011; Narayan, 2010; Wickramasinghe & Fonseka, 2012). With the value
being given to human capital information in decision-making, the focus of this
study is on how the harmonisation of human capital information disclosure in
corporate annual reports could facilitate foreign investment by reducing

information asymmetry.

The logic that underpins the study is that whilst the disclosure of human capital
information in corporate annual reports can be a solution to information asymmetry
problems with foreign investors, the harmonisation of such information disclosure

might assist in signalling and screening. The enhancement of signalling and



screening effectiveness would facilitate investment decision-making by reducing

information asymmetry problems.

The chapter is arranged as follows: Section 1.1 discusses the context of the study,
section 1.2 presents the problem and purpose statements whilst research questions
are outlined in section 1.3. A brief overview of the significance of the study is
contained in section 1.4., with section 1.5 covering the delimitations of the study.
Section 1.6 gives some definitions of key terms used, followed by section 1.7 which

gives a summary structure of the thesis. Section 1.8 then concludes the chapter.

1.1 CONTEXT OF THE STUDY

Traditionally, tangible assets were key sources of value creation to an organisation.
However, in a knowledge economy the significance of intangible assets is more
pronounced (Abhayawansa & Guthrie, 2014; Adelowotan et al., 2013; Arvidsson,
2011; Gamerschlag & Moeller, 2011). Defining a knowledge-based economy is
difficult, with some researchers describing rather than defining this knowledge
economy. However, such an economy is driven by information and knowledge,
with creativity and innovation being the principal source of competitiveness
(Guthrie, 2001; Petty & Guthrie, 2000). A knowledge economy is also characterised
by the production of intangible rather than tangible products (Hai- Ming & Ku-Jan,

2003), with services as the major product.

Intangible assets are those assets that are not physically seen, are not monetary in
nature, but have the ability to generate future benefits for organisations that have
them (Edvinsson & Malone, 1997; Hall, 1992; Martin, Delgado, Lopez & Navas,
2011; Singh & Narwal, 2015). While there is some disagreement on what
constitutes intangible assets, the major intangible asset grouping, which is
intellectual capital, is broadly classified into three categories, namely human
capital, structural capital and relational capital, with human capital being the
principal component (Bontis, 1998; Choo Huang, Luther, & Tayles, 2007,
Edvinsson & Malone, 1997; Stewart, 1997). Human capital represents the stock of

knowledge of an organisation which resides in people; structural capital represents



all that is left behind when the human capital is not there, with the relational capital
representing the organisation’s networks and relationships with the external

environment (Bontis, 2003).

Human capital, which is the focal asset in this research, has been defined as the
stock of an organisation’s competencies, knowledge and personal attributes
represented by its employees (Bontis, 2003; Gates & Langevin, 2010). The
International Integrated Reporting Council (I1IRC) (2013:12) defines human capital
as the “people’s competencies, capabilities and experience and their motivations to
innovate”. Because of the advent of knowledge economy which is recognising
intangible assets as the new source of value creation and competitiveness in
organisations (Ordonez, de Pablos & Edvinsson, 2015; Schiuma & Lerro, 2015), as
previously alluded to, the demand for human capital is becoming more prominent
(Abhayawansa & Guthrie, 2014; Popova & Shapanskykh, 2010). Thus, human
capital with innovating capabilities and skills is becoming more valuable in creating
competitive advantage, away from the natural resources (Crook et al, 2011; Lin &
Wu, 2014; Noorbarsh, Paloni &Youssef, 2001). Drucker (1999: 135) argues that,
“...the most valuable asset of a 21st century institution, whether business or non-
business, will be its knowledge workers and their productivity . As such, it is those
organisations which are able to support their business strategies with its people’s
capabilities that will remain successful. The ability to utilise this human capital in
executing business strategies becomes a good indication of the organisation’s
ability to attain future performance. The capabilities of the people in an organisation
are therefore, to a large extent, influencing its productivity and ultimate profits
(Becker & Gerhart, 1996; Singh & Narwal, 2015).

With these changes in the sources of value creation, the importance of human
capital has also been acknowledged in international business research (Dutta &
Osei-Yeboah, 2013; Noorbakhs et al., 2001). Most foreign investors are taking
investment interest into the service sector. UNACTAD (2014a) notes that even in
the poorest countries, foreign investment is moving to service sectors and away

from the extractive industries. Of greater significance is the fact that foreign



investment into Africa (which is considered the least developed continent) has also
been largely into the service sector (UNCTAD, 2014, 2015). In the service sector,
intangible assets, and human capital in particular, makes a significant contribution
to value creation and the performance of the organisation (Cuganesan, 2006; Lin &
Wu, 2014; Wickramasinghe & Fonseka, 2012).

If the success of an organisation is partly dependent on its human capital, the need
for human capital information by foreign investors therefore becomes critical. It
can be argued that information on human capital and its effects on organisational
performance provide investors with useful information for them to make informed
investment decisions (Dumay, 2016; Moller, Gamerschlag & Guenther, 2011;
Saitua-Iribar, Andicoechea-Arondo & Albizu-Gallastegi, 2014). The disclosure of
human capital information can serve to enhance effective decision-making by
foreign investors through the reduction of information asymmetry problems. This
study therefore argues that the harmonised disclosure of human capital information
would enhance the reduction of information asymmetry, thereby assisting foreign

investors to make well-informed investment decisions.

This study is theoretically grounded in information economics, notably information
asymmetry theory. Information asymmetry is a situation when one party to the
contract has more information than the other (Akerlof, 1970; Connelly, Certo,
Ireland & Reutzel, 2011; Healy & Palepu, 2001; Spread, 2015; Stiglitz, 1985, 2000,
2002). The problem with this asymmetric information situation is that it can
potentially cause adverse selection and moral hazard problems (Akerlof, 1970; Bas
& Stone, 2014; Healy & Palepu, 2001; Klein, Lambertz & Stahl, 2016; Stiglitz,
2002). Such information asymmetry problems create an uncertainty condition,
which makes investment decisions more challenging. Akerlof (1970) argues that
these asymmetric information problems lead to inefficiencies in the functioning of
the capital market. Asymmetric information problems are particularly pronounced
in the international setting due to the fact that it can be costly for foreign players to
evaluate local investment opportunities effectively, especially in developing

markets where there is a scarcity of market information, comparable organisational



information, and developed institutions (Ahuja & Yayavaram, 2011; Khanna &
Palepu, 1997).

In the context of this study, the management of an organisation, in most cases has
more information than the foreign investors with regard to the operations of the
organisation, such as the capability of the organisation, likely profits/losses, or risks
associated with the organisation. The information deficit on the part of the foreign
investors may be more pronounced with intangible assets like human capital. This
Is because such assets are not easily observed, unlike tangible assets (Lev, 2001;
Reuer, Tong, Tyler & Arino, 2013; Roos, Roos, Edvinson & Dragonetti, 1997). Due
to asymmetric information, the investors are not in a position to know the quality
of the organisation and therefore cannot differentiate the quality of various

organisations. Foreign investors therefore encounter information challenges when
they make investment decisions (He, 2002; Leuz, Lins, & Warnock, 2010; Slangen

& van Tulder, 2009). If these information challenges are not fully resolved, foreign
investors might rationally undervalue good business investment opportunities and
overvalue bad business investment opportunities, relative to the information
available to them. Asymmetric information about the quality of the business
investment opportunity may contribute to adverse selection and moral hazard
problems (Akerlof, 1970; Bas & Stone, 2014; Greenwald & Stiglitz, 1990; Healy
& Palepu, 2001; Klein et al., 2016) which may result in foreign investors making

poor investment decisions.

Furthermore, organisations of better quality may incur an opportunity loss because
their quality is not recognised by the investors, while organisations of low quality
might experience an opportunity gain. Given such a scenario, organisations of better
quality have the motivation to showcase their superior quality in order to influence
investment decisions in their favour. The foreign investors would therefore be able
to differentiate between good and bad investment opportunities as presented by the
qualities of these organisations. To this effect, organisations can do signalling
(Bergh, Connelly, Ketchen & Shannon, 2014; Connelly et al., 2011; Krausert, 2016;
Spence, 1973), whilst foreign investors do screening (Milgrom & Roberts, 1992;



Riley, 2001; Rothschild & Stiglitz, 1976; Spread, 2015; Stiglitz, 2005) to reduce
the effects of information asymmetry problems.

Signalling represents the efforts by the organisations to provide more information
to potential investors such that investment decisions are made with less uncertainty
(Bergh et al., 2014; Healy & Palepu, 2001; Spence, 1973, 2000). One way of
reducing information problems is therefore to provide the necessary information so

that decisions are made with certainty (Husted & Allen, 2007). The provision of

adequate information reduces uncertainty and the perception of risk (De George,

Ferguson & Spear, 2012), enabling foreign investors to make better investment

decisions. With human capital having been considered to be at the centre of
organisational success (Crook, et al., 2011; Lev & Daum, 2004; Marr, Gray &
Neely, 2003; Riley, Michael & Mahoney, 2017), disclosure of human capital
information might be helpful in reducing asymmetric information problems
(Huang, et al., 2013; Krausert, 2016).

Screening, on the other hand, has been defined by Stiglitz (2002) as a process of
eliciting relevant, vital or critical information that might be withheld or distorted by
the more informed party. It therefore refers to the ways in which the less informed
party may filter out false information from the more informed party in a way that
retains only what is true. Screening is done by the information-deficient party to
avoid making bad investment decisions (Spread, 2011, 2015; Stiglitz, 2000).
Foreign investors in this case take the lead in reducing the information gap. Self-
selection, which has also been viewed as part of the screening process (Inderfurth,
Sadrieh & Voigt, 2013; Milgrom & Roberts, 1992; Spread, 2015) is an unconscious
self-screening process where the information-rich party out-selects itself through
the information that it signals to the information-deficient party.

Although signalling and screening assist in reducing information asymmetry
problems, mere disclosure of human capital information might not be sufficient.
The harmonisation of such information disclosures might be important in reducing

information asymmetry problems. Harmonisation of human capital information



disclosure, as with any other form of reporting in general, enables comparative
analysis amongst organisations, reduces cost of information due to enhanced
accessibility, and therefore reduces risk in investments (De George et al., 2012).
The rationale underlying this study is that the adoption of a harmonised human
capital information disclosure system may assist in reducing asymmetric
information problems by enhancing signalling and screening, thereby facilitating
sound investment decisions. Harmonisation of human capital information
disclosure is therefore expected to alleviate information asymmetry problems

between local organisations and foreign investors as users of corporate information.

Efforts to disclose human capital information can be traced back to the 1960s
through the introduction of Human Capital Accounting (Flamholtz, 1999), with
renewed interest in human capital information re-surfacing in the 1980s. Since 1996
the development of procedures to report on human capital and other intangible
assets gained momentum (OECD, 2006). To date, extensive research has been
undertaken on human capital information disclosures, with different guidelines
being given for the disclosure of human capital information (Giuliani & Marasca,
2011; Saitua-Iribar et al., 2014). Efforts to systematically disclose human capital
information have been observed, although such efforts were mainly seen in the

context of different reporting species.

At the international level, the 1IRC (2013), through its integrated reporting
principles, is pushing for systematic human capital disclosure. Recent efforts have
also been seen through Smart annual reporting, which is an initiative supported by
the Sustainability Accounting Standards Board (SASB) in the United States of
America and the IIRC (Bassi, Creelman & Lambert, 2015). The main aim of the
Smart annual report is to provide guidance on improving annual reporting,
especially through the provision of better human capital information. The Global
Reporting Initiative (GRI) has also made some effort to provide guidelines for

human capital information disclosure though its social indicators.



Multi-country level initiatives which were undertaken on the measurement,
management and reporting of intellectual capital activities (inclusive of human
capital) include the MERITUM project which involved Denmark, Finland, France,
Norway, Spain and Sweden (European Union, 2002), the Value Measurement and
Reporting Collaborative involving Australia, Canada, German, South Africa and
the United States of America; and the collaboration by Nordic countries to develop

the Nordika guidelines.

At country level, various guidelines on IC reporting have emerged, for example
German guidelines, Spanish guidelines, and Japanese guidelines. With the growing
influence of Integrated Reporting, South Africa, through the South African Board
of People Practice (SABPP), is also in the process of developing human resources
reporting standards. Several studies have also been done on human capital
information disclosure and intellectual capital in general. These include Guthrie and
Petty (2000) in Australia; Bontis (2003) in Canada; Gamerschlag (2013) in
Germany; Chandler and Mehra (2011) in India; Khan and Khan (2010) in
Bangladesh; April, et al (2003) and Adelowotan, et al. (2013) in South Africa;

Lipungu (2013) in Malawi; and Husin, Ahmad, & Sapingi (2013) in Malaysia.

However, because of the lack of agreed guidelines on human capital information
disclosure (Giuliani & Marasca, 2011; Saitua-lribar et al., 2014; Sujan &
Abeysekera, 2007), organisations in different countries have been voluntarily
disclosing human capital information in corporate annual reports. Such a disclosure
scenario has resulted in unsystematic and fragmented disclosures (Chander &
Mehra, 2011; Saitua, Albizu & Andicoechea, 2015), rendering such human capital
information less useful for decision-making. Human capital information gaps
created by such fragmented disclosures of human capital information might be
creating asymmetric information problems with foreign investors as users of
corporate annual reports. The problem is therefore related to the minimal and
fragmented disclosures of human capital information in corporate annual reports.
With many improvements being made in disclosing human capital information, the

study aims to explore from the perceptions of the preparers and users of corporate



information disclosures whether harmonisation of human capital information
disclosure would facilitate foreign investment into a developing country by

reducing information asymmetry problems.

1.2 PROBLEM/ PURPOSE STATEMENT

With the increase in the acknowledgement of human capital as a key driver of
organisation performance (Arvidsson, 2011; Fitz-Enz, 2009; Wright, Coff &
Moliterno, 2014; Wyatt & Frick, 2010), the need for human capital information in
making investment decisions is accelerating. Whilst acknowledging the value
relevance of human capital in today’s business activities, the disclosure of human
capital information in corporate annual reports has remained significantly low
(Abeysekera, 2013; Adelowotan et al., 2013; Samudhram, et. al, 2010; Verma &
Dewe, 2008). In addition to minimum disclosure, such disclosure is not done
systematically, leading to fragmented reporting (Chander & Mehra, 2011; Nielsen
& Madsen, 2009; Saitua, et al., 2015). The problem is that the lack of systematic
and agreed methodologies for human capital information disclosure might be
creating information asymmetry problems (Samudhram, et al. 2010). The paucity
and fragmentation of human capital information disclosure may hinder effective
decision-making by foreign investors due to information asymmetry problems.

The purpose of this study is to assess if the disclosure of relevant human capital
information in a harmonised way may facilitate foreign investment by reducing
information asymmetry problems. Specifically, the research seeks to establish if the
harmonised disclosure of relevant human capital information could augment
signalling and screening as ways to reduce information asymmetry problems. The
reduction of information asymmetry problems might assist foreign investors in
making informed investment decisions. Such reduction in information asymmetry
problems reduces information barrier which is one of the major barriers to foreign
investment (Young & Guenther, 2003). A theoretical model which explains how
harmonised disclosures of human capital information can facilitate foreign
investment through the reduction of information asymmetry will be proposed as the

contribution of this study.
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1.3 RESEARCH QUESTIONS

The main research question to be answered by the study is:

Can the harmonisation of human capital information disclosure in

corporate annual reports facilitate foreign investment by reducing

information asymmetry problems?

This main question is answered by addressing the following sub-questions:

1.

Are there disparities between human capital information provision and
information requirements in corporate annual reports?

What information problems are caused by human capital information
asymmetry?

Can the harmonisation of human capital information disclosure assist in
signalling important information to foreign investors when making
investment decisions?

Can the harmonisation of human capital information disclosure facilitate
screening by foreign investors when making investment decisions?
How does the harmonisation of human capital information enhance the
decision usefulness of human capital information in investment

decision-making by foreign investors?

1.4 SIGNIFICANCE OF THE STUDY

It is the expectation of the researcher that the study will make theoretical,

methodological, empirical and practical contributions to the body of knowledge
(Corley & Gioia, 2011; Mintzberg, 2005; Whetten, 1989).

First, the study seeks to develop a theoretical model that explains how the

harmonisation of human capital information disclosure in corporate annual reports

may assist foreign investors in making informed decisions through the reduction of

information asymmetry problems. The rationale underlying this study is that the

adoption of a harmonised human capital information disclosure system will reduce

asymmetric information problems by enhancing signalling and screening, thereby
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facilitating sound investment decisions. Harmonisation of human capital
information disclosure is therefore expected to alleviate information asymmetry
problems between local organisations and foreign investors as preparers and users
of corporate information. The harmonised disclosure of human capital information
Is important in understanding how quality of disclosure could be enhanced in
corporate reporting to facilitate effective decision-making by users of corporate
information. The perceptions and experiences of participants in the context of a
developing country where there is a dearth of information on human capital

information disclosure may contribute to the existing body of knowledge.

Second, the study may contribute to research methodology by using a multiple
sample, multiple source interpretive qualitative research design. Most research on
human capital information usually relies more on either content analysis of
corporate annual reports or interviews only without doing triangulation. The use of
a combination of content analysis, disclosure checklist and interviews, with
information being obtained from different sample groups, will provide greater

insight into human capital information disclosure in corporate annual reports.

Third, the study makes empirical contribution by exploring the relationships
between harmonised human capital information disclosure and asymmetric
information problems in the context of capital markets. While adverse selection and
moral hazard problems are clearly conceptualised in theory, empirical insights and
evidence of their effects as predicted by theory remain scarce, and are mostly
explained in the context of insurance markets (Bas & Stone, 2014). This paper
empirically provides some insights into human capital information problems from
the capital market perspective. The experiences of the participating preparers of
corporate information and foreign investors will provide rich empirical data that
others can learn from, especially in relation to how the harmonised disclosure of

human capital information may assist in reducing information problems.

Fourth, investors and other stakeholders in general could use the study findings to

demand quality disclosure in corporate information disclosure, such that they

12



reduce poor decision-making due to information asymmetry problems. This is
particularly in light of the recent growth in the relevance of intangible assets in
understanding organisational value. Thus, most information on intangible assets is
not comparable or easily assessable for decision-making purposes. Improving the
awareness of the benefits of harmonised human capital disclosure in reducing
asymmetric information challenges could therefore encourage investors to demand

improved disclosure in corporate annual reporting.

Fifth, the study may have implications for the human resource profession as the
internal providers of human capital information for external disclosure. Their
disclosure practices will contribute to the body of human capital reporting practice.
The study could therefore contribute to the knowledge of those preparing corporate

annual reports.

Sixth, the study could contribute towards policy on corporate information
disclosure given the importance of corporate information in the decision-making
process of different corporate information users. An appreciation of the benefits to
be attained by the harmonised disclosure of human capital information in corporate
annual reports may encourage policy makers to reflect on the current policies on
corporate reporting. Such reflections might help policy makers to develop
appropriate policy interventions that promote quality and useful disclosures in

corporate reporting.

1.5 RESEARCH DELIMITATIONS

The study focuses on the harmonised disclosure of human capital information in
corporate annual reports and how it can facilitate investment decisions by foreign
investors. The empirical examination is contextualised in the service sector of a
developing country. Organisations listed on the Zimbabwean Stock Exchange
(ZSE) were therefore considered. Only organisations listed under the financial,

insurance, telecommunications and tourism sub-sectors were part of the study.
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Human capital is considered more important in the service sector (Cuganesan,
2006; Wickramasinghe & Fonseka, 2012), making the sector an interesting setting
in which to study human capital information disclosure. While there are various
ways in which organisations disclose their human capital information, this research
focuses on the voluntary disclosures made in annual corporate reports. The annual
corporate report is the only mandatory means, and the most frequently used source,
of corporate information in which listed organisations communicate with their
external stakeholders (Bence, Hapeshi & Hussey, 1995; Chatterjee, et al., 2010).
The analysis of corporate annual reports is also limited to the non-financial data on
human capital information. The corporate annual reports of 2014 were therefore
considered in this study as they were the most recent reports available at the time

of data collection.

For interview purposes, the human resource managers and finance directors were
considered as the preparers of corporate annual reports, with foreign investors in
the selected service sub-sectors being considered the users of corporate information.
Key terms used in this study are to be understood within the framework in which
they are defined, under the definition of key terms and within the study.

1.6 DEFINITIONS OF KEY TERMS

Corporate reporting: This includes all aspects of financial reporting as well as
other means of communicating information that relates directly or indirectly to the
information provided by the accounting system of an organisation.

Facilitate: To make something possible or easier (Oxford English Dictionary).
Harmonisation: This is a process for developing a set of standards, practices and
frameworks for reporting that is homogeneous, such that the reporting is not in
logical conflict (Upadhyay, 2015).

Foreign investors: These are the people who put money into an organisation outside
of their home country.

Investment decision: This is a determination made by an investor about investment

opportunities.

14



Intangible assets: These are non-physical assets that are created through the flow
of information within the organisation and also between the organisation and its
environment (Roos et al., 1997).

Human capital: The stock of an organisation’s competencies, knowledge and
personal attributes as represented by its employees (Gates & Langevin, 2010;
Bontis, 2003).

Human capital disclosure: This is the organisation’s provision of information about
the knowledge, capabilities and motivation of its people (Gamerschlang & Moeller,
2011; Rahman, Amhed & Hassan, 2016).

Information asymmetry: The situation when one party to the contract has more
information than the other (Akerlof, 1970; Stiglitz, 1985, 2000, 2005).

Screening: The process where the less informed party elicits relevant, vital or
critical information that might be withheld or distorted by the more informed party
(Stiglitz, 2002).

Signalling: This is a deliberate process of communicating some information by the
more informed party to the less informed party (Connelly et al., 2011; Spence,
2002).

1.7 THESIS STRUCTURE

The study is presented in three major parts consisting of twelve chapters. Part |
comprises Chapters 1 to 5. Chapter 1 outlines the problem statement and contextual
issues that provide the introduction to the study. Chapters 2 to 4 review relevant
theoretical and empirical literature. In Chapter 2, the importance of human capital
in value creation is explored, leading to the need for the disclosure of such
information for decision-making purposes. Chapter 3 explores the nature of
corporate annual reporting and the usefulness of the information emanating from
such reports. The chapter brings some insights on the relevance and adequacy of
human capital information emanating from such reporting in influencing
investment decision-making by foreign investors. Chapter 4 brings in the theoretical
framework where human capital information disclosures are discussed through the
lens of information asymmetry theory. The theoretical chapter establishes the basis

for the discussion on harmonisation of human capital information disclosures as a
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solution to information asymmetry problems. In Chapter 5, the research
methodology is presented. The study is guided by the interpretivism philosophy,
with the basic interpretive qualitative design having been adopted. Data were
collected using documentary sources, human capital disclosure checklists and semi-

structured interviews, and in turn inductively analysed using thematic analysis.

Part 1l focuses on the presentation and analysis of data from different sources.
However, data from documentary analysis and human capital disclosure checklists
are presented in Chapter 6 to allow for a comparative analysis of these data sources.
Chapters 6 to 9 therefore present and analyse individual data sources using the
theoretical framework of information asymmetry, research questions and categories

grounded in the data.

Part 11l consists of Chapters 10, 11 and 12. In Chapter 10, the cross-analysis of
different data sources is done. It is therefore in this chapter that findings are
discussed, fused and substantiated with the existing literature. The emerging
theoretical model is then outlined in Chapter 11, with Chapter 12 providing a
summary of the main conclusions, contributions and limitations of the study.

Suggestions for further research will also be provided in this chapter.

1.8 CONCLUSION

The current chapter serves as an introduction to the study. It sets the scene and
provides context for the subject of the research. It emphasised the importance of
human capital information in investment decisions. The role that harmonised
human capital information disclosure by organisations might play in reducing
information asymmetry problems with foreign investors has been explained. The
problem/purpose statement, significance, delimitations and key terms used in the

study have been elaborated in this chapter.

The next three chapters focus on literature review.
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CHAPTER 2
HUMAN CAPITAL - AN INTANGIBLE ASSET

2.0 INTRODUCTION

As outlined in chapter 1, this thesis examines how the harmonisation of human
capital information disclosure in corporate annual reports may facilitate foreign
investment through the reduction of information asymmetry problems. The
previous chapter provided an overview of the growing importance of human capital
as a result of the changes in the sources of value drivers, as illustrated by the
transition of the economy into a knowledge economy.

This chapter focuses on the review of relevant literature on human capital as a
concept, and clarifying how human capital has become important in the economic
transactions of organisations in a knowledge economy. This review of literature on
human capital and its importance is undertaken in order to provide the necessary
background for the discussion on harmonisation of human capital information
disclosure and how it facilitates foreign investors’ investment decision-making by

reducing information asymmetry problems.

However, because human capital is viewed as part of the intellectual group of
intangible assets, it is necessary to briefly explain intellectual capital as a sub-group
of intangible assets, so as to contextualise human capital in this research. The
chapter therefore covers intangible assets and interllectual capital in general, then

moving on specifically to human capital as an intangible asset.

2.1 INTANGIBLE ASSETS AND INTELLECTUAL CAPITAL

Intangible assets are part of the two broad categories of assets, with tangible assets
being the other category. An asset is a resource that is controlled by the
organisation, and from which future economic benefits are expected (Brockington,
1995; International Accounting Standard Board (IASB), 2011). Tangible assets are

those assets that have a physical substance and/or are monetary in nature, whereas

17



intangible assets have no physical substance and are not monetary in nature, for
example, goodwill, patents, brands, and human capital (Arrigheti, Landini &
Lasagni, 2014; Hall, 1992).

In as much as these intangible assets have no physical substance and are not
monetary in nature like tangible assets, intangible assets are also capable of
generating future benefits for organisations that have them (Abhayawansa &
Guthrie, 2014; Keong- Choong; 2008; Kong & Farrell, 2010; Lev, 2001). Some
intangible resources like human capital are not wholly under the control of the
organisation, which has contributed to such resources not being classified as assets
(IASB, 2010). However, because such intangible resources have the potential for
bringing future economic benefits, academic fields such as management and
intellectual capital recognise them as assets, in as much as they are not recognised
as such by the financial accounting field (Fulmer & Ployhart, 2014; Guthrie et al.,
2004; Lev, 2001).

Some of the characteristics of intangible assets as described by Brockington (1995:

13) are the following:

1) They cannot be bought and sold in an organised market.

2) They are more specific to the business that owns them, sometimes to the
extent that they may have no value at all to anyone else.

3) Disposal of these intangible assets will affect and may prevent the
continuance of all or a substantial part of the activities of the business.

4) Direct verification of the existence of these assets may be impossible.
They may merely manifest themselves in conferring trading advantages
over those not possessing the asset.

5) Their life may be indefinite.

6) Their value may fluctuate in an unpredictable way.

Because of such characteristics of intangibility which are difficult to decipher, the

concept of intangible assets has been viewed differently by various disciplines. In
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economics, intangible assets are known as “knowledge assets”, while in
management these assets are generally referred to as “intellectual capital”. In the
field of law such assets are known as “intellectual property”. In the accounting field,
intangible assets are referred to as “goodwill”, a term which is usually used to
describe the difference between the market and book value of an organisation
(Beaver, 1998).

Most researchers use the terms intangible assets and intellectual capital
interchangeably (Cronje & Moolman, 2012; Petty & Guthrie, 2000). Over and
above such wide use of different terms on intangible assets, early researchers who
focused on the definitions and classifications of these intangible assets were not in
agreement on the definitions and classifications of the intangible assets (Engstrom,
Westnes & Westnes, 2003; Kaufmann & Schneider, 2004). Commenting on these
variations in term use and definitions, Lev (2001: 5) states that:

“All these three terms are widely used — intangibles in the accounting

literature, knowledge assets by economists, and intellectual capital in the

management and legal literature — but they refer essentially to the same

thing: a non-physical claim to future benefits .

Such variations in the use of terms and definitions is also attributed to the traditional
accounting practices which failed to provide for the identification and measurement
of these intangible assets in organisations (Guthrie et al., 1999). Historically, the
distinction of intangible assets and intellectual capital has always been unclear, with
intangible assets being referred to as goodwill (IASB, 1997) and intellectual capital
being considered as a part of the goodwill. However, the Organisation for Economic
Co-operation and Development (OECD) makes a clear distinction by classifying
intellectual capital as a sub-component of intangible assets, rather than
synonymising the two concepts (Petty & Guthrie, 2000). Thus the arguments of the
OECD (1999) are that there are some items like reputation, which are intangible in
nature but not necessarily part of the intellectual capital. In agreement with this line
of thinking, the current study classifies intellectual capital as a sub-set of intangible
assets.
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Intangible assets are those assets that are created through the flow of information
within the organisation and also between the organisation and its environment
(Roos et al., 1997). These intangible assets develop slowly over a long period and
are used over a long time. They are enhanced through such long use and because of
that, the intangible assets provide a competitive advantage to the organisations
which have them (Barney, 1991; Marr et al., 2003; Marrocu, Paci & Pontis, 2012;
Stewart, 1997). Such assets include human capital, brand names, trademarks,
patents, customer relationships, investments in training, leadership, and
commitment (Arrighetti, Landini & Lasagni, 2014; Hall, 1992; Stewart, 1997). The
conclusion can therefore be drawn that while there is little precision in definitions
and term use, there is some consensus that these assets have a non-physical claim
to future benefits (Lev, 2001).

2.1.1 Intellectual capital defined

Many definitions have been used to define intellectual capital with no agreed
academic definition of intellectual capital (Unegbu, 2016). Such disagreements
emanate from the fact that the terms and definitions around intangible assets have
been debatable, as noted in the various use of these terms by different authors.
Nahapiet and Ghoshal (1998:245) states that intellectual capital refers to the
“knowledge and knowing capability of a social collectivity, such as an organisation,
intellectual community, or professional practice”. As such, intellectual capital is to
do with the knowledge of the society as a whole. Gratton and Ghoshal (2003) argues
that intellectual capital is part of human capital, where human capital subsumes
intellectual capital, and also includes within it social capital and emotional capital.
Some researchers explain intellectual capital in terms of its components by arguing
that intellectual capital is a factor that includes human capital, social capital and
organisational capital (Black, Wright & Bachman, 1998; Roos, et al., 1997).

Thus, contrary to the view of Gratton and Ghoshal (2003), that human capital is

broader than intellectual capital, most researchers consider intellectual capital to be

broader than human capital, where human capital is actually one of the key
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dimensions of the broader intellectual capital (Bontis, 1998; Brooking, 1996;
Kaplan & Norton, 1996; Michalisin, Kline & Smith, 2000; Ramirez, 2010; Stewart,
1997; Sveiby, 1997).

In support of this view, Petty and Guthrie (2000) acknowledges that most modern
researchers have distinguished intellectual capital and intangible assets by grouping
intellectual capital into three categories, namely human capital, relational capital
and structural capital. For the purposes of this study, intellectual capital is defined
as all those intangible assets of an organisation which are embodied in the human
capital, relational capital and structural capital.

2.1.2 Components of intellectual capital

While there are no conclusive agreements on the terms and definitions of
intellectual capital as alluded to earlier, most researchers concur that intellectual
capital is broadly divided into three major components, namely human capital,
structural capital and relational capital (Bontis, 1998; Brooking, 1996; Ramirez,
2010; Stewart, 1997; Unegbu, 2016). Human capital has been defined by Bontis
(2003) as the stock of knowledge of an organisation as represented by its
employees. Such stocks of knowledge include skills, talent, competency, work
experience, and individual and collective knowledge within the organisation.
However, this component cannot be owned by the organisation (Bontis, 2003), as

employees can choose to leave the organisation.

Structural capital, another component, is all those things which remain with the
organisation when the employees are not there (Bontis, 1998; Stewart, 1997).
Unlike human capital, structural capital can therefore be owned by an organisation,
in as much as it is not reflected in the financial statements of the organisation
(Edvinson & Malone, 1997). These include brands, patents, computer software,
organisational procedures, and copyrights (Grasenick & Low, 2004; Roos, et al.,
2005).

21



Relational capital is defined as the external relationships that the organisation
develops (Grasenick & Low, 2004). Examples of relational capital are given by
Roos et al., 2005) as being customers, potential customers, partners, investors and
creditors. Relational capital is therefore more to do with customer relationships and

knowledge of the marketing channels (Bontis, 1998).

Of these three major intellectual groupings, human capital is viewed as the largest
and most important intangible asset in an organisation (Backhuijs, Holterman,
Oudman, Overgoor & Zijlstra, 1999; Johanson, Maertensson, & Skoog, 1999;
Miller et al., 1999), although previous researchers have concluded that relational
capital is the most measured and reported of the three (Abeysekera, 2013; Bozzolan,
Favotto & Ricceri, 2003; Sujan & Abeysekera, 2007). However, Wang and Chang
(2005) suggests that each of these three components gives little value on its own,
but the interplay of these intellectual capitals gives more value to the organisation.

2.1.3. Intellectual capital and organisational performance

Research on intellectual capital has emphasised a link between intangible assets and
organisational performance. Though this research points to different indicators of
performance such as profitability and survival, financial performance, market
value, productivity, internationalisation and organisational performance, the
research concludes that intangible assets are crucial in attaining organisational

performance.

Delios and Beamish (2001) found a positive relationship between intangible assets
and organisational profitability and survival. Similarly, Bontis (1998) identified a
link between intangible assets and organisational performance. Marrocu et al.
(2012) note the positive contribution of intangible assets to both the organisation
and industry productivity. Delgado-Gomez, Ramirez- Aleson and Espitia-Escuer
(2004) found a positive relationship between intangible assets and
internationalisation. Such a link identifies intangible assets as key resources in
attaining competitive advantage in a knowledge economy (Barney, 1991; Corrado,

Hulten & Sichel, 2009; Marrocu et al., 2012). There appears to be a general
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agreement among these researchers that intangibles are important factors affecting

the performance of organisations.

2.1.4 Measuring intellectual capital

A number of frameworks for the measurement of intellectual capital (1C) have been
developed. For example, Sveiby (2007) identifies thirty-four different frameworks
for measuring and reporting of intellectual capital (Dumay, 2009). Some of the
prominent measurement tools that have been developed by researchers are listed in
Table 2.1. Different views therefore exist among practitioners and researchers about
measuring the components of intellectual capital, with agreement having been

reached only on the concept of intellectual capital.

Such lack of consensus has been attributed to the frameworks having been, for the
most part, developed by practitioners rather than academics, and as a result the
validity and motives behind their development is questioned (Andriessen, 2004).
The lack of agreement among academics and practitioners on the correct and best
way to represent the components of intellectual capital has, however, paved the way
for some doubts on the usefulness of these measurement frameworks (Dumay,
2009). Uncertainties in the measurement of intellectual capital reduce the

usefulness of information to be derived from such measurements.
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Table 2.1: Intellectual Capital Measurement tools

Label Major Description of measure

Proponent
National Bontis (2004) A modified version of the Skandia Navigator for nations: National Wealth is comprised of Financial Wealth and Intellectual Capital (Human
Intellectual Capital + Structural Capital)
Capital Index
Topplinjen/ Sandvik (2004) | A combination of four indices; Identity Index, Human Capital Index, Knowledge Capital Index, Reputation Index. Developed in Norway by
Business 1Q consulting firm Human Capital Gruppen.
Knowledge Lev (1999) Knowledge Capital Earnings are calculated as the portion of normalised earnings (3 years industry average and consensus analyst future
Capital Earnings estimates) over and above earnings attributable to book assets. Earnings then used to capitalise Knowledge Capital.
Value Added Pulic (1997) An equation that measures how much and how efficiently intellectual capital and capital employed create value based on the relationship to
Intellectual three major components: (1) capital employed; (2) human capital; and (3) structural capital. V4/C™; = CEE; + HCE; + SCE;
Coefficient
(VAIC™)
Economic Value Stern & Calculated by adjusting the firm’s disclosed profit with charges related to intangibles. Changes in EVA provide an indication of whether the
Added (EVA™) Stewart (1997) firm’s intellectual capital is productive or not. EVA is the property of the consulting firm Stern & Stewart and one of the most common methods

utilised.

Technology Brooking (1996) | Value of intellectual capital of a firm is assessed based on diagnostic analysis of a firm’s response to twenty questions covering four major
Broker components of intellectual capital: Human-centred Assets, Intellectual Property Assets, Market Assets, and Infrastructure Assets.
Skandia Edvinsson and Intellectual capital is measured through the analysis of up to 164 metric measures (91 intellectually based and 73 traditional metrics) that cover
Navigator™ Malone (1997) five components: (1) financial; (2) customer; (3) process; (4) renewal and development; and (5) human. This method was promoted by the

Skandia Insurance Company, but Skandia no longer produces the report.

Intangible Asset

Sveiby (1997)

Management selects indicators, based on the strategic objectives of the firm, to measure four aspects of creating value from 3 classes of

Monitor intangible assets labelled: People’s Competence, Internal Structure, External Structure. Value Creation modes are: (1) growth; (2) renewal; (3)
utilisation/efficiency; and (4) risk reduction/stability.

Table 2.1

continueed...

Balanced Kaplan & A company’s performance is measured by indicators covering four major focus perspectives: (1) financial perspective; (2) customer perspective;

Score Card Norton (1992) (3) internal process perspective; and (4) learning perspective. The indicators are based on the strategic objectives of the firm

Tobin’s q Tobin James The “q” is the ratio of the stock market value of the firm divided by the replacement cost of its assets. Changes in “q” provide a proxy for
(19505s) measuring effective performance or not of a firm’s intellectual capital. Developed by the Nobel Laureate economist James Tobin in the 1950s.

Source: Extracted from Sveiby (2001)
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2.1.4.1 Characteristics of indicators in intellectual measurement

In an effort to improve the credibility of intellectual measurements, the MERITUM

Project proposes some characteristics to be considered in assessing the indicators

used in measuring intellectual capital (MERITUM, 2002). These indicators are

diagrammatically presented in Figure 2.1

Figure 2.1: Characteristics of indicators

Useful
Relevant Comparable Reliable
Significant Understandable Timely Obijective Verifiable
Feasible

Source: MERITUM Report: 2002

The above indicators can be described as follows:

Useful: The indicator may serve as an input in the decision-making process of either

(or both) internal management for managerial and control purposes or external

parties (if disclosed) for capital investment and credit purposes.

Relevant: The indicator must convey information that is able to modify or confirm

the expectations of decision-makers.

Significant: The information provided by the indicator must be related to a critical

intangible of the company, i.e., it is linked to a characteristic of the company that

helps understand its value-creation process.

Understandable: Indicators must be clearly presented and calculated, using a

rational procedure that may be understood by potential users.
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Timely: For management purposes, indicators must be made available to managers
as frequently as they require. The information on intangibles that the organisation
decides to provide to its stakeholders must be made available with the same
frequency with which financial reports are prepared.

Reliable: The information provided by the indicator must be trustworthy: It must
be objective and verifiable.

Objective: The value of the indicator must not be affected by any bias arising from
the interests of the parties involved in the preparation or use of the information
disclosed by the firm.

Verifiable: It should be possible to assess the truthfulness of the information
provided by the indicator.

Feasible: It is possible to compute the cost of the indicators, while its total
calculatory costs are lower than the benefits arising from the use of the indicators,
.., the indicator set withstands the cost-benefit test.

Comparable: Indicators must be computed and presented following generally
accepted criteria, so that users may make comparisons over time and across

companies.

Although there are diverse views as to the measurement of intellectual capital
(Dumay, 2009), the relevance of intellectual capital is recognised (Arvidsson, 2011;
Dumay, 2016). Continuous understanding of these assets is therefore needed if
benefits from measuring and reporting on such assets are to be attained. Intellectual
capital as a subject has been viewed as interesting (Chatzkel, 2004) and complicated
(Bueno, Salmador, Rodriguez & Martin De Castro, 2006; Cuganesan, 2006),

explaining some of the measurement challenges involved.

2.1.5 Reporting on Intellectual capital

As revealed by a number of researchers previously mentioned, there is general
agreement among researchers that there is a positive link between intellectual
capital and the performance of organisations. Reporting information on intangible
assets is therefore important in enabling external communication, efficient

allocation of resources and improvement in internal organisation management
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(Zambon, 2004). There are therefore both internal and external reasons for such
reporting, as pointed out by Marr et al. (2003), in that internal reasons are to do with
the need to manage the organisation, while external reasons focus on the need to

communicate the capacity and performance of the organisation to the stakeholders.

Focusing on external reporting, Zambon (2004) outlines external reasons for

reporting on intellectual capital as follows:

1) It reflects the actual worth of the company by giving information that is
more useful to current and potential investors.

2) It improves the accurateness of stock prices through providing a more
comprehensive picture of a firm’s assets.

3) It reduces the uncertainty about a company’s growth potential, which
ultimately positively affects the organisation’s cost of capital.

4) 1t stimulates the pursuit of a set of policies by means of the knowledge
embodied in the employees — aimed at increasing customer satisfaction and
loyalty.

5) It helps young and knowledge-intensive organisations, which generally
encounter great difficulty in attracting external financiers, to develop a
reliable and accepted way to quantify the intellectual capital to investors and

financiers.

From the above-mentioned reasons for intellectual capital reporting, it may be
concluded that it is more beneficial for the organisations to externally report on their
intellectual capital. Andriessen (2004) outlines five benefits of external reporting
on intellectual capital as: 1) closing the gap between book value and market value;
2) providing improved information about the “real value” of the organization; 3)
reducing information asymmetry; 4) increasing the ability to raise capital by
providing a valuation on intangibles; and 5) enhancing an organization’s reputation.
Some of the organisations that have benefited from intellectual capital reporting as

explained by Zambon are discussed below.
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Skandia, the first company to release an intellectual capital report as part of its
corporate annual report, found that its stock price rose by approximately 40%. Out
of that 40%, 25% was attributed to being the response to the intellectual capital
supplement (Sullivan, 1998). In addition, the organisation is argued to have reduced
administration time on acquisitions by 60-70% through the re-use of knowledge
and transfer of experiences. WM Data, one of Sweden’s fastest growing
information technology companies, benefited from intellectual reporting by
identifying problems with the composition of the company’s staff, and at the same
time using staff turnover ratio in maintaining knowledge which was crucial to the
company. ABB Sverige, Sweden’s largest industrial company, managed to reduce
its lead time while at the same time becoming more productive by using its internal
and external intellectual capital management system. A Danish consulting firm,
PLS Consult, attributed the considerable growth of the organisation to its
intellectual capital accounts. These accounts focus on information about the

education, age and experience of its human resources.

Whilst evidence exists suggesting that reporting of intellectual capital may be
beneficial, the inadequate communication of intellectual capital also has its
consequential implications. Holland (2001) argues that smaller investors have no
access to such information on intangible assets as this information is accessed
through private sources by the larger investors. As such, without such reporting,
they will be at a disadvantage compared to the large investors who can easily access
such information through private meetings. Insider trading has also been noted by
Aboody and Lev (2000) as an implication of inadequate reporting of intellectual
capital. Thus, the management of the organisation, being at an information
advantage when compared to the external stakeholders, might exploit internally

produced information on these assets at the expense of other investors.

Marr, et al. (2003) argues that wrong valuations of organisations, especially when
intellectual capital is not included, place an organisation at higher level of risk. Such
risk increases the cost of capital (Leadbeater, 2000; Lev, 2001). Whilst reducing

information gaps with the external users, it can be inferred that reporting of
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intellectual capital is also advantageous to the reporting organisations. The
reporting of human capital as part of the key intellectual group is therefore

important.

2.2 HUMAN CAPITAL
2.2.1 The concept of human capital

As already indicated, human capital is part of the broader category of intellectual
capital. Human capital as a concept traces its roots from the idea of investing in
people, as developed by Adam Smith (1776) in his book, Wealth of Nations. His
main argument was that different levels of education differentiated how people
work, which ultimately differentiated their returns. Smith was of the opinion that
more educated people have better returns than less educated people.

However, the term ‘human capital was invented by Schultz (1961) who discovered
that the return on human capital investments in the United States were larger than
investments in the physical assets. As such, awareness increased that the human
resources were key in achieving better returns on investments. Such realisations
provided the impetus for the treatment of human capital as an asset, in such a way
as to enable the communication of the value of human resources to the users of
corporate information (Brummet, Flamholtz & Pyle, 1968; Hermanson, 1964).
However, due to some measurement problems, the growth of human resources as a
source value creation in organisations remained limited, with external sources of
competitive advantage being dominant in that decade (Barney, Wright & Ketchen
Jr, 2001).

The emergence of the resource-based view (RBV) of the organisation in the 1980s,
however, re-directed the focus of sources of competitive advantage to the internal
resources of an organisation (Barney, 1991; Grimaldi, Cricelli & Rogo, 2013; Hall,
1992; Wernerfelt, 1984, 1995). Thus, the argument behind the RBV is that it is the
internal resources of an organisation that give a distinction amongst competitive
organisations (Barney, 1991; Campbell & Park, 2017; Wright, McMahan, &
McWilliams, 1994). Barney (1991:102) describes a competitive advantage to be in
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existence “when a firm is implementing a value creating strategy not
simultaneously being implemented by any current or potential competitors”. Thus,
in the realm of the RBV, competitive advantage therefore only occurs when there
is organisational resource heterogeneity and organisational resource immobility
(Wright et al., 1994). However, a competitive advantage is considered sustainable
only when other organisations are incapable of duplicating the benefits of a
competitive advantage (Lippman & Rumelt, 1982). Sustainability therefore comes
when all efforts by competitors to duplicate the advantage have ceased (Wright et
al., 1994).

Barney (1991) gives four attributes to the resource that provides a sustained
competitive advantage: I) the resource must add positive value to the organisation;
2) the resource must be unique or rare among current and potential competitors; 3)
the resource must be imperfectly imitable; and 4) the resource should not be
substituted with another resource by competing organisations. Whilst resources
encompass physical capital resources, human capital resources and organizational
capital resources (Barney, 1991), the bulk of resources that bring sustainable
competitive advantage are intangible resources (Barney, 1991; Grimaldi et al.,
2013).

With human capital being part of intangible resources, human capital has also
emerged as a key source of competitive advantage. Human capital is considered
valuable, imperfectly imitable and non-substitutable (Barney, 1991; Wright et al.,
1994). While other components of sustainability could be easily shared with other
resources, the non-imitability of human capital has received much recognition in
accepting human capital as a source of sustainable competitive advantage. Imitating
human capital has been deemed challenging as the identification of the precise
source of advantage was difficult (Duarte Alonso & Bressan, 2016; Shaw, Park &
Kim, 2013; Wright, et al., 1994). Although some challenges emerged on the
measurement of human capital (and intangible assets in general as mentioned

earlier), the prominence of human capital as a key source of sustainable competitive
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advantage is still growing (Campbell, Saxton & Banerjee, 2014; Duarte- Alonso &
Bressan, 2016; Ordenez de Pablos & Edvinsson, 2015; Wright, et al., 1994).

2.2.2 Definition of human capital

Human capital has been defined as the combined intelligence, skills and expertise
that give the organisation its distinctive character (Bontis, Dragonetti, Jacobsen &
Roos, 1999). Bontis (2003) further defines human capital as the stock of an
organisation’s competencies, knowledge and personal attributes represented by its
employees. As such, it is the employee attributes that distinguish one organisation
from the other. Defining human capital from another angle, Gates and Langevin
(2010) refers to human capital as the knowledge, competencies, experience,

creativity, attitudes and motivation of the employees of an organisation.

A broader definition by Afiouni (2013), given after a thorough review of literature
on human capital definitions, explains human capital as a combination of cognitive
component (knowledge, skills and abilities) behavioural component (willingness
and capability to install knowledge, skills and abilities), fit component (alignment
of cognitive and behavioural components with strategic imperatives), flexibility
component (capability to acclimatise to various business strategies) and
measurement component (assessing human capital’s contribution to value
creation). Human capital therefore represents all the human capabilities and stores
of knowledge in an organisation which are inherent in an organisation’s people. It
is these attributes that give the organisation its distinctive character, thereby
creating a competitive advantage in those organisations which have more superior

stock of these employee attributes.

2.2.3 Human capital value creation and organisational performance

The importance of human capital as an asset capable of creating value has been
explained by the RBV of the organisation, which regards human capital as a key
source of sustained competitive advantage. Thus, because of its intangibility human
capital is ‘valuable, inimitable, rare and non-substitutable’ (Barney, 1991),

rendering it a key source of value creation and competitive advantage. From the
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characteristics defining human capital, as indicated by the various definitions used
in understanding human capital, there is a notion that employee attributes are

capable of creating value for an organisation.

In support of this idea of value creation, MERITUM (2002) acknowledges that
human capital is recognised as an intangible asset that has the capacity to create
value. In their study on the relationship between human capital and value creation,
Wright and Snell (2005) concludes that it is those organisations that give priority to
the capabilities, knowledge and skills of their human resources that will be able to
achieve value creation capacity. As such, the creation of value through human
capital is possible and achievable. The engagement by organisations in realistic
human capital practices can therefore intensify the value creation process (Youndt,
Snell, Dean & Lepak, 1996). The human capital theory, which is grounded in pure
economics, further suggests that individual skills, knowledge and experience
generate economic value for an organisation. The theory further argues that these
can be stimulated thorough education and training acquired by individual
employees. Becker (1964) also portrays human capital as the foundation for the
wealth-creating capacity of an organisation, while Mincer (1989) views human
capital as a generator of growth through innovation.

While acknowledging human capital to be a source of value creation, Edvinsson
and Sullivan (1996) argues that it is not the stock of the knowledge on its own that
will bring value creation to the organisation. They argue that the ability of the
organisation to extract knowledge will drive value creation. In support of this
argument, Coff (1997) points out that the mere presence of human capital is not
enough to achieve competitive advantage. As such, the ability of an organisation to
support its business strategies with human capital becomes an indication of the
organisation’s capacity to generate value. An organisation that is able to translate
human capital capabilities to meet the expectations of the various stakeholders will
therefore remain successful (Bass, Lev, Low, Mcmurrer & Siesfeld, 2000).

In as much as Lev (2001) argues that intangible assets by themselves neither create

nor generate growth, the role of human capital as a value and growth creator has
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been accepted among investors, economists and managers (Marr et al., 2003). Thus,
while other resources might give limited advantages to the organisation, human
capital is recognised as having the capability to provide unlimited benefits to
organisations (Rao & Varghese, 2009). As such, it is a key source of value creation

for organisations.

Value creation should translate into the actual performance by the organisation. As
such, to reflect the capability of human capital in value creation; insights can also
be drawn from the relationships between human capital and organisational
performance. Literature on the value of human capital to an organisation suggests
that human capital provide the business competencies which develop innovation
and ensure competitive advantage (Lipunga, 2013; MERITUM, 2002; Ordenez de
Pablos, 2003). As such, organisations that have a competent human capital base are
able to respond to unanticipated economic change and hence will be ready to exploit
opportunities associated with such changes. Such opportunities enable these
organisations to remain successful. An organisation’s ability to support the business
with the human capital it has is an important indication of the organisation’s future
business performance. Human capital is also reflected as an important asset that
drives profit generation in organisations (Crook et al., 2011; Stewart, 1997; Sveiby,
1997).

Supporting the link between human capital and organisational performance, other
researchers argue that there is a positive relationship between human capital
disclosure and the profitability of the organisation (Lin, Huang, Du & Lin, 2012;
Skoog, 2003). Ashton (2005) established that successful business strategies were
associated with the personal traits of the top executives. Pena (2002) also found a
positive relationship between the entrepreneur’s level of experience, motivation and
education and the performance of the undertaking created. In a study of Taiwanese
listed organisations, Chen, Cheng and Hwang (2005) found that human capital had
a positive effect on an organisation’s market value and profitability. Kamath (2008)
similarly established that human capital had a major impact on the profitability and

productivity of top organisations in India’s drug and pharmaceutical industry. In
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Malaysia, according to Ting and Lean (2009), human capital has a positive
relationship with the profitability of financial institutions.

Human capital is therefore considered as the most vital resource of the organisation
with the ability to increase the performance of an organisation in the current
business environment (Narayan, 2010; Wickramasinghe & Fonseka, 2012). The
current business environment characterized by rapid technological change and
increasingly sophisticated customers and innovations has led to the shift of
competitive base away from traditional physical and financial resources
(Cuganesan, 2006) to intangible resources like human capital. As such, the
productivity and profitability of organisations are being determined to a large extent
by the capabilities of their people (Becker, & Gerhart, 1996; Singh & Narwal,
2015). The competitive advantages of these organisations therefore lie
predominantly in their people, rendering human capital a key driver of

organisational performance.

2.2.4 Human capital measurement

Given the value relevance attributed to human capital, Marr et al., (2003) points out
that human capital measurement is meant to enhance internal management of the
organisation and at the same time to externally communicate the capacity and
performance of the organisation to the stakeholders. However, the measurement of
human capital has been faced with many challenges. The measuring of human
assets is considered more subjective than measuring other physical assets; as such
this has seen the asset being excluded as an asset in financial reporting (Baron,
2011; Steen, Welch & McCormack, 2011). Huselid (1995) argues that the two
major issues with human capital measures were that, firstly, there was no common
framework for reporting that goes beyond historical measures (for example; cost of
training or cost of recruiting) to more detailed information on the work force
quality. Secondly, many organisations lack databases and audited information that
can give strong and relevant information, especially to investors. As such, a major

concern was on the practical difficulties of collecting human capital information to
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present for reporting, and whether investors will understand such information
(Stiles & Kulvisaechana, 2003).

Due to failures in quantifying human capital, researchers have begun to place
greater emphasises on value creation than on measurement processes. The 1IRC is
of the opinion that “the communication about value creation should be the next step
in the evolution of corporate reporting’’ (IIRC, 2013:1). A number of models have
therefore been developed in an effort to analyse and provide useful information to
both the internal and external users. Some of the models developed include the
balanced scorecard by Kaplan and Norton (1996), the human capital monitor by

Mayo (2001), and the organisational performance model by Mercer HR consulting.

Donkin (2005) argues that it is not measurement that is important to human capital
management, but the motive for such measures as well as the value added that is
important. Such propositions led to the narrative accounting information on human
capital, instead of placing the emphasis on quantifying human capital in terms of
hard numbers in the financial statements (Roslender, 1997). The arguments behind
such a shift were that such measures should ultimately provide information on
human capital that is useful for decision-making by both managers and investors
(Baron, 2011). These authors thus recognise the importance of human capital
information to the investors. The disclosure of human capital information to these

investors is therefore important in making informed decisions.

2.3 CONCLUSION

The aim of this chapter was to discuss human capital as an intangible asset and how
it has emerged as a key asset in the current business context. The chapter initially
provided an overview of intangible assets so as to contextualise human capital as
an intangible asset. Moving on to focus on human capital, the chapter explained
how human capital has become one of the key internal resources in the value
creation of an organisation, leading it to being considered a key source of

sustainable competitive advantage. Such importance of human capital in the success
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of an organisation has led to the need for human capital information by external

users of corporate information.

The challenges inherent in measuring human capital as an asset were discussed.
These challenges make it difficult to incorporate this asset into the financial
statements of reporting organisations. Efforts were therefore made to disclose on
the value creation ability of the asset, so as to assist the users of human capital

information to make informed decisions about the reporting organisation.
Having covered the concept of human capital, its value creation abilities and the

difficulties in human capital measurement, the next chapter discusses human capital

information disclosure in corporate annual reports.
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CHAPTER 3
HUMAN CAPITAL INFORMATION DISCLOSURE

3.0 INTRODUCTION

Chapter 2 focused on human capital as an intangible asset, showing how
information emanating from this asset has become important due its value creation
abilities. The current chapter focuses on human capital information disclosure in
corporate annual reports. To contextualise the discussion, corporate annual
reporting as a source of information is initially explored. The main purpose of this
chapter is to provide insights on the relevance and adequacy of human capital
information emanating from such reporting. This chapter therefore provides the
basis for the theoretical chapter which addresses issues of information asymmetry
problems. The need to resolve such information asymmetry problems leads to the
discussion on the need for a harmonised system of human capital information

disclosure.

This chapter therefore covers corporate reporting and the users of the corporate
reports; information asymmetry in corporate annual reports; human capital
information disclosure; and the harmonisation of such disclosure in reducing

information asymmetry problems.

3.1 CORPORATE REPORTING

Corporate reporting includes all aspects of financial reporting as well as other non-
financial means of communicating information that relates directly or indirectly to
the information provided by the accounting system of an organisation (Adelowotan
et al., 2013). Corporate information users therefore refer to various sources of
information to inform their decisions about different organisations. Some of the
sources mentioned in previous research include websites, statistical reports,
speeches and announcements, media, corporate annual report (Adelowotan et al.,

2013); financial press reports, magazines, newspapers, stockbroker advice
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(Anderson & Epstein, 1995; Bartlett & Chandler, 1997); and holding interviews
with company officials (Bence, Hapeshi & Hussey, 1995).

However, the corporate annual report is recognised as the most important source of
corporate information frequently used by various users (Bence et al., 1995;
Chatterjee, et al., 2010). This study focuses on corporate annual reports as the
source of corporate information to external users.

3.2 CORPORATE ANNUAL REPORTS

The most essential role of corporate annual reports is to provide relevant, useful and
reliable economic information to an organisation’s various stakeholders (Binh,
2012). These stakeholders refer to the corporate annual report in order to make
sound economic and investment decisions (Al-Ajmi, 2009; Chatterjee et al., 2010;
Penrose, 2008). With the disclosure requirements of stock exchange listed
organisations being more comprehensive than the requirements of unlisted
organisations, the corporate annual reports of public listed organisations have
become the major source of public information available to the users of corporate

information.

In most countries, the disclosure requirements of the listed organisations derive
mainly from the Companies Act, the International Financial Reporting Standards
(IFRS) and the listing regulations specified by the Stock Exchange. These
regulations provide the minimum mandatory information to be contained in the
corporate annual reports (Cronje, 2008) and in most cases influence much of what
is reported by the listed organisations. It can be concluded that most users of
corporate information derive more of their information from what is published in
the corporate annual reports of listed public organisations, as these reports are the
only mandatory way in which organisations communicate with the external

stakeholders.

Because the corporate annual report is referred to as a key source of information for
sound decision-making, it is argued that it has transformed from being a document
to fulfil statutory requirements into being a document used in decision-making

(Jones, 2006). Lee (1994) argues that the corporate annual report also serves to
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communicate corporate identity, which is also a non-accounting managerial
purpose, and moves away from being an accounting and governance compliance

document.

3.3 USERS OF CORPORATE ANNUAL REPORTS

The primary users of the corporate annual report as outlined by the International
Accounting Standards Board (IASB) Conceptual Framework for Financial
Reporting of 2010 are the existing and potential investors, lenders and other
creditors. These primary users make use of the corporate annual reports in making
decisions about the provision of resources to an organisation (IASB Framework,
2010). The management of the reporting organisation, regulators and members of
the public are considered as secondary users, with the annual report not specifically
directed to them (IASB, 2010). To understand these various users and their
information requirements, the Framework for Preparation and Presentation of
Financial Statements (IASB, 2009) has outlined these users and their information

requirements as explained below.

1) Investors are the providers of capital and are concerned with the risk associated
by an investment and also the return to be provided by their investments. This group
of users needs information to help them determine their capital resource allocation,
especially on the decisions on whether to invest or disinvest. Shareholders as part
of the investors are also interested in information that enables them to determine
the ability of the entity to pay dividends.

2) Employees and their representative groups are interested in information about
the stability and profitability of their employers that enables them to assess the
ability of the entity to provide remuneration, retirement benefits and employment

opportunities.

3) Lenders are interested in information that enables them to determine whether
their loans, and the interest attaching to them, will be paid when due.
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4) Suppliers and other trade creditors are interested in information that enables

them to determine whether debtors will be able to pay them when due.

5) Customers have an interest in information about the continual operations of an

entity if they depend on it or have long term involvement with it.

6) Government and other agencies are interested in the allocation of resources
and, therefore, the activities of entities and determination of taxation policies, and

as a basis for national income and similar statistics.

7) Members of the public may obtain information on trends and recent

developments in relation to the prosperity of the entity and the range of its activities.

It may be inferred from the different users listed above that investors are one of the
major users of corporate information in as much as there are various users with
diverse needs. The provision of sufficient information in the corporate annual
reports will assist in fulfilling the needs of these investors and other users of
corporate information. It becomes necessary for the preparers of corporate annual
reports to have a good understanding of these users’ diverse needs, such that their

information provision meets the users’ information demands.

Foreign investors, being part of the investors group, are also primary users of
corporate annual reports. Foreign investors are those people who put money into
an organisation outside of their home country. While their information requirements
are similar to local investors’ information requirements, these foreign investors are
considered to be at a greater disadvantage regarding information than the local
investors. Caves (1971) contends that, unlike local investors, they lack familiarity
with the social, political and economic conditions in a foreign location. Scholars
therefore acknowledge that information asymmetry is more pronounced among
foreign investors, making their investment decisions more difficult (He, 2002; Leuz
et al., 2010; Slangen & van Tulder, 2009). By providing adequate corporate

information, especially in public sources like the corporate annual report, preparers
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of corporate information might reduce the information disadvantage of these
investors, enabling them to make fully informed decisions.

Previous research acknowledges the usefulness of accounting information in cross-
border investment decision-making. A study by Rossi and Volpin (2004) reveals
that the volume of cross-country mergers and acquisitions is significantly larger in
countries with better accounting standards. Organisations with good accounting
attributes are also found to be positively held by foreign investors (Kang & Stulz,
1997). Similarly, Black, Carnes, Jandik, and Henderson (2007) finds that foreign
investors pay lower premiums for target organisations where accounting data are
less value-relevant. Foreign investors therefore give more preference to markets
and organisations with high quality information that enables them to assess
investment opportunities at a lower cost (Portes & Rey, 2005). Corporate
information thus becomes essential in reducing information asymmetries in

investment decisions.

3.4 INFORMATION PROVISION IN CORPORATE ANNUAL REPORTS.
Corporate reporting is aimed at providing users with information about an entity’s
business and operations (Cronje & Moolman, 2013). While the corporate annual
report is heavily dominated by financial information, corporate annual reporting is
broader than just the financial statements. The reporting, besides financial
information, also covers voluntary narrative information (Beattie, 2014; Cronjé,
2008). The main aim of this narrative information is for management to assess and
communicate the financial and non-financial performance of the company, which
helps in contextualising the financial statements (Saitua et. al., 2015). With the
changes in the source of value creation in organisations, where most organisational
value creation tends to be driven from the non-financial assets, narrative
information from these non-financial assets has assumed greater importance over
the past two decades (Beattie, 2014; Jones & Smith, 2014).

Focusing on investors as users of the corporate annual report, there are some

arguments made that the current reporting system is failing to meet the investors’
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information demands (KPMG, 2013). The traditional way of disclosing historical
financial information is losing prominence as investors are becoming more
concerned about forward-looking information, future risk and opportunities
(Canibano, Garcia-Ayuso & Sanchez, 2000; Francis & Schipper, 1999; 1IRC, 2013;
KPMG, 2013). Thus, investors are now interested in information that goes beyond
pure financial information (IIRC, 2013), focusing more on the non-financial
disclosures as regards investment decision-making. Several authors argue that a
change must be brought about, so that the disclosures offer a better explanation of
the situation and performance of the business (Hooks, Coy & Davey, 2002; Linsley
& Shrives, 2006; Springer, 1992).

Researchers on intellectual capital have therefore been calling for greater disclosure
of non-financial information by organisations (Huang et al, 2013; Lev, 2001;
Samudhram et al., 2010). These researchers argue that the financial measures have
diminished in relevance due to the changes in the sources of value creation in
organisational performance, especially in sectors like the service sector which are
highly characterised by intellectual capital (Amico, 2012; OECD, 2012). Users of
corporate reports have been interested in obtaining the intangible information which
is rarely found in corporate annual reports (Mention, 2011; Ousama, Fatima &
Majdi, 2011).

Human capital information, being part of non-financial information, can also be
argued to be lacking in these corporate annual reports. Regardless of such minimum
disclosure of most non-financial information in these reports, the corporate annual
report has also been considered the most useful written form of communication for
disclosing human capital information externally (Beattie & Smith, 2010, Predin,
2007). Previous research on human capital and intellectual capital in general has
also used these corporate annual reports as an important source of human capital
information (Khan & Khan, 2010; Ragini, 2012; Sobhani, Zainuddin, Amran &
Baten, 2011). An understanding of human capital information disclosure is
therefore necessary in assessing the effects of such information on investment

decision-making by foreign investors.
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3.5. HUMAN CAPITAL INFORMATION DISCLOSURE

The need for human capital information by external users when making decisions
has resulted in human capital information disclosure. Human capital information
disclosure can be done at individual, organisational or societal level (Westphalen,
1999). At individual level, such disclosures are done for individual purposes and
are related to how individual human capital investment can be translated into
earnings. At organisational level, such disclosures are done to show the collective
stock of human capital in an organisation and how such human capital translates
into performance. Most disclosures on the stock of human capital at society level
have been linked with the societal returns to investments in education, merely
reflecting the societal investment level in formal education without really
measuring the totality of stock in the society. This research focuses on

organisational level human capital information disclosure.

Human capital information disclosure at organisational level can be viewed as the
information an organisation discloses about its workforce’s knowledge, capabilities
and motivation (Rahman et al., 2016). It is thus a process by which information on
the workforce excellence is identified and communicated to various stakeholders of
an organisation, be it internal or external stakeholders (Khan & Khan, 2010). Such
disclosures can also be understood as the organisation’s reporting system that
provides information about its people (Gamerschlag & Moeller, 2011). The logic
behind such reporting is premised on the fact that human capital information is
value-relevant in decision-making (Gamerschlag, 2013). As such, disclosing
human capital information would influence the decision-making of investors by
enabling these investors to evaluate organisations with more precision (Bruggen,
Vergauwen, & Dao, 2009; Verguawen & van Alem, 2005). Such information could
be disclosed in corporate annual reports, websites, speeches and announcements,

media, and statistical reports (Hearly & Palepu, 2001).
The disclosure of human capital information is distinctive in that organisations are

allowed to choose the kind of information that they want to disclose, and the manner

in which such information can be disclosed. Such disclosures are not regulated by
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law (Abeysekera, 2008; Mariappanadar & Kairouz, 2017). The difficulties
encountered in measuring human capital’s value contribution, as previously
mentioned, makes it difficult to regulate the disclosure of such information,
considering that its outcomes are influenced by many factors beyond human capital

issues. Most organisations therefore disclose this information on a voluntary basis.

Due to the awareness of the value creating ability of human capital, where it is a
significant player in the success of an organisation, many academics and
practitioners around the world have given substantial attention to human capital
information disclosure in the recent past (Abeysekera & Guthrie, 2004). In
assessing the levels of human capital information disclosure in corporate annual
reports, researchers have used disclosure frameworks containing related human
capital indicators. As explained by Bukh, Nielsen, Gormsen, and Mouritsen.
(2005), a reporting framework is a predefined list of the possible items that can be
reported. Because researchers have not reached consensus on what human capital
information can be disclosed in the annual corporate report, various indicators have

been used, having been developed from literature (Lipunga, 2013).

Some of the indicators used by previous researchers are shown in Table 3.1 below.
Samudhram et al. (2010), however, suggests that whatever approach is taken in
disclosing human capital information, such disclosure should ultimately provide
sufficient information to enable users to make informed decisions. Bhasin (2013)
contends that an effective and adequate reporting framework is one that will enable
users to understand and obtain accurate and reliable information about an

organisation.
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Table 3.1: Human resource disclosure indicator frameworks

scaled by age.

11. Employees
scaled by education.
12. Employees
scaled by gender.
13. Employees
scaled by region.
14. Description of
training activities
undertaken.

15. Training
activities hours.
16. Training
expenses.

17. Employees with
access to training.
18. Hiring
policy/recruitment.
19. Pay policy and
system.

20. Career plan.
21. Incentives
programme.

skills

12. Work safety and
health.

13. Employees’
competence.

14. Employees’
innovation/entre-
preneurial spirit.
15. Employees’
expertise.

16. Leadership
qualities of
employees.

17. Employees’
knowledge.

18. Recruitment
policy.

19. Leadership
qualities of directors.
20. Employee
loyalty.

21. Employee
incentive scheme.

value creation.
9. Human
Resource
development
fund.

10. Employees/
workers fund.
11. Employee
categories.

12. Managerial
remuneration.
13. Retirement
benefits.

14. Performance
Recognition.
15. Pension
fund.

Fontana and Huang et. al (2013) | Micah et. al Al Mamun
Macagnan (2013) (2012) (2009)

1. Number of 1. Directors’ years of | 1. Separate 1. Separate HRA
employees. experience in HRA statement. | statement.

2. Progression in the | business. , 2. Total value of | 2. Total Value of
number of 2. Directors Human Human resource.
employees in recent | qualifications.

years. 3. Directors’ skills. Resource (cost 3. Number of

3. Number of 4. Directors’ training | Of HR employees.
terminations. programme. maintenance). 4. Human

4. New Hires. 5. Directors’ 3. Number of resource policy.
5. Absence or lack | education. Employees. 5. Training and
of staff. _ 6. Directors’ 4. Human development.

6. External rotation | knowledge. resource policy. | 6. Management
of staff. 7. Directors’ - ' ' .

7. Internal rotation | expertise. 5. Training and | succession plan.
of staff. 8. Directors’ development. 7. Employment
8. Employees scaled | competence. 6. Management | report.

by seniority. 9. Employee training | succession plan. | 8. Employees’

9. Employees scaled | programmes. 7. Employment | value addition.
by job d?SCI’IptIOﬂ. 10. Successmn,plan. Report. 9. Human

10. Employees 11. Employees 8. Employee’s resource

development
fund.

10. Employees/
workers’ fund.
11. Employee
categories.

12. Managerial
remuneration.
13. Retirement
benefits.

14. Performance
Recognition.
15. Super-
annuation fund.
16. Other
employees
benefit.
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Table 3.1
continued...
22. Company 22. Employees’
benefits and social motivation.
programmes. 23.Employees’
23. Health and education
safety policy. 24. Employees’
24. Information on profitability.
collective 25. Employee
agreements. satisfaction.
25. Measures of 26. Employee
employee turnover.
satisfaction. 27.Employees’ IT
literacy.
28. Post-training
evaluation exercises.
29. Dependence on
key employees.

Source: Adopted from Lipunga, 2013; Huang, 2013

Using some of the disclosure indicators outlined in Table 3.1, research on the
disclosure of human capital has been undertaken in different parts of the world.
Husin, Ahmad and Sapingi (2013) investigated the extent of human capital
reporting of the top 100 Malaysian listed companies and established that there was
a lack of consistent and adequate human capital reporting systems. In their research
on intellectual capital reporting (human capital included) by Indian organisations,
Chander and Mehra (2011) concluded that the lack of a generally accepted
intellectual capital reporting framework resulted in a disorganised and unsystematic
reporting of these assets. There was, however, some improvement in the reporting

of intangible assets.

In their research on the annual reports of 32 leading listed manufacturing and
service companies in Bangladesh, Khan and Khan (2010) found that the extent of
human capital reporting was increasing due to government regulations in
Bangladesh. They also found out that banks report more on human capital than other

companies. On the contrary, however, Lipunga (2013) found that in Malawi human
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resource disclosure practices by commercial banks was limited, in as much as such

information was an important consideration for decision-makers.

Wickramasinghe and Fonseka (2012) explored the measurement and reporting of
human resource information by organisations in the manufacturing and service
sectors in Sri Lanka. They discovered that insufficient resource allocation, lack of
knowledge regarding human resource measurement and reporting, and the potential
negative impact on an organization restricted the measurement and reporting of

human capital.

Huang et al. (2013) established that in Malaysia where 100 annual reports were
content analysed, the human capital information provided by organisations was
limited and tends to focus on directors, who were seen as figureheads with little
impact on the way companies are run or on creating value for the organisation. The
study indicated that most organisations disclosed information on directors’
experience, qualifications, training and skills. Information on employee turnover,
compensation and satisfaction was least reported by these organisations. The
researchers recommended that organisations should expand their view of human
capital information disclosure to cover a wider range of employees. Gamerschlag
(2013), in examining the value relevance of human capital information, found that
human capital information was value relevant, especially information on

qualifications and competencies.

Hamzah, Hassan, Mohamed, Ahmad and Saad (2013) undertook a study in
Malaysia on human capital information disclosure in the annual reports of 100 of
the largest companies listed on Bursa Malaysia. The study revealed that information
pertaining to employee benefits, training and development as well as work-related
knowledge was the most often disclosed. Intellectual capital studies by Yildiz,
Meydan and Guner (2014) found that training and development and work-related
knowledge were the most reported information in both private and public banks.
De Silva, Stratford and Clark (2014) in their study on intellectual capital also found
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that 55% of human capital information was being numerically disclosed in annual

reports, focusing mainly on employee performance.

A study by Adelowotan et al. (2013) in South Africa on the significance of human
capital disclosure by top South African companies revealed that in few cases
disclosure is a function of the perceived level of significance of these items, but in
many cases preparers do not provide adequate information on certain items even
though these items are perceived to make a strong contribution to value creation.
The authors furthermore concluded that organisations provided some information
in response to local and international laws and regulations guiding corporate
governance and reporting. The recommendations were that information on these
human capital attributes should be fully disclosed in the corporate annual reports as
these organisations may be evaluated by the users of corporate annual reports as
having greater corporate value because they find these reports to be more useful for

decision-making.

Cronje and Moolman (2013) in their research on intellectual measurement,
recognition and reporting using 40 top South African listed organisations found that
intellectual reporting still lacks prominence. The researchers recommended that a
standardised and comparable approach when accounting and reporting on

intellectual capital in corporate annual reports should be ensured.

The general conclusion from such research is that human capital information is
minimally reported in corporate annual reports. Over and above low levels of
reporting, human capital information has been reported in a fragmented and
haphazard manner in as much as users of human capital information found such

information useful in decision-making.

3.5.1 Reasons for limited disclosure of human capital information

Different reasons have been advanced for the low levels of human capital
information disclosure. Some researchers attribute such limited disclosure to
reporting systems (Guthrie & Petty, 2000; Tayles, Pike & Saudah, 2007; Verma &
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Dewe, 2008). Other researchers attribute the limited disclosure of human capital
information to the fear of giving away sensitive information (Bozzolan, Favotto &
Ricceri, 2003; Flamholtz, 1999; Foong, Yorston & Gratton, 2003; Samudhram et
al., 2010). Beattie and Smith (2010) also cite issues of costs associated with such

disclosures.

Human capital information is considered strategic in gaining competitive advantage
(Barney, 1991; Grimaldi et al., 2013). As such, competitors should not be able to
imitate the organisations’ unique resources as these competitors would then be in a
position to potentially erode competitive advantage (Verma & Dewe, 2008). For
this reason, organisations are likely to treat information about their human capital
as confidential and tend not disclose public information on this capital unless they

are obliged to do so.

Samudhram et al. (2010) argue that organisations do not disclose human capital
based information because they are afraid of giving away vital information to
labour, which labour would use to enhance its bargaining power. As such,
disclosures would only be done if it is to the advantage of the business rather than
to the general stakeholders. Beattie and Smith (2010) point to the cost of
information provision as a force which also hinders human capital information
disclosure. These authors argue that disclosing sensitive information to competitors

is considered a serious burden, in addition to the cost of information provision.

Additionally, the challenges in relation to the reliability and validity of human
capital measures also contributed to the minimal levels of human capital disclosure
in corporate annual reports. Holland and Johanson (2003) contend that corporate
information providers perceive indicators of human capital based information to be
less reliable, and as such, providers of corporate information tend to focus on
providing the information which they believe will be relevant to the users of such

information in making informed decisions.
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A related issue is the non-auditing of human capital information. Johnson, Pany and
White (1983) argue that investors and the public in general consider audited
information to be more credible than unaudited information. If non-financial
performance measures are audited, investors’ perceptions on the reliability of, and
reliance on, this information might therefore increase. Investors’ use of human
capital information in corporate reports is dependent on their own perceptions of

the reliability of the source of such information.

The above outlined reasons for the non-disclosure of human capital information

give insights on asymmetric information related to human capital.

3.5.2 Motives for human capital information disclosure

Although there might be several reasons to justify the minimal disclosure of human
capital information in corporate reports, such reasons can be upheld when there is
need for such information and when it is beneficial to the disclosing organisations
to do so (Samudharam et al., 2010). The major objective of corporate reporting is
to provide useful and relevant information to users for them to make informed
decisions. These users include both local and foreign investors. The need to satisfy
these corporate information users can be located in corporate information theories,

namely the stakeholder, the resource dependency and the agency theory.

The stakeholder theory suggests that all stakeholders have the right to be provided
with information on how an organisation’s activities impact on them, even if they
choose not to use it (Deegan, 2002, Gunawan, 2015; Thijssens, Bollen & Hassink,
2015). As such, it becomes an obligation for the organisation to communicate all

relevant information, including human capital related information.

The resource dependency theory, on the other hand, suggests that if an organisation
is dependent on the externals for its survival and growth, then the organisation has
the incentive to report all relevant information. Such information disclosure will

enable the organisation to survive and grow, through the attraction of the resources
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the organisation requires for operation (Malatesta & Smith, 2014; Pfeffer &
Salancik, 1978).

The agency theory explains how asymmetric information between the principal and
the agent leads to a high risk of inefficient allocation of capital (Christensen,
Nikolaev & Wittenberg-Moerman, 2016; Diamond &Verrecchia, 1991 Steinle,
Schiele, & Ernst, 2014). Because of such risks, the principal usually engages in
private information seeking to uncover the agent’s superior information. This
comes at a cost, however, leading to an increased cost of capital for any investments
to be made (Botasan & Plumlee, 2002). The importance of reporting corporate
information therefore points to the need to reduce inefficient allocation of capital
by the principal.

3.6 HARMONISATION OF HUMAN CAPITAL INFORMATION
DISCLOSURE

With continuous calls having been made for the inclusion of non-financial
information in corporate annual reports, there seems to be no reporting framework
that has managed to fulfil that call (Milne & Gray, 2013). While efforts have been
made to develop guidelines and disclosure frameworks in human capital
information disclosure and IC reporting in general, there are no agreed guidelines
and frameworks in human capital information disclosure (Chander & Mehra, 2011,
Saitua, et al 2015;). The disclosure of human capital information by organisations
has remained minimal and fragmented (Chander & Mehra, 2011; Saitua et al., 2015;
Verma & Dewe, 2008). Such fragmented reporting might be perpetuating the
information asymmetry problems experienced by foreign investors. Harmonisation
of human capital information disclosure might be a solution in reducing these

information asymmetry problems.

3.6.1 Harmonisation as a concept

Harmonisation can be viewed as a process for developing a set of standards,

practices and frameworks for reporting that is homogeneous (Upadhyay, 2015). The
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aim of such a process is to strengthen homogeneous reporting frameworks by
increasing the compatibility of the reporting practices, although with some form of
variation to allow for flexibility (Bradshaw & Miller, 2007). As such, different
views and interests of different parties are accommodated in the process, allowing
for the varied requirements of individual organisations and countries to be fulfilled
as long as there is no logical conflict (Canibano & Mora, 2000).

The process of harmonisation is differentiated from standardisation on aspects of
uniformity and rigidity. Standardisation implies uniformity in reporting across all
organisations or countries (Choi, Frost & Meek, 1999; Nobes, 2014; Nobes &
Parker, 2000), bringing some degree of rigidity into the reporting system where all
organisations and countries involved in such reporting should conform to the given
standards. However, Tas (1992) considers standardisation to be part of the
harmonisation process rather than being a separate concept. Tay and Parker (1990)
further argue that the two concepts may be difficult to distinguish as they may occur
at the same time, resulting in complete harmonisation or uniformity. The
differences between the two concepts are therefore not strictly followed, with the
concepts usually used interchangeably in both literature and practice (Ali, 2005).

However, the need to accommodate different contexts and situational variables in
different organisations and countries has seen harmonisation regarded as a preferred
approach to corporate reporting rather than standardisation. Commenting on
financial reporting in corporate reports, Upadhyay (2015) contends that a number
of critics were against standardisation. These critics favour harmonisation of
accounting standards arguing that harmonisation leaves space and scope for

differences that arise due to different operating environments.

The operating environments affect corporate accounting and reporting systems
where, for example, different cultures, political, legal, and taxation systems (Gray,
2014; Nobes & Parker, 2008) are in existence. Whilst culture as an external factor
is not considered a direct influence on the reporting practices of organisations and
their countries, culture studies by Hostede (1984) and Gray (1988) on the link
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between reporting practices and culture indicates some linkage. A study by Salter
and Niswander (1995) which tested Gray’s (1988) theory, further confirmed the
link between uncertainty avoidance and transparency in reporting practices.
However, they did not find any relationships with the prediction related to secrecy,
or power distance. Taking cognisance of these operating environment factors,
harmonisation may be present but may be difficult to fully achieve.

De jure (formal) or de facto harmonisation may be achieved depending on the focus
placed on harmonisation (Tay & Parker, 1990). De jure harmonisation is achieved
when the rules and principles of the reporting system are harmonised. De facto
harmonisation refers to the harmonisation of the actual reporting practice by the
organisations (ibid). However, the enhancement of de jure harmonisation is

necessary in achieving de facto harmonisation (Tas, 1992).

In corporate reporting, the concept of harmonisation of a reporting system has been
predominantly discussed in the area of financial reporting (Ahmed & Ali, 2015;
Sinha, Ghosh & Nandi, 2012). Such a practice followed naturally as the focus on
corporate reporting was also more on financial information, with little attention
being given to other sources of value creation. However, with the need to provide
relevant and adequate information to corporate information users for them to make
informed decisions, the provision of human capital information in a harmonised
way might therefore increase the value relevance of such information in enhancing
decision-making. As such, the benefits to be accrued from harmonised human
capital reporting should naturally be based on the advantages to be derived from a

harmonised corporate reporting system in general.

3.6.2 Benefits and challenges of harmonisation

The major benefit of harmonisation is to enhance comparability of information in
the reporting system (Ali, 2005; Castilla-Polo & Ruiz-Rodriguez, 2017; Upadhyay,
2015). Such comparability increases the reliability of the information provided.

Diverse standards reduce the credibility of information due to difficulties in
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auditing and the verification of the information, which discourages investment and
thereby impedes economic growth (Ali, 2005). Comparability is regarded as one of
the main enhancing qualitative characteristics of accounting information (IASB,
2010), as it enables better understanding, lowering risks and enhancing efficient
selection of investments (Ahmed & Ali, 2015; Ali, 2005). Harmonisation therefore

improves risk analysis, resulting in a lower cost of capital.

Harmonisation also saves time and money (Blake, 1990) by reducing time and
resources needed in consolidating the divergent information. Consistency in the
reporting practises might also be achieved as the same style of reporting would have
been adopted. Consistency also contributes to better understanding and
predictability. Harmonised reporting therefore improves transparency, credibility,
comparability and market efficiency as the information available to investors and
the public will be improved (Ali, 2005; Islam, 2006; Zarb, 2006).

However, the major challenges in harmonisation would be the length of time and
the resources that are needed to achieve such harmonisation (Nobes & Parker, 2004;
Wyatt, 1997), considering that some form of consensus needs to be reached. New
controls would also need to be developed to replace some of the existing controls.
Cultural and contextual differences might also make it difficult to achieve
harmonisation (Ali & Hwang, 2000; Hoarau, 1995;), leading organisations and
countries to adhere to their own reporting systems as they also resist any new forms
of reporting (Blake, 1990). Furthermore, Nobes and Parker (2004) argues that the
lack of strong professional bodies might even make harmonisation difficult as these

usually facilitate the reporting systems.
Given that such harmonisation challenges are recognised, the benefits to be accrued

from such harmonisation might make it worthwhile to pursue harmonisation in

corporate reporting practices.
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3.6.3 Harmonised human capital information disclosure system

Borrowing from the benefits to be accrued from harmonisation in general, the
adoption of a harmonised human capital information disclosure system might
remove barriers on non-comparability in corporate reports. Variations in
information provision reduce the usefulness of information by its users
(Schaffhauser-Linzatti, 2004). The provision of harmonised human capital
information can be argued to reduce variations in information provision, enabling

effective signalling and screening in reducing information asymmetry.

Consistency in the disclosure of performance measures and indicators is important
in enhancing comparability of information across organisations (Castilla-Polo &
Ruiz-Rodriguez, 2017; IASB, 2010). With an unsystematic human capital
information disclosure system, foreign investors likely require sufficient time to
understand the reporting system so as to facilitate their investment decisions.
Inconsistencies in such disclosures makes it difficult for information users to
absorb, compare and analyse information (Amber, Barwise & Higson, 2001),
resulting in poor decisions being made. Variations in reporting practices therefore
call for harmonisation in disclosing human capital information if the information

provision is to be useful to the users (Boedker, Mouritsen & Guthrie, 2008).

Homogeneous presentation of information eases the overall process of decision-
making (Bradshaw & Miller, 2007; Marquez-Ramos, 2011), facilitating efficiency
in capital markets by enhancing investors’ ability to make informed decisions from
a wide range of investment alternatives. Such a scenario also reduces information
asymmetry (Baiman & Verrecchia, 1996) as information becomes easier to access
and understand. Harmonisation therefore brings about comparability which enables
better understanding, lowering risks and enhancing efficient selection of investment
options (Ali, 2005).

While foreign investors might spend a lot of time, resources and effort to understand

the corporate information that is presented, the consumption of such resources does

not improve the future cash flows of these foreign investors. Instead, it increases
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the cost of capital needed and ultimately, the required rate of return (Chen et al.,
2014). This increased rate of return might discourage foreign investors interested in
the reporting organisations, contributing to an inability to attract funding by the
reporting organisations. The adoption of a harmonised human capital information
disclosure system may therefore reduce the information cost of foreign investors,
especially those foreign investors relying more heavily on organisation-specific
analysis across countries. Reduction in information costs increases accessibility of
the information, reducing information asymmetry as more signals can be obtained
from the accessed information. Harmonisation therefore saves time and money
(Blake, 1990) by reducing time and resources needed to consolidate the divergent

information.

Literature on the convergence of accounting practices reveals that such
convergence can lower the cost of acquiring and processing information by
investors (Bradshaw, Bushee & Miller, 2004). Research on the adoption of a
harmonised International Financial Reporting System (IFRS) has found a positive
relationship between foreign investments and IFRS adoption (Chen, et al., 2014). It
can also be argued that the harmonised reporting of human capital information by
organisations may yield the same results, through the reduction of human capital

information asymmetry.

3.6.4 Initiatives to harmonise human capital information disclosure

This section discusses some initiatives that have emerged in support of a
harmonised reporting framework (where human capital information is included).
These initiatives include the Global Reporting Initiative (GRI), the Integrated
Reporting (IR) and the Smart Corporate Reporting (at global level); the
MERITUM, Nordika, and IFAC guidelines (at multi-national level); and the
Danish, German and Japanese guidelines (at national level). These initiatives are
briefly outlined below.
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3.6.4.1 Global Reporting Initiative

The GRI initiative has made effort to come up with a harmonised reporting
framework. The initiative was formed in 1997 by the Coalition for Environmentally
Responsible Economies in collaboration with the Tellus Institute (GRI, 2013). The
main objective of the GRI is, “to enhance responsible decision-making by
promoting international harmonization in reporting relevant and credible corporate
economic, environmental, and social performance information” (Woods, 2003:60).
One of its drives is to improve the quality and quantity of non-financial information
in corporate annual reports (GRI, 2013), as specified in its latest fourth generation
guidelines (G4) of 2013. The efforts of the GRI lie in providing a reporting
framework that makes it easier for the stakeholders, such as investors, governments
and other organizations, to understand a corporation’s business activities better

(Fonseca, McAllister & Fitzpatrick, 2014).

The GRI is therefore considered one of the more widely used guidelines for non-
financial reporting (Gray, Adams & Owen, 2014), especially in the area of
sustainability reporting (Bassi et al., 2015). The GRI framework provides some
direction on how to report on environmental, economic and social indicators. It is
under the social indicators that human capital issues are incorporated. The GRI
identifies five areas in relation to human capital, namely employment, labour—
management relations, health and safety, training and education; and diversity and
opportunity (Pedrini, 2007). Table 3.2 provides information on the human capital
issues considered in the GRI. Though the guidelines have received some criticism
as being merely symbolic reporting (Milne & Gray, 2012), the GRI remains one of
the reporting frameworks that has received some recognition in terms of non-

financial information disclosure at the international level.
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Table 3.2: GRI sustainability reporting guidelines on core labour issues

Employment Total workforce by employment type, employment
contract, and region. Total number and rate of
employee turnover by age group, gender and region.
Labour/management Percentage of employees covered by collective
relations bargaining agreements Minimum notice period(s)
regarding operational changes, including whether it
is specified in collective agreements.

Occupational health and | Rates of injury, occupational diseases, lost days, and
safety absenteeism and number of work-related fatalities by
region. Education, training, counselling, prevention,
and risk-control programs in place to assist
workforce members, their families, or community
members with serious diseases.

Training and education | Average hours of training per year per employee by
employee category

Diversity and equal Composition of governance bodies and breakdown of
opportunities employees per category by gender, age group,
minority group membership, and other indicators of
diversity. Ratio of basic salary of men to women by
employee category

Source: Adapted from América, A (2015)

3.6.4.2 Integrated reporting (IR)

The IR was developed by the IIRC (Eccles & Krzus, 2015; 1IRC, 2013) as a new
way to inform various stakeholders about an organisation. The IR framework is
considered to be the next step in the development of globally harmonised corporate
reporting (Monterio, 2015). The main purpose of the integrated report is to explain
how the interaction of financial and non-financial capital in an organisation creates
value over time (IIRC, 2013), allowing for better communication of the
organisation’s value creation process. The IR framework allows stakeholders to
have a complete picture of the organisation, helping them to make better decisions
(ibid). The information from such a report is meant to benefit all stakeholders
including investors, employees, customers, suppliers and other stakeholders
interested in the organisation’s ability to create value over time (Busco, 2014). The
framework is therefore important in reducing the information gap between

corporate reporting and the users of corporate information.
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The guidance provided by the framework is principles-based rather than
prescriptive. The key objective of the principles laid out by the report is to enhance
accountability and stewardship within the six capitals, namely financial,
manufactured, intellectual, human, social and relationship, and natural (lIRC,
2013). With three of the capitals emanating from the intangible assets, Beattie and
Smith (2013) argues that the framework is a holistic concept for refocusing

intellectual capital disclosures.

Focusing on human capital as one of the intangible assets under consideration,
Adelowotan et al (2013) argues that human capital has received much attention
since it includes the employees’ knowledge and competence which are some of the
most value creating aspects of an organisation. The human capital is therefore
defined by IIRC as, “the people’s competencies, capabilities and experience, and

their motivations to innovate” (2013: 12).

With the IR report being considered as the next corporate reporting norm (ibid), the
IR framework is believed to bring change in the reporting practices of many
organisations, with the hope that non-financial information like human capital will
be systematically disclosed (Lennartsson, 2015; 2016). However, because the IR
framework does not provide a prescription of the human capital issues to be
disclosed, some scholars are doubtful if the IR framework will to contribute to
greater disclosure of human capital information (Cheng et al., 2014; van Bommel,
2014).

Some of the principal human capital issues indicated as being of importance in
articulating the role of human capital in value creation are shown in Table 3.3.
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Table 3.3: Human capital vital in articulating human capital value creation

Inputs and activities relevant to an | Outputs and outcomes associated with
understanding of human capital human capital

semployee numbers » employee motivation and engagement
(e.g. by reference to surveys)

* the composition of the workforce * the stability of the workforce (e.g.
(e.g. analysis by gender, age, full- voluntary and regrettable turnover rates)
time or part-time, contingent labour)

* staff compensation * retention rates after parental leave
semployee benefits entitlement « internal hire rate

srecruitment costs * accident rates

straining and development spend * days lost to injury

(including on health and safety)
saverage hours training per employee | « work-related fatalities
category
snumbers of courses taken eindustrial relations issues

sreward schemes to align employee | *revenue per headcount
behaviours with strategic goals

* any productivity gains made

Source: IR: Creating Value; The value of human capital reporting (p.17)

3.6.4.3 The smarter annual report

The smarter annual report is an initiative currently in progress in the corporate
annual reporting sphere. It is an initiative supported by the Sustainability
Accounting Standards Board (SASB) in the United States of America and the IIRC
(Bassi, et al., 2015). The main aim of the report is to provide guidance on improving
annual reporting, especially through the provision of better human capital
information (Bassi et al., 2014). The report identifies better ways of showing how
an organisation creates value and satisfies the needs of its different stakeholders.

Using a framework for human capital reporting, the report provides an explanation
of the contribution of human capital to value creation. The framework explains how
human resource broad outcomes of risk, capability and innovation are achieved

through the management of six human capital categories, namely health and safety;
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skills; leadership; alignment; engagement; and talent pipeline (ibid). Human capital

information disclosures are therefore done within these six categories.

Bassi et al. (2015:74) give a summary of the human capital metrics that can be

universally incorporated into the human capital report as explained below:

Health and safety: Injury rates, participation rates in employee wellness
programmes, trends in employees’ health risk measures.

Skills: Scores on questions about employee capabilities from customer or employee
surveys, investment levels for training and development.

Leadership: An index of leadership quality based on employee survey questions
about leadership behaviours.

Alignment: An index of questions that measure employees’ alignment with the
organisation’s goals and values (based on the organisation’s employee survey).
Engagement: An engagement index (based on the organisation’s employee
survey).

Talent pipeline: Percentage of key positions for which a qualified internal
candidate has been identified, percentage of turnover in key positions that were
filled by internal candidates during the previous year.

3.6.4.4 Meritum Guidelines (2002)

These guidelines were one of the outcomes of the ‘Measuring Intangibles to
Understanding and Improving Innovation Management’ project funded by the
European Union under the TSER (Targeted Socio-Economic Research)
Programme. The project was a multi-country level project including researchers
from Denmark, Finland, Norway, Sweden, Spain and France. The main aim of the
guidelines is to provide the conceptual framework and describe the process to be
followed by those organisations who want to manage and report their intangibles

externally.

The guidelines assist in the preparation of a three-part intellectual capital report,

covering the vision of the organisation, a summary of intangible resources and
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activities, and the system of indicators. The report to be produced by the
organisations is meant to communicate to the users the abilities, resources and
activities of the organisation in relation to its value creation. The information
provided should enable its users to evaluate if the company attains its strategic
objectives in a proper way, through the application of the proposed indicators.
These indicators should be applied to all three categories of intellectual capital —

human, structural and relational.

3.6.4.5 Nordika Guidelines (2001)

These guidelines provide an outline and approaches to knowledge management and
reporting. The guidelines were a product of collaboration by the Nordic Industrial
Fund, representatives of the Governmental Task Forces and a Round Table drawn
from business and professional associations in the Nordic countries. The key feature
of these guidelines is that they explain how organisations can find key resources

and utilise them in creating value.

3.6.4.6 IFAC Guidelines (1998)

These were the first guidelines on the production of an intellectual capital statement.
The guidelines were an outcome of Study No. 7 that was commissioned by the
Financial and Management Accounting Committee (FMAC) of the International
Federation of Accountants (IFAC) to discuss the measurement and management of
intellectual capital. The guidelines were mainly produced to assist organisations in
choosing the correct method of measurement and also helping these organisations
to prepare their intellectual capital statement. The focus of the IFAC guidelines was
on presenting what was already in existence with regard to intellectual capital. As
such, no new rules or recommendations were offered. The idea was to maintain
flexibility by allowing organisations to adopt best ways to measure and present
knowledge-based information.
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3.6.4.7. Danish Guidelines (DATI) (2000, 2003)

The Danish guidelines resulted from the collaboration of researchers from
companies, public and industrial organizations and consultants who were
coordinated by the Danish Ministry of Trade and Industry. The aim of the guidelines
was to explain how organisations might prepare their 1C statements and report on
the performance and composition of their intangible knowledge resources. The
intention was to enable organisations to focus on the knowledge management that
leads to value creation when defining what should be measured and the indicators
to be used.

The categories of indicators to be used were to embrace customers, employees,
processes and technologies, with what was to be measured being a combination of
resources and related activities. The guidelines were published in 2000, after the
commencement of the work in 1998. In 2003 a new version of the guidelines was
commissioned and published by the Danish Ministry of Science, Technology and

Innovation.

3.6.4.8 German Guidelines (2004)

These guidelines were issued by the German Federal Ministry of Economics and
Labour (FMEL) in 2004. The guidelines seek to help organisations evaluate and
represent intangible corporate values in a structured manner (FMEL, 2004).
Acknowledgement is therefore made in these guidelines of the increasing
importance of knowledge and innovation in providing information on the

performance of the organisation.

3.6.4.9 Japanese Guidelines (2005)

These are guidelines for the Disclosure of Intellectual Assets Based Management
and were released by the Ministry of Economy, Trade and Industry (MET]I, 2005).
The main aims of the guidelines are to assist organisations in preparing intellectual
assets reports and help managers to develop a deeper understanding of the role that

intellectual assets plays in organisational value creation.
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At organisational level, several measurement and reporting frameworks on
intellectual capital, and some on human capital, have also been developed, albeit
without agreement having been reached on the best framework to adopt (Amico,
2012; Dumay, 2009; Milne & Gray, 2013). These measurement and reporting
frameworks have been discussed previously in this research.

Summary of reporting guidelines and frameworks

Most of these outlined initiatives were, however, done in isolation, bringing in some
diversity in the manner in which these initiatives are perceived and implemented
(Boedker, et al., 2008). Although Fijalkowska (2008) argues that there are more
similarities than variations in some of these guidelines, the author also
acknowledges the fact that variations in information provision would exist as these
guidelines are not prescriptive. If these reporting initiatives lead to variations in IC

disclosures, fragmentation of human capital information disclosures is also implied.

The diversity of reporting guidelines and frameworks contributes to the
fragmentation of information provision, which negatively affects the uptake of
information by its users (Boedker et al., 2008; Fijalkowska, 2008). Variations in
information provision reduce the understanding and interpretation of the
information by its users, making it less useful (Schaffhauser-Linzatti, 2004). A
study by the Institute of Chartered Accountants in England and Wales on non-
financial reporting in capital markets concludes that inconsistencies in reporting
make it difficult for information users to absorb, compare and analyse information
(Amber et al., 2001). Such variations in reporting practices therefore call for
harmonisation in reporting on non-financial information and human capital in
particular, if the information provision is to be useful to the users (Boedker et al.,
2008).

Commenting on how human resource information can be useful in strategic

decision-making, Fitz-enz (2009) argues that the human resource professionals can

learn from the accounting professionals. Financial information grew to be of more
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importance because of the development of common financial accounting standards
that were accepted across industries. Such common standards enabled the
accountants to supply strategic information for decision-making, thereby promoting
the relevance and demand for financial information. The harmonisation of human
capital information disclosure might therefore be a strategic move towards the
provision of strategic information for decision-making. Fragmentation in
information provision creates information gaps, leading to information asymmetry

problems (Healy & Palepu, 2001) that undermine effective decision-making.

3.7 CONCLUSION

The chapter discussed human capital information disclosure in corporate annual
reports. Corporate annual reporting as a source of information for different users
was explained, identifying groupings that form part of the users of corporate
information. A general discussion on corporate annual reporting contextualised
human capital information disclosure in these reports. Human capital information
disclosure was then explored, bringing in empirical evidence from previous studies.
Whilst efforts to increase and systematically disclose human capital information in
corporate annual reports have been made, evidence from the literature suggests that
such disclosure remains limited and fragmented, leading to human capital
information asymmetry. Harmonisation of human capital information disclosure

was therefore discussed as a possible solution to information asymmetry problems.

The next chapter explores information asymmetry theory as the theoretical lens for
the study, highlighting how the harmonisation of human capital information
disclosure might help in signalling and screening in order to reduce information

asymmetry problems.
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CHAPTER 4
THEORETICAL FRAMEWORK

4.0 INTRODUCTION

The previous chapter discussed human capital information disclosure in corporate
annual reports. The purpose of this chapter is to discuss asymmetric information as
the theoretical basis for the study. The chapter reviews the concept of information
asymmetry, where two major information asymmetry problems, namely adverse
selection and moral hazard problems, are outlined. The chapter also identifies
possible solutions to these asymmetric information problems. As such, signalling
and screening (self-selection included) will be discussed. Harmonisation of human
capital information will then be further discussed as a facilitator of signalling and

screening in reducing information asymmetry problems.

4.1 INFORMATION ASYMMETRY EXPLAINED

Information asymmetry is a situation when one party to the contract has more
information than the other party (Akerlof, 1970; Biernaskie, Grafen & Perry, 2014;
Connelly etal., 2011; Stiglitz, 1975; 2000; 2002). The term asymmetric information
originated in information economics, with Akerlof’s (1970) study on the market of
used cars where he explained the “lemon” problem. However, Stiglitz (1975; 2000;
2002) did extensive research on the area. In as much as the term originated from
information economics, the term over time has been applied more loosely in a broad
number of fields to explain a situation in which one party is more informed than the

other in a transaction situation (Certo, 2003; Spread, 2015).

The argument behind asymmetric information theory is that if buyers are not in a
position to ascertain the quality of the products they are buying, they will pay a
price exhibiting the quality of the average product in the market. Such a scenario
discourages the sellers of high quality products from entering the market, causing a
further reduction in the average quality and the price for the product. The likely

outcome is that the sellers of low quality products will be rewarded. As explained
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in the introductory chapter, the management of an organisation, being internal and
involved in the operations of an organisation, knows more about the state of their
organisation and the environment in which the organisation is operating than the
foreign investors who may wish to invest in the organisation, or want to operate in
the same environment. Such a situation can therefore be described as an asymmetric
information state. This information state could promote a situation where foreign
investors are persuaded to invest in poor performing organisations due to

information deficiencies, thereby experiencing asymmetric information problems.

4.2 INFORMATION ASYMMETRY PROBLEMS

Asymmetric information has been argued to cause information problems (Akerlof,
1970; Connelly, 2011; Stiglitz, 2002). Thus, when not dealt with, informational
asymmetry situations incite adverse selection and moral hazard problems.
However, Spread (2015) argues that asymmetric information is not necessarily a
concern, as in most cases the more informed party with the information necessary
to conclude the transaction would readily provide it. For example, if organisations
are looking for funding from foreign investors, they will readily provide any

information that makes it possible for them to get the funding.

Spread (2015) argues, however, that asymmetric information problems arise when
the informed party has information that will be detrimental to their interests (in the
case of reporting organisations, the information that will determine whether foreign
investors decide to invest in their organisation or not). In such cases, the informed
party will try to retain such information for the transaction to be completed, in such
a way as to further their interests at the expense of the less informed party. Such a
situation results in the moral hazard problem (Stiglitz, 1985). The less informed
party would enter into a contract, which they would not have entered into if the
necessary information has been provided for, resulting in the adverse selection
problem (Stiglitz, 1985). It can therefore be concluded that asymmetric information

becomes a problem when it leads to moral hazard and adverse selection problems.
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4.2.1 The Moral Hazard problem

Moral hazard is a problem which results from asymmetric information situations
when the more informed party to a transaction does not pay for the consequences
of their actions (Akerlof, 1970; Bas & Stone, 2014; Klein et al., 2016; Milgrom &
Roberts, 1992). In the context of the study, organisations looking for foreign
funding differ systematically in terms of their value creation potential. Potential
performers and poor performers cannot be easily observed, but their capacity to
perform better and bring better investment returns for investors will have significant
implications for foreign investors looking for better investment opportunities.
Therefore, because of a lack of enforceable contracts to deter organisations from
misrepresentation of their capacity to perform, organisations looking for foreign
investment may portray their organisations as good investment opportunities for
foreign investors. Likewise, foreign investors may also default or delay on their
funding promises to the organisations they would have shown interest in investing

in.

For complementary reasons, opportunistic and manipulative organisations tend to
self-select into such investment situations because they can take advantage of these
investors by incorrectly claiming to bring in better investment returns to the
investors. Because of insufficient information being available to foreign investors
to assess the performance potential of these organisations, moral hazard may arise.
Costs associated with the provision of information by organisations and availability
of sufficient information before entering into the investment contract may also
instigate moral hazard problems. Without resolving informational asymmetry

situations, moral hazard becomes more attractive.

4.2.2 The Adverse Selection problem

Adverse selection occurs when one party to the contract has privately held
information that affects the other party’s payoff if the contact occurs (Akerlof,
1970; Bas & Stone, 2014; Klein et al., 2016). In line with Akerlof’s classic example

of used cars where sellers of used cars have better information about the value of
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their cars than used car buyers. The price that buyers are willing to pay is based on
their prior knowledge about this private information. The selling of such cars would
be not attractive to the owners of high quality cars and would be attractive to the
owners of low quality cars, resulting in the distribution of quality in the cars actually
offered for sale being distorted. Such a scenario lowers the market price of these
used cars, resulting in mutually beneficial transactions failing to be made. Thus,
careful sellers may not sell their cars as long as the quality traits are unobservable

to the buyers, resulting in the buyers’ willingness to trade being hampered.

Borrowing the concept from this classic example of used cars, the current study
argues that a similar problem arises between organisations and foreign investors in
capital markets. The potential sellers become the management of organisations in a
developing country that market their organisations to attract foreign funding, with
the buyer being the foreign investor. Foreign investors have difficulty in separating
credible from non-credible organisations in terms of their performance potential.
Thus, the management of organisations, being at an information advantage about
their organisations’ current and future performance, have an advantage over the
foreign investors in negotiating investment contacts. These organisations have
insider organisational data that are known to them but unknown to foreign investors.
Also, being insiders to the country and their organisation, the management of
organisations can make economic, political and social judgments that can affect the
performance of the organisations better than foreign investors (He, 2002).
Furthermore, the management’s own intentions in seeking foreign funding remain
known to them. These factors can affect the management’s interest in participating
in capital markets and the likely effects of such participation for the foreign

investors.

If all the management of organisations seeking foreign funding could accurately
reflect the performance quality of their organisations and their genuine intentions
for foreign fund-seeking, it could make it easy for foreign investors to identify better
organisations for investments and screen out bad ones. However, due to lack of

adequate and comparable information across organisations, this might not be
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possible. Foreign investors therefore suffer from such adverse selection problems
(Balakrishnan & Koza, 1993; Lépez-Duarte & Garcia-Canal, 2002; Villalonga &
McGahan, 2005), due to these internal and external uncertainties in the host
organisations (He, 2002). Unlike domestic investors, foreign investors experience
the disadvantage of ‘alien status’ because they lack local knowledge of social,
political and economic conditions (Caves, 1971). Scholars acknowledge that
information asymmetry is more pronounced among foreign investors, making their
investment decisions more difficult (Habib & Zurawicki, 2001; Leuz, et al., 2010;
Slangen & van Tulder, 2009). The investment decision-making process by these
investors is therefore difficult due to uncertainties. Miller (1992) argues that such
uncertainties can arise from inadequate information about certain variables and the

unpredictable business environment.

Faced with such uncertainties, foreign investors would tend to favour such
organisations in locations that could minimise information cost (He, 2002), if they
are to pursue such investments. The high cost of obtaining local information may
compel foreign investors to be risk averse (Caves, 1971; Easley & O’Hara, 2004;
Lizarazo, 2013). As such, strong assurances of information disclosure and efficient
governance systems are necessary in attracting these investors. It can thus be
concluded that low information costs are vital in influencing foreign investors’

decisions to invest in an organisation.

In reducing the uncertainty experienced in making new investment decisions,
foreign investors rely on both the publicly available information and privately held
information (Kinoshita & Mody, 2001). Studies on the use of public information by
investors indicated that public information does influence investors’ investment
decisions (Kinoshita & Mody, 2001; Mariappanadar & Kairouz, 2017; Ulgado,
1997), implying that public information which is less costly is useful in reducing
information costs with foreign investors. However, private information (for
example, about the functions of the labour market) was more critical in foreign
decision-making (Dunning, 1998), of which this information is privately held, and

as such it comes at a higher cost to access it.

70



Where information costs lead to risk-averse investment decisions by foreign
investors, those organisation with lower information costs are therefore in a better
position to attract foreign investment into their organisations. Higher disclosure
levels of information by organisations can therefore substitute the privately held
information which comes at a cost, enabling foreign investors to better identify
viable investment opportunities in host locations (Abdioglu, Bamiatzi, Cavusgil,
Khurshed & Stathopoulos, 2015). In a study in Italy, Mariotti and Piscitello (1995)
established that information costs, instead of traditional costs, determined the
ability of organisations to attract foreign investment.

The implication for reporting organisations might be that, if these organisations
provide more of the privately held information, especially intangible assets like
human capital, in the public domain (that is through corporate annual reports), such
reporting might reduce information costs to be incurred by foreign investors, and
ultimately attract foreign funding into their organisations. Prior literature suggests
that a higher level of disclosure in an organisation or country attracts more
investment (Bushee & Noe, 2000; Gompers & Metrick, 2001). The provision of
relevant and adequate human capital information by the organisations might reduce
information asymmetry problems with foreign investors and thereby raise the level

of foreign investment attraction for the reporting organisations.

It is accepted that a higher quality of corporate information disclosure increases the
efficiency of capital allocation decisions by reducing information asymmetry
between investors and investees (Huang et al., 2013; Marquez- Ramos, 2011). The
quality of corporate information disclosure by organisations in a specific country
might therefore determine the level of asymmetric information between these
organisations and foreign investors and ultimately the ability to influence

investment decisions in their favour.

Whilst the corporate annual reporting system is one of the institutional

infrastructures that can be used by host organisations to reduce information
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asymmetry problems with foreign investors, the corporate annual reporting system
has been criticised for its inability to grasp the value of strategic intangible
resources (Guthrie, 2001; Guthrie & Petty, 2000; Zéghal & Maaloul, 2011). The
non-disclosure of these strategic intangible assets by host organisations may
contribute to asymmetric information problems between these organisations and
foreign investors. It can therefore be argued that the corporate information
disclosures by host organisations should be holistic and comprehensive enough to
give foreign investors the information they look for when making investment
decisions. The major objective of corporate reporting is to provide useful and
relevant information to the users (foreign investors included) for them to make
informed decisions (Binh, 2012).

The annual corporate report as the basic source of information for a range of
stakeholders, including the investors (Beattie & Smith, 2010; Holland, 1998),
should be the most efficient tool for communicating corporate information to the
stakeholders (Guthrie et al., 2004). However, with the inadequate disclosure of
human capital information in the annual corporate reports as previously alluded to,
foreign investors might not obtain relevant and adequate information on human
capital for them to make informed location decisions for their investments, thereby

creating asymmetric information problems.

4.3. SOLUTIONS TO INFORMATION ASYMMETRY PROBLEMS

Signalling, screening and self-selection are ways of dealing with asymmetric
information problems (Bergh et al., 2014; Spence, 1973; 2000; Stiglitz, 1975;
2002). Through signalling, the informed party willingly provides the information
to the less informed party. Spence (2002) contends that one way to respond to
adverse selection is signalling where the informed party provides some signals to
the less informed party. Stiglitz (2002) propounds that if people could be relied on
to tell the truth, then asymmetric information problems could be overcome.
However, he acknowledges that people do not always tell the truth (Spread, 2015).
For the less informed party to get the information they need from the informed

party, they may need to elicit such information. Rothschild and Stiglitz (1976)
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therefore emphasises the role of screening under situations of asymmetric
information, so as to reduce asymmetric information problems. The screening
process also involves self-selection, where through the provision of information by
the more informed party, the informed party will reveal their suitability to be
involved in a transaction by the less informed party. As such, while screening is
done directly by the less informed party, the process of self-selection is indirect, as

it happens naturally during signalling, leading to self-screening.

The following two sections explore these solutions to asymmetric information
problems in order to establish whether the harmonisation of human capital
information disclosure may facilitate signalling, screening and self—selection by the

reporting organisations and foreign investors, to enhance foreign investments.

4.3.1 Signalling as a solution to information asymmetry problems

Signalling as a theory was initially explained by Spence (1973) in his seminal work
on labour markets. His work focused on how potential employees communicate
their credentials to hiring organisations so as to reduce the asymmetric information
about the potential employee’s qualities. The focus of the theory is on explaining
how the more informed sender deliberately communicates positive information to

the less informed receiver.

The theory has been widely used in a number of disciplines (Bird & Smith, 2005)
including finance and economics (Spread, 2015) and management (Connelly et al.,
2011). Signalling theory has also been used in understanding voluntary disclosure
of human capital information in corporate reporting (Gray, Kouhy & Lavers, 1995;
Guthrie et al, 2004; An et al., 2011). The major objective of signalling is to reduce
information asymmetry between two parties (Bergh et al., 2014; Spence, 2002) with
regard to a quality of interest that forms the basis of their decisions (Stiglitz, 2000;
2002).

Emanating from Akerlof’s (1970) work, Spence’s (1973) argument was that, given
the asymmetric information problems involved in selling and buying products with
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unobservable qualities, both the sellers of high quality products and the buyers of
such a product should be motivated to come up with signals that act as
differentiating mechanism to allow the separation of high from low quality
products. In the context of the current study, the major concern for preparers of
corporate information is to reveal the performance potential of an organisation in a
way that will bridge the information gap with foreign investors. This enables these
investors to make informed decisions with regard to capital allocations. The
difficulties for foreign investors to observe and evaluate the potential of
organisations based on its human capital base should incentivise the management
to signal human capital information. At the same time uncertainty (Mouri, Sarkar
& Frye, 2012; Sanders & Boivie, 2004) and information asymmetry (Heil &
Robertson, 1991; Reuer, Tong & Wu, 2012) should motivate foreign investors to

pay attention to the signals being sent.

While the reporting organisations will have both positive and negative information,
negative reporting is usually avoided. Stiglitz (2002) argues that the informed party
will rarely send negative information to the less informed party, with the view of
reducing information asymmetry. However, unintentional signalling can happen in
the signalling process (Krausert, 2016; Connelly et al., 2011) leading to the
divulgence of information not intended to be communicated by the signaller. Such
unintended information disclosures can, however, be a source of information for
screening by the signal receiver. The major reason for arguing against human
capital disclosure by organisations has been the fear of giving away sensitive and
negative information, which could be used against the reporting organisation
(Samudhram et. al., 2010). As such, organisations tend to disclose the minimally
required information in an effort to reduce unintentional signals. Such disclosures,
however, lead to low levels of human capital information disclosure in the corporate

annual report, resulting in information asymmetry.
The main aim of sending signals in the signalling process however would be to

draw the attention of the signal receiver, in an effort to influence the receiver’s

behaviour (Connelly et al., 2011). As such, for effective signalling to have taken
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place, the signaller should benefit from the actions of the receiver, which the
receiver would otherwise not have done, if it was not for the signal sent by the
signaller. Signalling should therefore benefit both the signal sender and the receiver
of the signal, as it reduces asymmetric information problems. For the sender to
attract the attention of the receiver, the signal being used by the signaller should
have signal strength. The major attributes of a strong signal are that it should be
observable and credible enough to fulfil the intentions of signalling (Connelly et
al., 2011; Certo, Covin, Daily & Dalton, 2001).

Signal observability can be described as the recognition or attention given to an
emitted signal (Connelly et al., 2011). While various signals can be used, signal
observability plays an important role in the signalling process (Certo, 2003; Ross,
1977). However, signal observability depends more on the signal strength. Park and
Mezias (2005) argues that signals have different strengths. Signals with more
strength are in a better position to communicate the intentions of the signaller. Weak
signals, however, can lead to multiple meanings (Park & Mezias, 2005) resulting in
signal distortions. To deal with signal distortions, and improve the accurate
interpretation of the intended communication, multiple and repetitive signals have
been advocated for as these increase signal frequency (Filatotche & Bishop, 2002;
Janney & Folta, 2003). However, acknowledgement is made of the fact that the
environment under which a signal is sent moderates the signal strength (Lester,
Certo, Dalton, Dalton & Cannella, 2006; Park & Patel, 2015).

Although signal observability is important, it is not enough on its own to achieve
effective signalling (Connelly et al., 2011). The signal also needs to be perceived
as credible enough in the eyes of the signal receiver. The major criticism labelled
against signalling as a means to deal with asymmetric information is on the fact that
direct signals are usually used by signallers to hide behind potential weakness
(Certo, 2003). These signals are said not to be credible, as they fuel moral hazard
problems (Hughes, 1986). The possibility of falseness in signalling has been
acknowledged where signals increase rather than decrease information asymmetry

(Dawson, Watson, Carey, Boudreau & Pitt, 2016), in as much as scholars have
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generally presented signalling and screening as solutions to information
asymmetry.

However, Elitzur and Gavious (2003) maintained that signals reduce moral hazard
problems for the receiver as signal receivers are not easily fooled by incredible
signals. Credible signals being costly to imitate remain an effective way of reducing
asymmetric information problems (Biernaskie et al., 2014; Zhang & Wiersema,
2009). The ability of a signal to separate low and high quality of a product in
question therefore underpins its signal strength. A credible signal becomes that
signal that creates a separating equilibrium, and such a signal correlates well with
the quality in question (Connelly et al, 2011; Stiglitz, 1985).

4.3.1.1 Signalling human capital information in capital markets

Human capital information is perceived to be value-relevant in making investment
decisions (Dumay, 2016; Huang, et al., 2013; Lipunga, 2013). The provision of
human capital information to foreign investors might help the investors to assess
the profit generation potential of an organisation (Curado, Henriques, & Bontis,
2011); such that they can make capital allocation decisions (Rahman et al, 2016).
The disclosure of human capital information might serve as signals to these
investors (Lin, Huang, Du & Lin, 2012), thereby reducing information asymmetry

problems.

While previous literature on signalling theory had focused on signalling
characteristics such as signal strength, signal frequency, signal consistency, signal
costs (Connelly et al., 2011) and costs of fake signals (Zhang & Wiersema, 2009),
a recent study by Krausert (2016) specifically focusing on human resource related
signals in the capital market further elaborates on the characteristics of effective
signals. Drawing on some of the concepts from previous literature, Krausert (2016)
examined signal characteristics in terms of signal fit, signal erosion and signal
diffusion, and how the signal characteristics influence signal correlation with the

quality in question.
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In examining these signal characteristics, feasibility and cost of faking; and
resource allocation were further elaborated upon as the antecedents of signal
erosion, with signal fit and risk of faking, shared collective beliefs and signal costs
being antecedents of signal diffusion. Signal fit as a signal characteristic however
also influences resource allocation which in turn is an antecedent of signal erosion.
The antecedents of signal characteristics therefore influence sustainable signal

correlation though the mediation of signal characteristics (See Figure 4.1).

A combination of these signal characteristics; their antecedence and signal
characteristics from previous literature (as previously elaborated on) forms the basis
upon which the researcher would understand the extent to which harmonised human

capital disclosures could be signalled in reducing information asymmetry problems.

Figure 4.1: Antecedents of sustainable signal correlation
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As depicted by Figure 4.1, Krausert (2016) explains that signal fit influences

sustainable signal correlation. Whilst Connelly et al. (2011) refers to the term signal
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fit to mean signal correlation, Krausert (2016) describes signal fit as the degree to
which the qualities reflected in the signal overlap with the qualities in question.
Thus, signal correlation in the study context is the extent to which the signal is
correlated with unobservable quality. Signals could therefore be classified as under
fit, close fit or over fit. An under fit signal only reflects a part of the quality in
question; an over fit signal reflects the quality in question and other qualities as
well; and a close fit signal reflect all the qualities being sought and no other qualities
(ibid).

The signal is therefore strong when it is either an over fit or a close fit signal.
However, the author also contends that organisations can reallocate resources to an
under fit signal in a way to boost its signal fit. As such, signal fit also influences
resource reallocation where resources are channelled to the under fit signal in a way
that will boost the signal to be a close fit signal. Given that the signal under fit has
only some parts of information which reflect the quality in question, various under
fitting signals might be combined to create a signal with a closer fit (ibid). Previous
literature on signal distortions also suggests that multiple and repetitive signals may
be sent to reduce signal distortion (Filatotche & Bishop, 2002; Janney & Folta,
2003) as such kind of signalling increases signal frequency.

With Krausert’s study having indicated that no single human resource signal
contains all the characteristics required for sustainable signal correlation, it might
therefore imply that pieces of human resource information items constitute under
fit signals. Bringing such information together through harmonised disclosures may
facilitate the creation of signals with close fit. According to Connelly et al (2011),
signal strength enhances the observability of the signal by signal receivers. With
corporate information users combining different signals when assessing investment
opportunities, and also taking into account the interface effects between them
(Kuperman, 2003; Mouri et al.,, 2012), the harmonisation of human capital
information signals might therefore assist these users in integrating the information
for easier use. Integration increases the observability of information by the users.

Thus, human capital information becomes more readily observable if it is easily
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understood, where the information users do not have to take trouble in further
processing the information for decision-making (Krausert, 2016). Harmonisation
therefore brings about consistency, which contributes to better understanding.
Another benefit of harmonisation is the easier access of information when making
decisions (Ali, 2005; Islam, 2006, Zarb, 2006). Krausert (2016) contends that
analysts in the capital markets put together various available human resource related
signals themselves, the harmonisation of human capital information might reduce

that burden by making human capital information easily accessible.

Signal erosion

Focusing on signal erosion as another characteristic that influences signal
correlation (Krausert, 2016) describes signal erosion as the degree to which the
correlation between the signal and quality in question declines over time as the
signal is being used to make inferences about the quality in question. The more the
signal is eroded, the more difficult it will be for the signal to correlate with the
quality in question. Thus, the more the correlation declines the weaker the signal
will be in communicating the quality in question, leading to less credible signals.
Signal erosion is influenced by both the feasibility and cost of faking the signal, as
well as the possibility of boosting signals characterised by signal under fit
(Bangerter, Roulin & Kénig, 2012; Spence, 1973).

Incredible signals are fuelled by signallers who use signals to hide behind their
potential weaknesses (Certo, 2003). Such behaviours result in the credibility of
signalled information always being questionable (Hughes, 1986). Thus, signal
erosion comes as a result of fake signals where it is feasible for those with poor
quality to imitate those with superior quality (Connelly et al., 2011; Krausert, 2016).
However, signal receivers are not easily fooled by incredible signals. Credible
signals, being costly to imitate, remain an effective way of reducing asymmetric

information problems (Biernaskie et al., 2014; Zhang & Wiersema, 2009).

As discussed earlier in chapter 2, human capital as an asset is considered difficult
to imitate (Banney, 1991; Bidwell, 2011; Campbell et al., 2014) and as such,
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information emanating from this capital cannot easily be faked by different
organisations. The feasibility and cost of faking human capital related signals can
be considered higher, inhibiting signal erosion. The harmonisation of human capital
information disclosure brings about comparability, further creating a separating
equilibrium (Connelly et al, 2011; Stiglitz, 1985) which inhibits the creation of fake
signals. Inconsistencies in information disclosure make it difficult for information
users to absorb, compare and analyse information (Amber et al, 2001), resulting in
signal distortions. Signal distortions increase the chances of emitting incredible

signals that are easily eroded due to the feasibility of faking.

The ability of a harmonised human capital reporting system to bring about common
ground for similar disclosure might increase signal credibility through the emission
of multiple signals, as argued in previous literature that multiple and repetitive
signal reduces signal distortions (Filatotche & Bishop, 2002; Janney & Folta, 2003).
Harmonisation of human capital information disclosure might therefore reduce
signal erosion by increasing the cost of faking and reducing the feasibility of faking.
Whilst there is the possibility that harmonisation of human capital information
disclosure may facilitate signal erosion by the boosting of under fit signals (which
is done through collating information considered relevant), harmonisation of human
capital information also creates an auditing platform where benchmarks are done to

avoid fake signals.

Signal diffusion

Having examined signal fit and signal erosion as facilitating signal correlation,
Krausert (2016) further argues that signal diffusion also influences signal
correlation. Though signal fit and signal erosion directly influences signal
correlation on their own, (ibid) further elaborates signal fit and risk of signal
erosion, shared collective beliefs and signal cost; as antecedents of signal diffusion.
Shared collective beliefs are affected by signal fit, risk of erosion and signal cost.
It has also been argued in previous literature that the ability of the signal to be
emitted, observed and attended to would depend on the shared collective beliefs
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(Connelly et al., 2011). The more the shared beliefs are dominant, the more the

signal is diffused, rendering it to be better observed.

With signal observability playing an important role in enhancing signal strength
(ibid), signal diffusion becomes essential in achieving effective signalling. The
logic behind signal diffusion is that the signallers must expect the signal receivers
to look out for the signal and at the same time, the signal receivers must have the
expectation that most organisations with the quality in question should make an
effort to send out the signal. This calls for a systematic way of signalling that
information if all organisations are to send such a signal. Furthermore, those
organisations without the quality in question should not be in a position to send
such signals. As such, the costs of sending the signal should also be inhibiting for

those organisations without the quality in question (Zhang & Weiesema, 2009).

The need for all organisations with the quality in question to send the signals to
enable signal diffusion calls for a harmonised way of sending such signals.
Harmonisation enhances consistency and comparability amongst organisations
(Ali, 2005, Upadhyay, 2015), which helps in having a better understanding of the
signal send. Shared collective beliefs become important in influencing signal
diffusion, which in turn affects signal correlation. Signal correlation with the quality
in question would be feasible if all organisations with the quality in question could
send the signal, whereas it is not feasible and cost effective for those organisations
without the quality to do so.

Given the participatory nature of the process of harmonisation, where the parties
involved would have to discuss and agree on the issues of harmonisation, such a
process brings about shared collective beliefs amongst the parties. Signal diffusion
is more likely to be successful in cases where information disclosure is harmonised.
If human capital information disclosures are harmonised, the likelihood that both
the users and providers of human capital information will share the same
understanding will be higher, unlike in situations where there is fragmented

disclosure. Furthermore, harmonisation enables comparability (Ali, 2005;

81



Upadhyay, 2015) which increases shared collective beliefs. As the bringing
together of information improves signal diffusion (Krausert, 2016), the
harmonisation of human capital information disclosure may assist in enhancing
signal correlation through influencing signal diffusion. If effective signaling is to
take place, the diffusion of a signal across all organisations with the quality in

question becomes a prerequisite for signal correlation.

As explained by Krausert (2016), previous studies have indicated that users of
corporate information make use of the same evaluation criteria across all
organisations in a specific industry (Aghion & Stein, 2008). It was also shown in
some studies that investors and analysts take the perceptions of other investors and
analysts into account (Nicolai, Schulz & Thomas, 2010), with these information
users also taking into account managers’ perceptions about what constitutes best
management practice in a specific area (Schijven & Hitt, 2012; zu Knyphausen-
Aufsel3, Mirow & Schweizer, 2011). Some research further revealed that managers
also attend and respond to the views and expectations of analysts and investors
(Benner & Ranganathan, 2012; Graham, Harvey & Rajgopal, 2005). With such
revelations, it can be argued that information across these users and providers of

information should be understood in the same manner.

Harmonisation of human capital information may bring about consistency and
comparisons, which enables signal diffusion across different groups interested in
human capital information. Harmonised human capital information disclosures
have the potential to influence the rate at which collective beliefs are shared across
different users and providers of information. Krausert (2016) contends that shared
collective beliefs are important in achieving signal diffusion. However, the author
further elaborates that the willingness of the signaller to emit a signal, which in turn
creates a shared collective belief, is also dependent on the costs of emitting the
signal. Thus, the greater the cost of sending the signal, the more inhibiting it will
be for the signaller of quality products to send the signal. This is in agreement with
Spence (1973) who initially argues that the greater the costs of emitting the signal,
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the less attractive the overall cost structure of the signal will be from the perspective
of the organisation.

With human capital information being considered of strategic importance due to its
ability to bring about competitive advantage (Barney & Wright, 1998; Lado &
Wilson, 1994), signalling human capital information can also be viewed as costly
to the signalling organisations, as these organisations might communicate their
competitive advantages. Signal diffusion might therefore be affected due to
resistance in divulging this information which is considered sensitive information.
Literature has also acknowledged fear of sending sensitive and competitive
information as one of the reasons behind minimum human capital information
disclosure (Samudhram et al, 2010). However, harmonisation of information
disclosure creates a platform where all organisations will be expected to disclose
their information. Such a scenario creates a fair competing ground as every
organisation with the quality in question would disclose its own position. The non-
disclosure of information by organisations without the desired quality may also
signal their lesser competitiveness, compared to the disclosing organisations. Such
a situation creates a self- screening mechanism between those organisations with
the quality in question and those without. Considering also that human capital is
difficult to imitate, the benefits of disclosing human capital information can be

considered to be more than the costs associated with it (Wyatt & Frick, 2010).

Although Krausert (2016) focuses mainly on intentional human capital signals, the
author is also in support of Connelly et al. (2011) who argues that unintentional
signals could be emitted during the signal process. However, whilst Connelly et al.
(2011) argues that such unintentional signals might be used to infer the quality in
question, Krausert (2016) is of the opinion that unintentional signals would only be
useful if they are diffused. Thus, they are not considered to be part of the shared
collective beliefs, rendering them less diffused and observable. The need for signal
diffusion to attain a sustainable signal correlation is further emphasised. With
harmonisation of human capital information having the ability to collate

unintentional signals from different organisations as they systematically disclose
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their human capital, harmonising human capital information might therefore

enhance the usefulness of unintentional signals by signal receivers.

Effective human capital information signalling

Having elaborated on signal characteristics that enable sustainable human capital
signal correlations, the disclosure of human capital information with such signal
characteristics would therefore result in effective human capital information
signalling. If the human capital information being disclosed by organisations fulfils
such signal characteristics, the information would be in a position to signal
important information to foreign investors. The disclosure of such information
would be observable and credible to these foreign investors in making informed

decisions.

Some of the previous studies on the influence of human capital information on
investors’ decisions suggest that human capital information signals important
information. Levie and Gimmon (2008) are of the opinion that education degrees
as part of the human capital information are an effective signal to investors. Previs,
Bricker, Robinson and Young (1994) established that financial analysts make
extensive use of non-financial information in their recommendations to investors.
Part of such information is the quality of management of an organisation.
Arvidsson’s (2003) study on knowledge-intensive organisations in Nordic countries
indicates that some human capital information is considered in investment decisions
in as much as more focus is put on research and development and customers. Liu,
Li, Hesterly and Cannella (2012) suggest that top management team characteristics
are a major influence on the performance of initial public offering (IPO). Similarly,
Faroog and Neilsen (2014) argues that information disclosure related to employees
as well as strategic statements is considered very important by analysts when they

give investment recommendations to the investors.
Commenting on the effect of human capital information on risk reduction, a recent

study by Mariappanadar and Kairouz (2017) reveals that human capital information

reduces the risks associated with the stocks; and also uncertainty and risks in
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investments. Wyatt and Frick (2010) contends that in as much as human capital is
list disclosed, it is considered an important factor in reducing investment risks.
Information on employee turnover is also considered vital in understanding risk as
argued by Olander, Hurmelinna-Laukkanen and Heilmann (2015), that the
departure of key employees had negative consequences on knowledge leakage,

posing risks to the competitiveness of the organisation.

Research focusing on the evaluation of organisations in the capital market has
shown that the capital market also pays attention to some human capital related
issues. Factors such as trendy management practices (Nicolai et al., 2010); an
organisation’s hiring of management consultants (Bergh & Gibson, 2011);
organisation’s business strategy (Benner & Ranganathan, 2012); and research and
development investments (Gentry & Shen, 2013; Lev, 2011) were found to be

important signals in the valuation of organisations.

It is evident from these previous studies that various human capital information
items communicate some important information to the investment community.
These human capital information items act as relevant signals in making informed
investment decisions. However, taking into consideration that each of the
abovementioned studies reveals different human capital items which are considered
important in decision-making, each human capital information item might not be
strong enough to transmit observable and credible signals that correlate well with
the quality to be communicated in regard to the organisation in question. As
suggested by Krausert (2016), the collating of such information would improve
signal fit and enhance signal diffusion. Having argued that harmonisation of human
capital information disclosures influences signal fit, signal erosion and signal
diffusion in enhancing sustainable signal correlation, the harmonisation of human
capital information disclosures might therefore facilitate signalling in reducing

information asymmetry problems.

Information disclosure and transparency practices, either voluntary or regulative,

have been consistently understood as solutions to information asymmetry (Core,
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2001). The provision of human capital information might serve to reduce
information asymmetry problems with the uninformed parties (Healy & Palepu,
2001; Huang et al, 2013). For organisations with high levels of human capital
disclosure, investors can be relatively confident that any business opportunity will
bring better returns, which would then increase the attractiveness of that
organisation. Barry and Brown (1986) notes that when there is information
asymmetry, investors bear the risks in forecasting future returns from their

investments.

Organisations with higher levels of human capital disclosure might reduce the
information risks, and hence they also have lower cost of capital than organisations
with inadequate disclosure and high information risk (Easley & O’hara, 2004;
Orlitzky & Benjamin, 2001; Sengupta, 1998). Foreign investors are likely to be
attracted to low risk organisations, as reflected by their transparent levels. The
harmonisation of human capital information disclosure therefore increases the
accessibility of information as organisations benchmark and improves their quality
of disclosure. Adequate disclosure of human capital information by organisations
might communicate the needed information by investors, reducing information
problems. Huang et al (2013) argues that adequate provision of relevant human
capital information is important as it signals the organisation’s potential to create
value. As such it also increases the ability of those reporting organisations to attract

funding nationally and internationally.

The disclosure of human capital information by organisations into the public
domain may also provide information about the host location in general. Such
information may signal important information to those foreign investors looking for
investment opportunities in the same host location, and not necessarily in the
specific disclosing organisations. While corporate reporting is perceived to target
mostly participants on the stock market, all deficient users can actually benefit from
corporate annual reporting, as this is an easily accessible source for public and free

information.
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4.3.2 Screening as a solution to information asymmetry

Screening as a theory has been pioneered by Stiglitz (1975) as another way of
dealing with asymmetric information problems. Screening has been defined by
Stiglitz (2002) as a process of eliciting relevant, vital or critical information that
may be withheld or distorted by the more informed party. In this way, the less
informed party can induce the other party to reveal their information. With the
acknowledgement that people do not always tell the truth, the less informed party
has to sift the information provided by the other party so as to draw conclusions
about the behaviour and motives of the informed party (Stiglitz, 2002).
Unintentional signals, being communicated without the control of the signaller, are

also considered vital in deducing information from the more informed party.

Riley (2001) argues that foreign investors may respond to adverse selection
externally through screening. Foreign investors, being more information deficient
than reporting organisations in host locations, should therefore screen the signalled
human capital information by the reporting organisations. Organisations competing
for foreign funding will always portray their organisations as the best to offer a
good investment opportunity. It is the role of the foreign investors to be cautious in
selecting the best investment for them to ensure a good return on their investment.
Spread (2015) argues that situations dictate the interest and actions, and as such he
argues that inference can therefore be drawn from the actions, in a way to

understand the situation.

Whilst the uninformed party can take some initiatives to deduce information from
the informed party, most research on information asymmetry contends that the
initial move is usually made by the informed party. Signalling is usually done first,
with screening becoming a subset of the outcomes when the informed party moves
first (Stiglitz, 1975, Spence, 1973). Screening can therefore be seen as a feedback
of the signals sent by the informed party. Stiglitz and Weiss (1992) further argue
that signalling and screening usually produce counterintuitive results. However,
some researchers acknowledge some situations in which the uninformed party

might take the first step by providing contracts that make an effort to separate more
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desirable opportunities from less desirable opportunities (Riley, 1979; Rothschild
& Stiglitz, 1976; Stiglitz, 1975). Such situations may, however, lead to both
negative and positive outcomes, while in the case where the informed moves first

there is always a balance of outcomes (Stiglitz & Weiss, 1992).

Because of the information problems which might be experienced by foreign
investors as organisations are in a bid to advance their own specific interests
(Milgrom & Roberts, 1992), foreign investors can use the signalled human capital
information to do their own screening. Such screening will separate the credible
signals from the false signals, resulting in the reduction of the adverse selection and
moral hazard problems (Stiglitz, 1975). Even if information asymmetry cannot be
fully avoided, the presence of human capital information signals might help in
preventing attractive opportunities from falling through due to information
asymmetry problems (Milgron & Roberts, 1982), whilst also avoiding getting into

unattractive contracts.

With screening coming in mainly as a response to the signals, the effects of
harmonisation on signalling therefore extend to the screening process. Effective
signalling results in effective screening. Taking into consideration signal fit, signal
erosion and signal diffusion as the major antecedents of sustainable signal
correlation (Krausert, 2016), the enhancement of these signal characteristics
through harmonised human capital information disclosure may facilitate screening

by the foreign investors.

With the advantage of comparability to be brought by harmonisation, it becomes
easier for foreign investors to compare and separate good from bad investment
opportunities. Harmonisation of human capital information disclosure by
organisations may therefore assist in separating weak and strong signals, thereby
creating a screening point for different organisations with different capabilities.
Harmonisation of information also reduces signal faking by making it possible that
all organisations are valuated with the same criteria. The use of harmonised human

capital information disclosure increases signal diffusion, enabling the uninformed
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investors to have the same understanding with the more informed disclosing

organisations.

Information users take into account managers’ views on the quality of management
of an organisation (Schijven & Hitt, 2012; zu Knyphausen-AufseB et al., 2011),
with managers also considering the views and expectations of investors (Benner &
Ranganathan, 2012; Graham et al., 2005). In such situations, disparities in
information provision reduce the understanding and interpretation of the
information by its users, making it less useful (Schaffhauser-Linzatti, 2004). The
harmonisation of human capital information disclosure may thus put both the
information providers and users in the same perspective, thereby reducing

information asymmetries.

4.3.2.1 Self selection

Self-selection has been argued to be part of the screening process (Spread, 2011).
Through signalling by the organisations in a host location, these organisations may
be self-selecting themselves as good or bad investment destinations. Thus, through
communicating their human capital information to the potential foreign investors,
organisations in a host location may reveal their suitability as favourable
opportunities for investment or not. The main attribute which makes self- selection
a screening process is that the disclosing organisations are not themselves the
selecting agency as they do not consciously self-select themselves, but the
information they signal or do not signal can out-select them from the list of potential
investment opportunities. Thus, whether the organisations in question meet the
disclosure requirements of the foreign investors or not will determine their

suitability for foreign investment attraction.

A harmonised reporting framework may therefore act as a contract. Those
organisations that do not meet the disclosure requirements might be seen as not
suitable for investment. The non-disclosure of human capital items on the
harmonised disclosure framework might therefore convey the non-suitability of the

organisations in question. Such a situation creates a self-screening mechanism

89



between those organisations with the quality in question and those without. The
harmonisation of human capital information disclosure may facilitate self-selection

in reducing information asymmetry.

The disclosure of human capital information in corporate annual reports may thus
assist foreign investors to categorise and sort the skills and attributes that they
would be looking for in a specific investment environment. The understanding of
human capital information in different organisations will help foreign investors to
make informed investment decisions. Screening can be used to reduce information
asymmetry problems. Zacharakis and Meyer (2000) found that the experience and
management skills were among the most important selection criteria in investment
decisions. This implies that some human capital information may be used in the

investment screening process.

4.4 HARMONISATION AND FOREIGN INVESTMENT DECISION-
MAKING

The argument that reduced information barriers facilitate investment decisions has
received both theoretical and empirical support (Chen, Ding & Xu, 2014). Because
information affects the selection of investment opportunities, the quality and
quantity of that information becomes crucial for investment decision-making.
Organisations can therefore influence investors’ decision-making by varying the
detail and quality of information available to these investors, which can be done
through corporate disclosure practices (ibid). Harmonisation of human capital
information disclosure is one of the disclosure practices that can enhance both
quality and quantity of corporate information disclosure for effective decision-

making.

The most important role of corporate annual reports is to provide relevant, useful
and reliable economic information to an organisation’s various stakeholders (Binh,
2012), such that they make sound economic and investment decisions (Al-Aljmi,
2009; Chatterjee et al., 2010; Penrose, 2008). Commenting on the characteristics of
information that is useful to decision-making, Cronje (2008) mentions reliability,
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relevance and comparability as some of the key characteristics of useful
information. In support of these characteristics of decision usefulness information,
the Meritum Report (2002) advocates for intellectual capital measurement
indicators to fulfil the characteristics of being useful. Usefulness is therefore
perceived through the relevance, comparability and reliability of the information in
decision-making (Cronje, 2008; MERITUM, 2002).

Given that harmonised reporting brings in the advantages of comparability (Ali,
2005; Upadhyay, 2015), transparency and credibility (Ali, 2005; Islam 2006, Zarb,
2006), the harmonised disclosure of human capital information by organisations
may reduce information asymmetry problems with foreign investors. Variations in
information provision reduce the usefulness of information by its users
(Schaffhauser-Linzatti, 2004). With Krausert (2016) having contended that the
bringing together of different human capital signals enhances signal diffusion,
harmonisation also enhances the relevancy of the disclosed information in decision-
making by easing the overall process of decision-making (Bradshaw & Miller,
2007). Harmonisation of human capital information therefore increases the
usefulness of human capital information in aiding decision-making. Huang et al.
(2013) contends that adverse selection exists when there is asymmetric information
between the host organisations and investors about the organisation’s value and
potential. As such, enhanced signalling and screening capacity through harmonised
disclosure of relevant human capital information may increase the decision

usefulness of human capital information disclosure.

4.5 LITERATURE GAP

While calls for increased disclosure of human capital information have been made
by many researchers (Adelowotan et al., 2013; De Silva, Stratford & Clark, 2014;
Huang et al., 2013; Lev, 2001; Lipunga, 2013; Samudhram et al., 2010; Yildiz et
al., 2014), there is a dearth of research on the need for harmonisation of human
capital disclosure in corporate annual reports. Although the increased disclosure of
human capital information might assist in signalling and screening to reduce

information problems, it is the fragmentation of human capital information
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disclosure which may perpetuate asymmetric information problems. Many
disclosure guidelines on human capital information disclosure have been provided
for without reaching consensus on the best framework to be adopted for harmonised
disclosures (Amico, 2012; Milne & Gray, 2013). Harmonisation of human capital
information disclosure might therefore assist in signalling and screening to reduce

information asymmetry problems.

In as much as harmonisation of reporting frameworks has been researched in
corporate information disclosure, the focus has been on the area of financial
reporting, with minimum attention being given to non-financial information
disclosure. This study specifically focuses on the harmonisation of human capital
information disclosure and how such disclosure in corporate annual reports can
facilitate the reduction of information asymmetry problems. The reduction of
information asymmetry problems may thus facilitate sound decision-making by

foreign investors.

4.6 CONCLUSION

The chapter covered the theoretical framework of the study. Information asymmetry
has been explained showing how human capital information asymmetry situations
might lead to adverse selection and moral hazard information asymmetry problems.
Signalling of human capital information, screening and self-selection using human
capital information were examined as primary solutions to information asymmetry
problems. However, the study further proposes the harmonisation of human capital
information disclosure as an effective solution to information asymmetry problems.
Thus, harmonisation of such information disclosure is proposed to facilitate
signalling and screening in reducing information asymmetry problems with foreign
investors. Such reduction in information asymmetry problems is likely to enhance
decision-making by foreign investors, as also indicated by the theoretical

framework.

The next chapter covers the methodology which was employed in the research.
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CHAPTER 5
RESEARCH METHODOLOGY

5.0 INTRODUCTION

The chapter discusses the steps undertaken to investigate the elements of the thesis,
by providing the process for gathering data and probing the evidence (Allison,
1969; Gioia, Corley & Hamilton, 2012). In order to gain insights into how
harmonised disclosures of human capital information may facilitate investment
decision-making by foreign investors, the process through which data and new
insights were generated (Bansal & Corley, 2011; Chenail, 1995; Gioia et al., 2012)

should be clearly communicated.

This chapter discusses the research philosophy, research design, context of the
study, sampling strategy, data collection process, data analysis process, limitations,
validity and reliability, as well as ethical considerations. These principal issues are
laid out to articulate the methodology used in achieving the research purpose.
However, to demonstrate the interconnectivity of these methodological concepts,
an outline of the enquiry process is initially provided.

5.1 OUTLINE OF THE ENQUIRY PROCESS

The enquiry process gives an overview plan that connects all the relevant
methodological issues, linking the philosophical assumptions to the outcomes
(Denscombe, 2010b). In order to enhance methodological clarity and proper
alignment of the various aspects of the methodology, the current study made use of
the methodological structure by Denscombe (2010b). This structure aligns the main
study components, from the purpose statement of the study to the expected outcome
(see Table 5.1).
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Table 5.1: The enquiry process

Aspect Guiding question

Remarks

Purpose of the study What does the research want to

Develop a theoretical model which proposes how the

i

assumptions in this research?

achieve? harmonisation of organisational human capital information
disclosures can reduce information asymmetry problems
with foreign investors when making investment decisions.
Research Philosophy What are the underlying | Interpretivism

Research design Which approach best addressed

the purpose of the research?

Basic interpretive qualitative design.

Who/what was included in
the study?

Data collection process

14 corporate annual reports of ZSE listed organisations, with
a total of 35 participants.

How was data collected?

Document sources, semi-structured interviews, observations
and disclosure checklist indicator.

How will the outcome of the research
address the purpose of the study

the study?

Analysis How was the data analysed? Analysed inductively using ATLAS.ti package
Evaluation What confidence can we have in | Use of the study protocol and maximum variation in source
the findings? and participant selection as well as methodological
transparency and rigour.
Ethics How were respondents’ rights | Protection of confidentiality and anonymity. The study was
protected? cleared by the University of the Witwatersrand Human
Research Ethics Committee (Non-medical).
Outcomes What are the end- products of | Development of a theoretical model and making theoretical,

methodological, empirical and practical contributions.

Source: Adapted from Denscombe (2010b, p. 111)
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The purpose of the research having been outlined in chapter one, with the outcomes
to be discussed in chapter ten, the current chapter focuses on the remaining

components, starting with the research philosophy.

5.2. RESEARCH PHILOSOPHY

A research philosophy is a belief about the way in which data about a phenomenon
should be gathered, analysed and used (Denzin & Lincoln, 2002). The philosophy
shapes how the problem and research questions are formulated and how the research
seeks information to answer the research questions (Creswell, 2014). The research
philosophy is based on assumptions that underpin the research strategy and methods
used. The four assumptions that underpin this study are ontology, epistemology,
axiology and methodology (Burrell & Morgan, 1979; Creswell, 2014; Hussey &
Hussey, 1997). An awareness of these philosophical assumptions that underpin the
study helps situate the research in a careful and informed manner (Cunliffe, 2010;
Guba & Lincoln, 1994; Vos, Strydom, Fouche & Delport, 2012). It is the
consistency among these philosophical assumptions that determines the soundness
of the study evidence (Guba & Lincoln, 1994; Loh, 2013; Shenton, 2004), and as

such the reliability of the research outcomes is embedded in these assumptions.

Ontology

Ontology relates to the nature of reality and its characteristics, which can be
objective or subjective (Cunliffe, 2010; Guba & Lincoln, 1994). The ontological
assumption of this current research is that reality is socially constructed by the
research participants, and as such, there are multiple realities. When researchers
conduct qualitative research, they are embracing the idea of multiple realities. The
aim of the researcher is to report on these multiple realities. The influence of
harmonised human capital information disclosure on investment decisions may be
viewed differently by foreign investors, and even by the providers of such
information. The perceptions and views of these users and providers of
organisational level human capital information may even change over time. It is

against this background that the study was inclined towards subjectivist ontology.
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Epistemology

Epistemology refers to what is regarded as knowledge and how knowledge claims
are justified in the specific field of study (Creswell, 2014; Cunliffe, 2010). This
study was guided by the interpretative paradigm. Interpretivism uses qualitative
methods whose analysis is interpretive, subjective, impressionistic and diagnostic
(Creswell, 2014; Denscombe, 2010a). With the epistemological assumption,
conducting a qualitative study means that researchers try to get as close as possible
to the participants being studied. Therefore, subjective evidence is gathered based
on individual views. Knowledge is known through the subjective experiences of
people. The paradigm places the ideas and reasoning of participants at the core of

the study and also respects participants’ thinking and views.

The study explored how harmonised organisational level human capital information
can influence the investment decisions of foreign investors, using multiple views of
the participants (Gephart, 2004; Guba & Lincoln, 1994; Morgan & Smircich, 1980).
Furthermore, participants had an opportunity to express their views in a way that
accurately represented their experiences (Creswell, 2014; Denscombe, 2010a; Guba
& Lincoln, 1994). In this regard, subjective meanings were regarded as acceptable
knowledge in this study (Saunders, Lewis & Thornhill, 2009).

Because the current research strives to understand the phenomenon under study
from the participants’ own perceptions and experiences, the interpretivism
paradigm became the most relevant perspective from which reality in this research
could be understood. Thus, how harmonised human capital information disclosures
might facilitate investment decisions could only be understood by allowing the
foreign investors themselves, and the providers of such information, to give their
own views from their experiences. The philosophy is particularly appropriate for
addressing the “how” question (Pratt, 2009; Yin, 2014) which is critical to a better

understanding of the issues under study.

96



Axiology

Axiology can be understood as the role of values in the study (Guba & Lincoln,
1994; Saunders et al., 2009). The axiological assumptions of this study are that the
researcher brought some values to the study, and as such, the researcher was part of
what was being studied. It was difficult to separate the researcher from the
phenomenon under study. Therefore, the researcher’s values are expected to
influence the study in a subjective manner (Maxwell, 2004). Effort was, however,
made to minimise bias by trying to understand the phenomenon under study from

the participants’ opinions and experiences.

Methodology

The study also made important methodological assumptions that complemented the
other philosophical assumptions that inform the study. Methodological assumptions
are concerned with the processes of data collection and analysis to generate
knowledge (Cunliffe, 2010). Such methodological assumptions are influenced by
the paradigm selected. The interpretivism paradigm uses qualitative methods, and
the study was therefore characterised as qualitative and inductive, where the theory
emerged from the data. Denzin and Lincoln (2002) defines qualitative research as
an approach to research, where the researcher studies things in their natural setting,
attempting to interpret a phenomenon from the perceptions of the people under

study.

The decision by the researcher to use the qualitative approach was influenced by
the selected research paradigm. Deshpande (1983) contends that the nature of a
paradigm helps in ascertaining the types of problems and methods to be used.
Burrell and Morgan (1979) share a similar view on the influence a paradigm has on
methods to be used where they claim that the paradigm governs the research
strategies and methods to be used. The research questions driving the research, the
research design to be used and the contribution to be made also influenced the
choice of the qualitative approach as these are shaped by the selected paradigm
(Edmondson & McManus, 2007). The purpose of this research was to understand,

from the perspective of the participants, how organisational level human capital
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information disclosures facilitated investment decisions by foreign investors. The
qualitative approach was deemed appropriate for this research because of the
approach’s ability to address issues of explanations and descriptions, where the
‘how’ and ‘why’ questions were addressed (Bluhm, Harman, Lee & Mitchel, 2011;
Lee, 1999).

The study was also shaped by the researcher’s experience in collecting and
analysing the data where some of the research questions changed during the
execution of the study to improve the type of questions needed to understand the
research problem. The data collection strategy planned before the study was
modified to accompany the new questions. Data were inductively analysed, and in
accordance with the process suggested by Burrell & Morgan (1979), the emerging
theoretical framework was used to understand how harmonised human capital

information disclosures facilitate the investment decisions of foreign investors.

The qualitative approach also helped in gaining an understanding of the experiences
of the participants from their own perspective, with the researcher understanding
these participants in their own contextual setting. The study was context-bound,
targeting Zimbabwe Stock Exchange (ZSE) listed organisations and foreign
investors investing in the service sector of a developing country (Section 5.4
describes the context in detail). The outcomes of such a research led to subjective
results which will be context-specific. Context-specific results are not easily
generalised from a sample to whole population. This generalisation to the
population is not; however, the focal issue in qualitative research as the focus is not

on generalisation to population but to the theoretical propositions of the research.

5.3 RESEARCH DESIGN

The study employed the basic interpretive qualitative research design. This is a
qualitative research design in which several elements are mixed and matched in
accordance with the requirements of the study (Elliot & Timulak, 2005; Thorne,
2016). It is a research design which brings out most, if not all the characteristics of

a qualitative research (Merriam, 2002). In line with Barker, Pistrang and Elliott
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(2002), the researcher avoided the use of specific design names as none of the
commonly used traditional designs were wholly appropriate to the researcher’s
needs. Instead, common methodological practices from the traditional qualitative
designs were borrowed in developing an individual mix of methods that were

deemed appropriate for the study.

Some research practices from the commonly used qualitative design variation
which includes the interpretive phenomenological studies (Pietkiewicz & Smith,
2014; Smith, Jarman & Osborne, 1999); grounded theory (Strauss & Corbin, 1997);
empirical phenomenology (Giorgi, 1975); and the case study (Yin, 2009) were
therefore utilised in this study. In general, qualitative investigations advocate for
the use of multiple designs, perspectives and methods in understanding and
resolving human problems (Denzin & Lincoln, 1994). The basic interpretive
approach to qualitative research has therefore been adopted as being the most ideal

in understanding the topic under investigation.

The main aim of an interpretive qualitative study is to understand reality from the
perspectives of the people in relation to that specific phenomenon (Holloway, 1997;
Larkin, Watts & Clifton, 2006; Pietkiewicz & Smith, 2014; Smith et al., 1999). The
basic interpretive qualitative design is therefore used when a researcher is interested
in understanding how participants make meaning of a phenomenon (Merriam,
2002). The researcher made an effort to understand how harmonised disclosures of
human capital information influenced investment decisions, from the participants’
perspectives. In such a case, the role of the researcher was recognised through the
interpretive activity where the researcher was considered as the primary instrument
for data collection and data analysis (Elliot & Timulak, 2005; Pietkiewicz & Smith,
2014). Such a study also enables the phenomenon to be understood in its specific
context (Madill, Jordan & Shirley, 2000), giving a deep analysis of the phenomenon

under study and examining participants in their exclusive context.

Qualitative research designs are mainly concerned with how human beings create

meaning of the world through the events that they experience. As such, the quality
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of experience rather than the casual relationships is central to qualitative research
(Baxter & Jack, 2008; Denscombe, 2010a; Pietkiewicz & Smith, 2014).

In understanding how harmonised disclosure of organisational human capital may
facilitate investment decisions by foreign investors, the experiences of the foreign
investors themselves as the users of human capital information and the management
involved in human capital disclosure (representing the disclosing organisations)
was necessary. The need to understand phenomena from the people’s own views of
the phenomena under study made the basic interpretive qualitative design the most

suitable design for this study.

An interpretive qualitative approach sought to clarify and obtain a better
understanding of the nature of the issues under study. As such, the study had an
added advantage of producing new insights into the study problem (Creswell, 2014;
Denscombe, 2010a). The approach therefore revealed opinions and inner
perceptions and allowed for the triangulation of sources, methodologies and data.
The study focused on understanding how human capital information disclosed by
organisations may help in investment decision-making by foreign investors. The
perceptions of managers in communicating such information, the reasons for such
disclosures and how they view the importance of such information by foreign
investors were sought. The perceptions of the foreign investors with regard to what
information they use and how they use the disclosed human capital information
were also explored. Document analysis of corporate annual reports was initially
done to understand the disclosures being made by organisations. A discussion on

triangulation is provided in the data collection process section.

Interpretive qualitative studies have been criticised for lacking scientific rigour, and
generating subjective and non-generalisable findings (Badenhorst, 2010;
Denscombe, 2010a; Gioia et al., 2012; Tobin & Bergley, 2004). However, the aim
of qualitative studies is not to represent samples but to generalise from the study to
theory rather than to the population (Smith, Harre & Van Langenhove, 1995).
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Qualitative designs lead to analytical generalisation instead of statistical
generalisation (Gibbert, Ruigrok, & Wicki, 2008; Yin, 2009).

Lack of rigour may be due to non-adherence to systematic procedures (Rule & John,
2011; Yin, 2014) that create gaps which counteract the credibility of the study
process (Gibbert et al., 2008). By making use of a study protocol; showing how the
participants were selected; demonstrating validity and reliability of the study; and
triangulating of data types and sources (Birks & Mills, 2011; Gibbert et al., 2008;
Yin, 2014), the issue of rigour with this basic interpretive qualitative design was
addressed. The adoption of a systematic inductive data analysis process also added
rigour (Gioia et al., 2012; Pratt, 2009; Thomas, 2006).

The study made use of the above techniques as recommended in the literature.
These recommendations are shown in the relevant sections of this chapter.
Furthermore, the use of multiple samples provided a basis for comparison,
broadened the study evidence (Hofer & Bygrave, 1992; Yin, 2014), enriched theory
building (Eisenhardt, 1989; Myres, 2009) and added rigour to the study (Rule &
John, 2011; Yin, 2014).

Qualitative research designs have also been criticised for the production of large
amounts of data, consuming a lot of time and producing large documents (Yin,
2014), which increases the burden on the researcher in data analysis. To mitigate
this criticism, the researcher used the ATLAS.ti, data analysis software so as to

reduce the burden.

Notwithstanding these criticisms of qualitative studies, the use of multiple sources
of evidence and multiple samples has been advocated for by proponents of
qualitative research (Cunliffe, 2010; Morgan & Smirch, 1980; Yin, 2014). The
basic interpretive qualitative design thus proved to be a robust design, rendering it
an appropriate design for this research. Figure 5.1 presents the data sources,
presentation and analysis steps followed within this design.
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Figure 5.1: Data sources, presentation and analysis steps
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5.4 CONTEXTUAL SETTING OF THE STUDY

This section discusses the setting within which the study was carried out. The
context of developing countries and Zimbabwe as the study site are described

below.

5.4.1 Developing country

The study was undertaken in the context of a developing country, targeting the
Zimbabwe Stock Exchange (ZSE) listed organisations and foreign investors
investing in the service sector of Zimbabwe. Developing countries are those
countries with a relatively low standard of living, underdeveloped industrial base
and moderate to low human development index (HDI). HDI is a comparative
measure of poverty, literacy, education and life expectancy. The World Bank
classifies countries in terms of their Gross National Income (GNI), and considers
countries with per capita income of less than US$12,275 as developing countries
(Kuepper, 2016). However, the organisation also divides these developing countries
into numerous income classes, ranging from low income to upper middle-income

countries.

The major characteristics of developing countries are that they lack strong
infrastructure, industrialisation and sophisticated technology, but are in the process
of building up those capabilities (TEFO, 2009). These countries have lower per
capita income, high levels of poverty, few systematically enforceable contracts and
less efficient capital markets (World Bank, 2013). The majority of African
countries, if not all, fall into this category, with most Asian countries, Latin America
and the Middle East countries and a few European countries also found in this

category of developing countries (Huang et al., 2013).

As a result of such characteristics, these countries are more net investees than
investors, resulting in these countries depending more on foreign funding as they
lack domestic savings (Tembe & Xu, 2012). They are therefore more information
providers than users with regard to investment decision-making. Investment

decisions into such countries are considered difficult to make (Huang et al, 2013),
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due to limited systematically enforceable contracts and less efficient markets. In
terms of business practices, they tend to learn and adopt best management practices
from developed countries.As such, most of their practices tend to lag behind those
of developed countries. Furthermore, cultural values in developing countries
strongly influence their business, accounting and reporting practices. Several
studies on these countries have found such cultures to be more secretive and less
transparent (for example, Gray, 1996; Gray & Vint, 1995; Hofstede 1980). High
information asymmetries are therefore expected to be experienced in such countries

as a result of these cultural orientations.

Of note is the fact that while these developing countries were more reliant on the
extractive industries (due to them being still developing), the shift to the new
economy characterised by knowledge and intangible assets has also witnessed
certain trends where these countries move into the service sector (UNCTAD, 2015).
Thus, regardless of them being developing countries, a number of developing
countries have emerged as services-oriented economies, especially African
countries. Africa’s services sector is predicted to bring economic promise, with the
service sector estimated to contribute to almost half of the continent’s output. From
2009 to 2012, service growth in Africa was double the rate of growth of the average

world service growth (ibid).

Intangible assets and human capital in particular play a significant role in
influencing value creation in service oriented business. The researcher therefore
explored the issue of harmonisation of human capital information disclosure and
how it might influence foreign investment decisions, taking into account these
contextual characteristics. The study was undertaken specifically in Zimbabwe, a
developing country that shares all of the above characteristics.

5.4.2 Zimbabwe as the study site

Zimbabwe as a country has made progress in attracting foreign investment
(Muradzikwa, 2003; Sichei & Kinyondo, 2012; New Zimbabwean, 2016). The
efforts of the country are explicitly intended to improve the operating environment
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in order to make the country more attractive to foreign investment. Because the
country has limited access to international capital borrowings due to its debt levels
(AFDB, 2013), Zimbabwe relies strongly on foreign investments for the resources

it needs for poverty alleviation (Imoudu, 2012) and economic development.

With the economic changes experienced by most African countries in the transition
to services provision, Zimbabwe has the potential to attract foreign investment into
the service sector. There has been continued growth in Zimbabwe’s service sector,
with the sector leading in terms of its contribution to the gross domestic product
(GDP) and employment (World Bank, 2016). The service sector contributed 60
percent of GDP, grew at an average rate of 8.5 percent per year from 2010 to 2014,
4.3 percent in 2015. It has been projected to grow by over 3 percent in 2016 (ibid).

Finance, insurance and hotels are amongst the sub-sectors that experienced strong
growth in 2015, with telecommunications also expected to continue making
important contributions to overall growth as its customer base continues to expand.
This has also been influenced by the mobile phone penetration rate which rose to
93 percent and internet access which reached 47 percent of the population in 2015.
The growth in these sectors has been led by knowledge intensive sub-sectors that
employ skilled workers, with slow growth even experienced in sectors that tend to

employ less skilled workers (ibid).

Compared to the other sectors, the service sector generally has a higher requirement
of human capital and the labour force employed in services is usually highly skilled,
especially in the banking, insurance, consultancy and IT services (Absar, Amran &
Nejati, 2014). Scholars consider human capital as a more significant factor
especially to the service-based sector than any other sector of a country
(Wickramasinghe & Fonseka, 2012), the reason being that the execution of strategy
in a service business is greatly dependent on human capital and employees
(Cuganesan, 2006).
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The salient features which distinguish the service sector from the other sectors with
respect to foreign investments are that the service sector is usually more restrictive
than other sectors (World Bank, 2005). The services need to be more responsive to
culture and language differences, and service operations lack the technological
specifications and legal protection commonly available to goods (Chase et al,
2003). These features make information asymmetry and transactional cost more
pronounced in services, making it more difficult for foreign investors to make
investment decisions in relation to services (Ramasamy &Yeung, 2010; Yin, Ye &
Xu, 2014).

Whilst efforts are being made to improve on ease of doing business, cost of doing
business and clarification on a range of policies in order to increase the
attractiveness of the investment environment (New Zimbabwean, 2016), Zimbabwe
has consistently scored poorly on the World Bank’s Doing Business Indicators
(AFDB, 2013; IFC, 2014). The country has also been rated as one of the most
corrupt countries in the world by Transparency International (Langa, 2014.) In such
an environment, corporate disclosure transparency might be crucial in retaining
investor confidence, as lack of transparency exacerbates the investment
environment by creating information asymmetry. Zimbabwe is one of the
developing countries that had adopted the International Accounting Standards
(IAS) as its national accounting standards, although corporate reporting practices
in Zimbabwe remain relatively less researched. There is a dearth of research in the
Zimbabwean context, especially in the area of intellectual capital. It is within this

context that the study was undertaken.

5.5 SAMPLING STRATEGY

This section discusses the unit of analysis, organisations involved and participant
selection processes. The discussion is aimed at enhancing the credibility of the
study conclusions and of the rigour of the process.
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5.5.1 Unit of analysis

The unit of analysis is the object about which generalisations are made based on the
analysis. It is an important aspect of any qualitative research design, and is
determined by an interest in explaining or exploring a specific phenomenon. A
well-specified unit of analysis is necessary in order to select a viable theory (Birks
& Mills, 2011; Rule & John, 2011) given that it minimises the possibility of drawing
conclusions on one unit of analysis based on the analysis of another (Durrheim,
2012; Rule & John, 2011; Yin, 2014).

The study embraced a multi-level approach to exploring the influence of
organisational level human capital information disclosure on investment decisions.
Individuals involved and affected by such organisational human capital disclosure
as well as the corporate annual reports of disclosing organisations were targeted as
units of observation. Thus, the perceptions on human capital information disclosure
and how the disclosed information helps in investment decision-making were traced
to individuals. The individuals involved in disclosing organisational human capital
information and users of such information were therefore the data sources. This
was because the perceptions of disclosure on how the human capital information
influenced investment decisions influenced the nature and extent of the human
capital information disclosure. On the part of the users of such information, their
perceptions also influenced the relevance and use of such information in making

investment decisions.

The nature and extent of organisational human capital information disclosure was
considered as an organisational level construct, as such human capital information
disclosures in the corporate annual reports of disclosing organisations were the unit
of analysis, with the corporate annual reports being the sources of data. The unit of
analysis that should be used in corporate annual reports has been the subject of
continuous debate in the literature (Dumay & Cai, 2015; Guthrie et al, 2004). The
debate is centred on the use of words, sentences, paragraphs, pages or themes
(Beattie & Thomson, 2007; Cinquini, Passetti, Tenucci & Frey, 2012; Guthrie et
al., 2004; Husin, Hooper & Olesen, 2012) although there was no convincing
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evidence to justify preference for any of these units of analysis (Williams, 1999).
This study therefore uses words, sentences and paragraphs as units of analysis in

understanding and extracting themes on human capital information disclosure.

In summary, the study gathered data from Human Resource Managers and Finance
Directors as individuals involved in the disclosure of human capital in
organisations. Data were also gathered from foreign investors as users of human
capital information in making investment decisions. Corporate annual reports of
2014 were initially used to identify factual information on the nature and extent of
human capital disclosure by the organisations. The human capital disclosure
checklist used to do document analysis of corporate annual reports was used to infer
the kind of human capital information that investors considered important in their
investment decisions. The use of multiple samples and sources of information
added to the analytical rigour and triangulation of data sources (Birks & Mills,
2011). Such rigour and triangulation of data is important in enhancing the validity

and reliability of study results.

5.5.2 Selection of participants for the study

The researcher used purposive sampling in establishing the research participants.
Purposive sampling is considered the most common sampling strategy in qualitative
research (Creswell, 2009; Remenyi, 2013). It is also referred to as the most
important kind of non-probability sampling (Guest, Bunce, & Johnson, 2006;
Welman & Kruger, 1999). The participants were therefore selected based on the
purpose of the research and as well as the researcher’s judgement (Babbie, 1995;

Greig & Taylor, 1999; Schwandt, 1997).

5.5.2.1 Selection of participating organisations

The researcher focused on organisations listed on the Zimbabwe Stock Exchange
(ZSE). Zimbabwe as a country is making efforts to encourage enhanced corporate
reporting as reflected in various legislation and corporate governance initiatives.
Four sub-sectors in the service sector, namely the financial, insurance, tourism and

telecommunications industries were used. The service sector and the sub-sectors
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were purposively selected because of the relevance and importance of human
capital within this sector. Scholars consider human resources as a more significant
factor especially to the service-based sector than any other sector of a country
(Absar, et.al, 2014; Wickramasinghe & Fonseka, 2012). Taking into consideration
the effects of different industrial variables in understanding human capital
disclosure (Guthrie et al., 2004), the use of reports coming from the same sector
made it possible to develop a reliable instrument to be used in doing document
analysis. The sector and subsequently the sub-sectors, from which the participating
organisations came, were therefore ideal in understanding the phenomenon under

study.

In selecting the organisations from the sub-sectors, the researcher focused on the
ZSE listed organisations, as these were considered to be disclosing more
comprehensive information to the public when compared to private organisations
in the same sub-sectors. The research study is based on 14 organisations, which
were also considered to be large organisations by market capitalisation and the
number of employees. Large organisations appear more likely to voluntarily
disclose human capital because they are more visible and have more resources

available to adopt new initiatives (Abeysekera & Guthrie, 2004).

Moreover, larger listed organisations on average have more international exposure
and are likely to possess more human capital information. They are also generally
more transparent, taking into consideration the greater number of analysts watching
their performance. Because of their nature as public listed organisations, they are
subject to more media exposure and have better developed internal management
systems than smaller companies (Ax & Marton, 2008). Such organisations have
better resources at their disposal to initiate innovation in disclosure practices with
a view to improving their market performance ratings. Because of their need to
maintain a good reputation for funding purposes, such organisations are assumed
to deliberate extensively on the human resource related disclosures to be included
in the corporate annual report (Abeysekera & Guthrie, 2004). Previous studies on
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human capital disclosure also used such criteria (Abeysekera, 2013; Adelowotan,
et. al., 2013; Huang et. al, 2013).

Corporate annual reports of the year ending 2014 were sourced through the
organisations’ websites and were the most current available reports at the time of
data collection. The selecting criteria for the organisations was to focus on those
organisations which were disclosing some human capital information, and it
emerged that all the organisations under consideration were disclosing some
information on their human capital. The researcher therefore decided to use all
fourteen organisations as the number was also manageable (see Table 5.2). The use
of fourteen organisations in understanding human capital disclosure was in line with
other studies which were done in this area. For example, Guthrie and Petty (2000)
used a sample of 20 organisations, Brennan (2001) used a sample of 11
organisations, April et al., (2003) used 20, Holmen (2011) used 16 organisations,
with Santos and Venancio (2013), De Silva et al. (2014), Razak, Mohammad &
Tobiagi (2016) using 14, 10 and 12 organisations respectively. The information
found in the corporate annual reports as documentary sources provided critical
background data that informed the interviews and analysis.

Table 5.2: Participating organisations

Sector | Sub sector No. of ZSE No. of No. of
listed organisations | organisations
organisations | whose which
by 2014 corporate participated

reports were | in interviews
used for
content
analysis

Service | Financial-banks 6 6 4

Service | Insurance 5 5 4

Service | Tourism 2 2 2

Service | Telecommunications | 1 1 1

Total 4 14 14 11
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5.5.2.2 Selection of participating individuals

A total of thirty-five participants were purposively drawn from the participating
sub-sectors of the service sector to participate in interviews. The participants
comprised the Human Resource Managers and Finance Directors of the

participating organisations and foreign investors in the selected service sectors.

Human Resource Managers were integral to the study as they internally provide the
human capital information to be considered for external reporting. Their input into
the internal human capital reporting influences the ultimate information to be
reported for external purposes. As such, their perceptions and opinions with regard
to the usefulness of human capital information in communicating important

information to external users were necessary.

Finance Directors, who have the ultimate responsibility of compiling the external
report, were considered important in giving their opinion on the relevance and
importance of human capital information disclosure. External disclosure is done
taking into consideration the importance of the information for it to warrant external
disclosure, especially if it is not mandatory reporting. This sub-sample therefore
provided insights on how human capital information was viewed by managers
involved in the disclosure of such information. The perception of corporate
information disclosure might be viewed differently by various departments in the
organisation, especially the diverse opinions on the importance placed on financial
and non-financial information. The perception of the external disclosers of human
capital information and those of the internal disclosures may be different.The
sourcing of information from these two different samples enriched the study by
providing contrasting views. The participants gave a broader range of information
about human capital information disclosure and its influence on investment

decisions.
These two groups were purposively selected to represent the preparers of human

capital information. Approval for the participation of the two representatives of the

organisations was sought from the relevant gatekeepers. A total of eleven
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organisations agreed to participate in interviews, with ten members from each of
the two samples participating, as two of the participating organisations made only
one participant each available. One provided the Finance Director whilst the other
provided the Human Resource Manager, making a total of twenty participants, with
each sample grouping comprising ten participants (see Table 5.3). Of the remaining
three organisations which did not participate, two of the organisations declined to
participate, citing issues of sensitivity associated with the information to be

discussed. One organisation declined to participate without giving any reasons.

Foreign investors who used the reports of these organisations also provided data
from the perspective of the users of human capital information. While most
previous researchers on human capital disclosure focused on fund managers and
investment analysts to represent the investment community, the current research
focused on foreign investors. Because foreign investors are said to be at a greater
information disadvantage when compared to local investors (Habib & Zurawicki,
2001; Leuz et al., 2010; Slangen & van Tulder, 2009), the researcher wanted to
understand their own experiences in using human capital information in making

investment decisions.

A list of names and contact details of foreign investors in the service sector was
obtained from the Zimbabwe Investment Authority (ZIA). Additional names were
obtained though the Central African Stock Exchanges Handbook of 2015.
However, some of the contacts were not reachable. The researcher had to use
snowballing technique where referrals were made by other participants. The
participating organisations provided some contacts of the foreign investors in their
organisations. While Bailey (1996) cautions that the use of snowballing and
referrals can isolate the researcher from some potential participants, the researcher
found the technique useful as some of the investors were not residing in the country.
The researcher was informed of the time when these investors were coming into the
country for shareholder meetings and utilised such opportunities to conduct
interviews with some of the investors. Two of the participants were contacted

through Skype as they were not physically available for interviewing. Three
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interviews were done in South Africa where some of the participants resided. The
researcher made sure that the referred participants conformed to the requirements
of the phenomenon at hand. A total of fifteen individual foreign investors

participated in the study.
The total number of participants for the study was thirty-five participants (see Table
5.3). Ultimately individuals who had some experience relating to the phenomenon

to be studied were selected (Kruger, 1988).

Table 5.3: Participating individuals

Sub sector Human Finance Foreign Total
Resource Directors Investors Parti cipants
Managers (Group 2) (Group 3)
(Group 1)

Financial-Banks 3 4 5 12

Financial- Insurance | 4 3 3 10

Tourism 2 2 5 9

Telecommunications | 1 1 2 4

Total 10 10 15 35

In most qualitative research designs, the number of participants to be used in the
research is determined by data saturation (Bowen, 2008; Strauss and Corbin, 1998),
as there are no rules that determine sample size (Guest et al., 2006; Patton, 2000).
The researcher focused on obtaining a sample which was broad enough and at the
same time did in-depth interviewing so as to ensure that all key aspects of the
phenomenon under study were captured. Consideration was given to the depth of
analysis for each sample group, the richness of the data, how the researcher wanted
to compare and contrast sample groups and the restrictions under which the
researcher was working. Taking into account these considerations, and the fact that
the researcher was focusing more on the outcome of group samples rather than
single individuals, thirty-five participants in groupings of ten Human Resource

Managers, ten Finance Directors (making twenty participants from the preparers
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group) and fifteen foreign investors were considered adequate for the study to reach
data saturation. The focus was on obtaining a detailed account of a group’s
experience rather than individual experiences. In accordance with Boyd (2001), two
to ten research participants are sufficient to reach saturation for a homogeneous
group. Creswell (2009) recommends ten interviews for phenomenological studies.
Taking into consideration these samples for a homogeneous group, the researcher
used a sub-sample of ten per each sample group of preparers groups, while a sub
sample of fifteen was used for the users of human capital information. The total
sample size of thirty-five was aligned with the views of Bertaux (1981) who
advocates for a minimum of fifteen participants for a qualitative research.

The use of multiple samples helped in building a more representative picture of how
harmonised human capital information facilitated investment decision-making by
foreign investors. The use of multiple sources aided in analytical rigour and
triangulation of sources of data (Birks & Mills, 2011; Gibbert et al., 2008; Guest et

al., 2006), which was essential in enhancing validity and reliability.

5.6 DATA COLLECTION PROCESS

As defined in the earlier sections of the thesis, the study focuses on organisational
human capital disclosure as a phenomenon, and how the harmonisation of human
capital information disclosure could reduce asymmetric information problems in a
way to facilitate investment decision-making by foreign investors. More
specifically, the study focuses on how organisational human capital disclosure,
especially when disclosed in a harmonised way, can help in signalling, screening
and self-selection as ways to reduce asymmetric information problems which might

be experienced by foreign investors.

The questions “what?”, “why?”” and “how?” are essential questions asked by social
science researchers. Descriptive research attempts to answer the question “what?”
while explanatory research attempts to answer the questions “why?” and “how?”
Thus, what is being disclosed in corporate annual reports and what the users want

disclosed, has been described so as to understand if there are any discrepancies
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between the information which is wanted by users and the information being
reported by providers of such information. The why and how questions were then
inferred to get explanations on why certain human capital information was being
reported and how such information could help in reducing information asymmetry

problems, thereby facilitating foreign investment decisions in a developing country.

The study triangulated data collection techniques and analysis procedures. It also
triangulated data sources though multiple samples. Triangulation is increasingly
advocated for within intellectual capital research (Castilla-Polo & Ruiz-Rodriguez,
2017; Dumay, 2016; Giacosa, Ferraris & Bresciani, 2017) and generally in business
and management research (Guest et al., 2006; Margolis & Molinsky, 2008).
Accordingly, semi-structured interviews, documentary analysis, human capital
disclosure checklist index and ‘memoing’ were used to gather the relevant data. The
researcher made use of telephone and emailing systems to contact possible
participants and interview arrangements were made with the individual members
who had agreed to participate. Corporate annual reports were retrieved from the

websites of the participating organisations.

5.6.1 Documentary data collection

Documentary analysis of corporate reports was used to gather information prior to
interviews with the preparers of corporate annual reports. Documents are a source
of data in their own right (Denscombe, 2010a; Gioia et al., 2012). They are an
alternative to questionnaires, interviews or observation. The documentary sources
were written sources collected from the participating organisations. The use of the
corporate annual reports as a source of data was decided by the researcher because
organisations produce these reports on a regular basis and the reports are also a
presentation of the historical account of the concerns of the organisation
(Abeysekera, 2013). Corporate annual reports were also used because they present
the management’s thoughts and views in a thorough and solid manner (Niemark,
1995). On the other hand, corporate annual reports are also considered the preferred
method of communicating with stakeholders which are relevant to the organisation

rather than targeting every general person. Literature on corporate reporting also
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considers the capital providers (which are the focus of this study) to be the primary
users of such reports (Neu, Wersema & Pedwell, 1998; Zeghal & Ahmad, 1999),
with Patten (1992) contending that stakeholders depend on these corporate reports

as sources of both financial and non-financial information.

Document analysis was performed on corporate annual reports of year ending 2014.
Documentary content analysis of annual reports is an established method of
understanding disclosure levels of non-financial information in corporate reports
Low, Samkin & Li, 2015; Mondal & Ghosh, 2013; Newson & Deagan, 2002;
Wang, Sharma & Davey, 2016). The corporate annual reports of the participating
organisations were analysed to obtain an overall view of the status quo for human
capital disclosure by these organisations, and were a useful source of information
as organisations usually signal what is important in these documents (Abeysekera,
2013, Guthrie et al., 2004). The corporate annual reports were analysed to obtain

an understanding of the type of information they report on human capital.

The corporate annual reports were useful documents in the study as they provided
other details to corroborate information from interviews. These documentary
sources augmented interview data and provided critical background data that
informed the analysis of interviews. Extant literature proposes the use of both
content analysis of corporate annual reports and interviews as a way to offer robust
sources of empirical data, whilst offsetting the weaknesses of content analysis of
annual reports as a data source (Guthrie & Abeysekera, 2006; Bellora & Guenter,
2013; Giacosa et al., 2017). The use of complementary research methods also
increases the relevance and reliability of the results (Castilla-Polo & Ruiz-
Rodriguez, 2017; Dumay, 2016; Guthrie & Abeysekera, 2006).

Documentary sources were advantageous because they were retrieved repeatedly
when the need arose and they were unobtrusive as they were not created for the
current study. Furthermore, these documents were readily available from the
websites of the participating organisations. The main disadvantage with these

documents was that the documents might not reflect the objective reality of the
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organisation, since some organisations may use them as “image laundering
documents rather than for compliance with relevant corporate reporting standards
and laws” (Abeysekera, 2008:19). In as much as there is such a limitation, the
corporate annual report remains a major medium for communicating information to
stakeholders, as they are produced regularly, widely distributed and read
(Campbell, 2004).

5.6.2 Human capital information disclosure checklist

The human capital information disclosure checklist which was used to gather
information in the corporate annual reports was also sent to the foreign investors
prior to the interviews (see Appendix A). Whilst content analysis on the disclosed
human capital information was done to assess the information disclosed by the
information providers, the same disclosure checklist was also sent to foreign
investors. This form of data gathering technique was used to infer from the human
capital information, the preferences of foreign investors and what they considered

important in making investment decisions.

The checklist used had thirty-eight human capital items, which the researcher
perceived to be a long list to be covered during the interviews, and the human capital
disclosure checklist was thus sent prior the interviews. This was done to enable the
foreign investors to thoroughly and freely engage with the list in making their
responses. After obtaining consent to participation by foreign investors, the
checklist was sent and the information obtained was used to inform some of the
interview questions which were then asked in interviews. A comparison of the
human capital information provided and human capital information preferred was
then done to establish whether there were any discrepancies between information

provision and information requirements.

5.6.2.1 Decision on the human capital information disclosure checklist used

In deciding on the human capital checklist items to be used in the content analysis

of corporate annual reports and sourcing information from foreign investors,
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relevant literature with respect to disclosure studies was reviewed. The researcher
made use of the checklist which contained thirty-eight items that the researcher
modified from several lists that had been developed by previous studies. Some of
the previous lists which were considered include that of Huang et al (2013), which
was developed from literature, where Guthrie and Petty (2000)’s framework was
modified with more items being added to the initial list. Additional items were
obtained from intellectual research inclusive of Fontana and Macagnan (2013);
Micah, Ofurum & Ihendinihu (2012); Firer and William, 2003; Liebowitz and Suen,
2000; and Claessen (2005), making the list authoritative as it covers a wide
spectrum of intellectual capital literature (Huang et al., 2013). Furthermore, the
researcher asked two PhD colleagues to compile their own possible lists from the
literature, which were then compared and some items adopted to form a
comprehensive and relevant list. The researcher therefore regards the list to be
authoritative.

In previous studies, different human capital disclosure checklist items were used.
For example; a list of 29 (Huang et al, 2013); 25 (Fontana & Macagnan, 2013); and
15 (Micah et. al., 2012) were explained under the literature review section. In a
study by Vergauwen et al., (2007), 33 checklist items were used. Beattie and
Thomson (2007) developed a total of 128 checklist items identified as three IC
categories of which 54 checklist items were identified under the human capital
category. Bontis (2003) identified 11 human capital checklist items such as
employee expertise, employee know-how, employee knowledge, employee
productivity, employee skill, employee value, expert networks and expert teams.
The studies by Guthrie and Petty (2000); Brennan (2001) and April et al. (2003)
referred to human capital as employee competence and used five checklist items
indicated as know-how, education, employees, work-related knowledge and work-
related competencies. The use of a 38-item checklist was therefore in accordance

with previous research.
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5.6.3 Semi-structured interviews

Semi-structured one-on-one interviews were used as the main data collection
technique to gather relevant data. Qualitative interviews in the form of semi-
structured or unstructured interviews are predominantly used in most qualitative
research (Elliott & Timulak, 2005; Remenyi, 2013). Semi-structured interviews are
often considered the most effective way of gathering data in interpretive qualitative
designs (Walsham, 2006). The researcher used open-ended and flexible guides (see
Appendices B and C) that allowed participants to develop ideas and speak freely on
issues raised by the researcher (Gephart, 2004; Seidman, 2005; Yin, 2009). The
interviews therefore had the advantage of allowing the researcher and the
participant to engage in a dialogue that provided in-depth data. The interview guides
that were used with semi-structured interviews ensured that important issues were
consistently covered across all interviews. The interview guides also facilitated the
natural flow of conversation, and at the same time ensured that key questions were
covered. A funnel approach was used in the type of questions asked where the
researcher started by asking broad questions and then brought the conversation to
specific questions pertaining to human capital disclosure and its influence on
investment decisions. This approach had been selected as it assists the research
participants to be more at ease at the start of the questions, preparing them for

specific questions to be asked concerning the research.

The interview questions were guided by the research questions. Insights on the
questions were also derived from constructs underpinning organisational human
capital disclosure, as presented in the preceding chapter. These include motives for
human capital disclosure, reasons for not disclosing human capital information, and
challenges in human capital disclosure. Questions on harmonisation covered issues
of fragmentation in human capital disclosure which were recurring in previous
literature. To locate the study in its theoretical context, questions relating to
information asymmetry and solutions to information asymmetry were also asked.
This was in line with Eisenhardt’s (1989) model which indicates that the researcher
can start with the research questions and a priori expectations based on the extant

literature. However, the questions were refined during interviews in order to capture
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the issues that the researcher had not anticipated at the time of developing the
instrument (Creswell, 2009; Gioia et al., 2012, Remenyi, 2013). The questions
asked did not take any sequence as the questions were posed in response to the
natural flow of conversation. This meant that the questions asked and the duration
for each interview varied from one participant to the other. Interviews took between

forty-five minutes and an hour.

While most participants were interviewed face-to-face (Guest et al., 2006; Seidman,
2005), two interviews were done through Skype. All thirty-five interviews were
audio-recorded with the consent of the participants on the basis of assurance from
the researcher that the data were for academic purposes only. A period of three to
five days between the interviews was allowed for initial analysis and to obtain
meaning from the data provided by the participants (Birks & Mills, 2011; Rule &
John, 2011) before moving to the next interview. This gave the researcher an
opportunity to reflect on the issues under investigation, emerging arguments and
directions suggested by the data (Birks & Mills, 2011; Bradley, Curry & Devers,
2007; Yin, 2009). Interviews were carried over a period of eight months. This
period of time was necessary as some of the investors were difficult to access.

Data collection interviewing continued until the topic was saturated, that is when
the interviewees were no longer providing any new insights on the topic. The
collection of interview data from both the preparers and users of the information
was done concurrently during the same period. This was to ensure that any issues
raised from the other side which needed further attention could be factored in during
data collection. Questions were continuously refined during the data collection

process.

The interviews generated bulky data, averaging fifteen to twenty pages per
interview. To ensure that the researcher was not overwhelmed by the data, data
were managed systematically through relevant steps taken before, during and after
the interviews. Following recommendations by Smith (2004) that it is necessary to

audio-record interviews, the interviews were recorded using digital media. The
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audio recorder was checked before interviews and spare batteries were available.
This was done following the caution by Easton, McConnish and Greenbey (2000)
that equipment failure might be experienced. Permission to use the audio recorder
was first obtained from the interviewees following which the participant was asked
to sign an “Audio Recording Consent Form™ as part of the participant consent form

(see Appendix E).

5.6.4 Memoing

Memoing was also used in this study. Memoing is an essential part of the data
collection process and an important data source in qualitative research
(Groenewald, 2004; Miles & Huberman, 1994; Remenyi, 2013). This is because the
method does not rely on what the participants are claiming to do or think
(Denscombe, 2010a). The method relies on field notes which are recorded through
observations, what the researcher heard, experienced and thought in the process of
collecting data. Theoretical notes (where the researcher derived meaning from
thoughts and experience), observational notes (where the researcher used all the
senses to understand what was happening), and analytical memos (which were a
summary of end-of-day review process) were used as field notes. This method
helped the researcher to avoid being overtaken by events while concentrating all
efforts on data collection. The memos were dated to allow the researcher to correlate
them with the data. The researcher was able to reflect on participants’ non-verbal
behaviour, which assisted in developing a story of the experiences of the

participants.

While interviews provided the participants’ perceptions of the disclosure of human
capital in formation and its influence on investment decision-making, contextual
issues and non-verbal communication were captured in the field diary (Birks &
Mills, 2011; Denscombe, 2010a; Miles & Huberman, 1984). This provided a
context for the study which is an essential aspect of a qualitative design (Blaxter,
Hughes & Tight, 2009; Lofland & Lofland, 1999; Rule & John, 2011). Field notes
are also considered a good data storage method in qualitative research; as such the

field notes were important in retaining the gathered data, as the researcher might
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have forgotten some of the important insights after data collection. Because field
notes involve the interpreting of data, they are considered part of the data analysis
rather than data collection (Morgan, 1997), and made the data analysis process
easier as they were readily provided by the time the researcher commenced with

data analysis. Field notes were also retained as part of an audit trail (Yin, 2009).

5.7 DATA ANALYSIS PROCESS

Data analysis is a continuous process that begins before fieldwork and is carried
through to the writing stage (Bradley et al., 2007; Miles & Huberman, 1994).
Coffey and Atkinson (1996:9) view analysis as “the systematic procedure of
identifying essential features and relationships”. Data analysis therefore involved
the process of transforming raw data through interpretation so as to obtain usable
information (Creswell, 2009; Groenewald, 2004). The researcher goes through a
process of exploring the data and recombining the evidence in a way to produce
findings which are empirically grounded (Yin, 2014). Analysis can therefore be
regarded as similar to data interpretation (Strauss, 1987). New data that were
gathered during the study process were integrated in order to develop a logical
theoretical model on how the harmonised disclosure of human capital information
can facilitate investment decisions by reducing information asymmetry problems

encountered by investors investing in a developing country.

Analysis of corporate annual reports and the human capital disclosure checklist
from the foreign investors was done first to inform the semi-structured interviews
and provide some insights into some of the research questions. Data analysis from

these sources was done and presented first, and then followed by interviews.

5.7.1 Analysis of corporate annual reports

Content analysis of corporate annual reports has been used to understand human
capital disclosure in corporate annual reports. Although various methods like
interviews, case studies, questionnaires and focus groups have also been used to

understand intangible assets disclosure (Guthrie, Petty, Ferrier & Wells, 1999;
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Miller, et al., 1999), the most popular method is content analysis where the content
of the report is analysed (Dumay & Cai, 2015; Husin et al., 2012; Wang et al.,
2016). Content analysis is a research technique for making replicable and valid
inferences from data according to their context (Krippendorf, 2013; 2004). Other
researchers describe the method as a technique of data collection which involves
codifying the text or content of a piece of writing into various groups or categories,
depending on selected criteria (Milne & Adler, 1999), as well as a research method

for capturing and categorising empirical data (Gray, Kouhy & Lavers, 1995).

Content analysis has become a popular method of analysis to explore the area of IC
disclosure (Abeysekera, 2008; Guthrie, Petty, Yongvanich & Ricceri, 2004) The
technique has been effectively used in previous studies conducted on voluntary
disclosure in human capital disclosure studies, accounting studies and social and
environmental studies (Abeysekera & Guthrie, 2005; Guthrie & Petty, 2000;
Newson & Deegan, 2002; Olsson, 2001; Subbarao & Zeghal, 1997). This research
method was therefore the ideal method to use to understand the disclosure of human

capital information in corporate annual reports (Cronjé, 2008).

An assumption made in this study was that the frequency of disclosure by several
organisations for a specific item is related to the importance of that item. The use
of frequency of disclosure seems to be a regular assumption in the literature
(Deegan & Rankin, 1996; Gray et al., 1995; Guthrie et al., 2004; Unerman, 2000).
Given that producing annual reports is costly and that there are competing demands
for space in the reports, the focus on certain disclosures should reflect the relative

importance of specific items (Wilmshurst & Frost, 2000).

5.7.1.2 Validity and reliability in content analysis

To enhance validity and reliability in content analysis, the researcher re-examined
the contents of the corporate annual reports after a time interval. The re-
examination of the reports after the initial assessment was done to increase
objectivity in the recording and analysis of the information from these reports. The

re-assessment was also done to enhance consistency on the items which were found
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to be disclosed in these reports. The researcher requested a colleague who was
conversant with content analysis to conduct an independent analysis of the reports
so that the disclosed human capital issues found were cross-checked. The use of
two independent people to assess the disclosed items in the reports helped in
enhancing reliability of the items assessed. The disclosed human capital items from
both people were then cross-checked and agreed upon to compile a single list. Data
accuracy was attained, since the study used the pre-defined content analysis
structures already used in the literature (Abeysekera & Guthrie, 2004; Guthrie &
Petty, 2000). The data fulfils “construct validity” (Singleton & Straits, 2009) as it
made use of empirical data that support concepts grounded from previous studies.

5.7.2 Analysis of feedback from the human capital checklist

Responses from the human capital checklist were analysed by understanding the
frequency of responses for each checklist item. These were then presented in a
tabular form, with some description given on the data presented. Findings from
content analysis and the disclosure checklist sent to foreign investors are presented

and cross-examined in chapter 6.

5.7.3 Analysis of semi- structured interviews

While there is no rigid structure to follow in analysing data in qualitative studies,
effective strategies should be employed to improve the quality of data analysis. To
enhance the quality of data analysis, the researcher relied on theoretical
propositions, multiple sample descriptions, rival explanations, dual interpretation
and working the data from the ground (Creswell, 2009; Margolis & Molinsky,
2008; Maxwell, 2010; Yin, 2014). Following the broadly accepted five stages in
analysing qualitative data (Denscombe, 2010a), the process though which data was
analysed is explained below.

5.7.3.1 Data preparation

To enable easy handling of data before analysis, data were organised (Denscombe,

2010a). The first step was to file all the hard copy documents obtained during the
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data collection process. The informed consent agreements and any additional
information obtained during the data collection were filed. Transcription of the
interviews was done by a professional transcriber (Myres, 2009; Rule & John,
2011) and transcripts were re-checked for accuracy (Bradley et al., 2007) before
sending them to participants for member checking. Hard copies of draft
transcriptions of interviews were presented to the participants for validation and
then filed. The confirmed transcripts with comments from the participants were also
filed on receipt. This process of review and validation potentially enhanced
construct validity (Gibbert et al., 2008; Groenewald, 2004; Yin, 2009).

Other data storage mechanisms included the audio recordings which were done
during the interviews. Soft copies of the corporate annual reports of 2014 were
downloaded from the websites of the participating organisations and saved. Field
notes compiled during the data collection process were safely retained in the field
diary. Data were backed up using multiple external hard drives with backup copies
being used during the analysis to protect the original data from unintentional
damage and corruption (Badenhorst, 2010; Denscombe, 2010a). All soft copy data
were saved on a password protected personal computer, with electronic mail
exchanges on the research project being maintained on the internet as a backup in

the event of any data losses.

5.7.3.2 Familiarising with data

As the data was now organised, the researcher read through individual transcripts
in each group several times to become thoroughly familiar with the data. The audio
recordings of each interview were listened to a few times. The transcript data were
cross-referenced with the field notes as the researcher moved from transcript to
transcript, with the aim of contextualising the data. Subsequent readings of each
transcript were then done to decipher meaning in the data, such that the researcher
was positioned to start coding data. The re-visiting of the transcripts several times
was done to help the researcher immerse herself in the data, and recall the interview
atmosphere and the context in which the interviews were conducted (Groenewald,
2004; Pietkiewicz & Smith, 2014). As data collection continued alongside data
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analysis, familiarisation of new data was done simultaneously when the old data

was in the analysis process.

5.7.3.3 Data Interpretation: Coding, categorisation and theme building process

Data were analysed using an inductive approach (Creswell, 2009; Denscombe,
2010a; Elo & Kyngas, 2007; Thomas, 2006), following the general guidelines of
most qualitative designs, that theories should be derived from the data (Lankin et.al;
2006; Pietkiewicz & Smith, 2014). The inductive process used in this design
provided a set of systematic yet flexible guidelines for data analysis which the
researcher adapted and used in accordance with her own research objectives. The
inductive approach was thus used to construct patterns in the data themselves. The
process entailed identifying patterns and conceptualising events (Gioia et al., 2012;
Langley, 1999). The relevant data processing and analysis steps are discussed

below.

Step 1: Coding the material

Coding is the process of attaching labels to segments of data in order to organise
the data, and at the same time to easily retrieve that data at a later stage (Bradley et
al., 2007; Charmaz, 2006; Silver & Lewins, 2014). The coding process is therefore
an integral part of data analysis because it is used to link bits of data to an idea that
relates to the analysis (Denscombe, 2010a). Choices made during the coding
process influence the preceding analytical process, explanations and conclusions
drawn from the study (Guest et al., 2006; Rule & John, 2011). To maintain
familiarity with the data during the analysis, transcripts were read several times
during the initial and focused coding (Birks & Mills, 2011; Charmaz, 2006;
Saldana, 2009). The researcher used the ATLAS.ti software package, Version 7,
computer assisted data analysis software (CAQDAS) to assist in data analysis. The
main advantage in using this software package was its ability to manage large
volumes of data, as it can easily consolidate large volumes of data and keep track
of all notes, codes, and memos in all fields that require close analysis of the primary
data (Gibbs, 2007; Groenewald, 2004). The package is considered a powerful

workbench for qualitative analysis that offers a variety of analytical tools (Friese,
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2014; 2013) which are necessary to improve analytical rigour. The package is also
regarded as relatively easy to utilise (Barry, 1998).

Initial coding was done inductively for each line in the first transcript (Charmaz,
2006; Glaser & Strauss, 1967; Langley, 1999; Smith & Osborn, 2003). Other
transcripts which followed were then analysed using existing codes, with new codes
assigned to issues that did not fit into existing codes. As advised by Miles and
Huberman (1994), coding of the previous set of field notes was done before the next
interview or data collection process. This enhanced the robustness of data and
quality of the analysis (Birks & Mills, 2011; Miles & Huberman, 1994). The codes
remain grounded in data and were kept close to the terms they represented (Miles
& Huberman, 1994). The coding process continued until no new codes could be
generated from the data, which indicated data saturation. Codes were revisited
several times to merge those codes which showed some duplication of ideas. Such
a process enabled the researcher to identify codes which could be brought together,
which helped in the next step of categorising these codes. A total of 100 codes was
adopted in this study following guidelines by Creswell (2014), Litchman (2006)
and Saldana (2009) who recommend between 80 to 100 codes.

Step 2: Identification of categories

Categorisation is the process of grouping together similar codes (Denscombe,
2010a; Cresswell, 2014). It is a means by which various components of data that
reflect similar ideas are placed together under the same heading. Initial categories
were identified by using constructs drawn from the literature. As the iteration
between data collection and analysis continued, more categories emerged from the
transcripts which followed later, and the process continued until all codes were
placed in categories. Within sample analysis was based on a total of nineteen family
codes or categories into which codes sharing similar attributes were grouped. This
was in line with literature which recommends fifteen to twenty categories
(Denscombe, 2010a; Saldana, 2009). The contents of each category were refined
by working within the data before comparing them with each other (Saldana, 2009)

during the within sample analysis, following which individual sample themes were
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developed (Attride-Stirling, 2001; Fereday & Muir Cochrane, 2006; Gioia et al.,
2012). Categories therefore represented a higher level of generalisation, where a

number of more specified lower codes were covered.

Step 3: Identification of themes

Themes are recurrent unifying concepts or statements about a subject of enquiry
(Bradley et al., 2007; Ryan & Bernard, 2003). Themes identification is a higher step
in data analysis. This is the stage in which the researcher identifies relationships
amongst the categories of data, creating some data pattern awareness (Denscombe,
2010a) and categories and concepts are linked to make sense of the data being
analysed. Themes were initially abstracted from the categories, where a careful
analysis of the data patterns was done (Gioia et al., 2012; Ryan & Bernard, 2003).
However, to be more distinctive and to allow these themes to be broad enough to
represent ideas in the identified categories (Attride-Stirling, 2001), the themes were

further refined.

Whilst there is no consensus on the number of themes to focus on (ibid), the need
to adequately handle and utilise the data helped to inform the decision on the
number of themes. A total of eight themes grounded in the raw data were developed
in this study, following recommendations of five to seven themes (Creswell, 2014;
Litchman, 2006; Saldana, 2009) and at most fifteen (Attride-Stirling, 2001).
Attride-Stirling (2001:392) observes that, “...more than 15 may be too high to
handle and less than 4 may be too few to do justice to the data”. These themes were
the basis of cross-sample analysis and new theoretical insights (Charmaz, 2006;
Gioiaetal., 2012; Pratt, 2009), which led to the development of general conclusions

from the data to theoretical propositions, where explanations of findings were done.

It should be noted, however, that these steps are part of an iterative process where
each step was visited more than once as the codes, categories and themes were
developed and refined. Qualitative data analysis is by nature a constant, iterative
process (Miles & Huberman, 1994) with data collection, reduction and presentation

also closely interlinked.
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5.7.4 Memo writing: analytical memos

As explained in the data collection section, memoing is an important part of the data
collection and analysis process as it prompts data analysis. Memoing helps the
researcher to shed light on issues and explanations that assist in the analysis (Birks
& Mills, 2011). Doing memo writing increases the level of abstraction of the
analytical ideas. It is also important in clarifying emerging ideas, establishing
possible connections between dimensions, and giving pointers to the directions to
pursue (Birks & Mills, 2011; Charmaz, 2006). As the analysis was done with the
assistance of computer software, memos were written using ATLAS.ti package

throughout the coding and data analysis processes.

5.8 PRESENTATION OF DATA

Presenting qualitative evidence can be an overwhelming task for researchers (Miles
& Huberman, 1994; Yin, 2014). There is no standardised template for presenting
qualitative research (Pratt, 2009), rendering analysis and interpretation difficult
(Chenail, 1995; Langley, 1999). It was therefore necessary to have a strategy for
presenting a good, clear and coherent analysis. The presentation stage is the stage
where themes which were derived from the data are transformed into a narrative
and discursive account so as to explicitly illustrate these themes (Smith & Osborn,
2003). While data analysis and the presentation or write-up stages are presented as
two distinct processes, such a distinction is not complete as the analysis will be
expanded during the write-up stage (ibid).

5.8.1 Document analysis and the human capital disclosure checklist

Findings from the document analysis of corporate annual reports and human capital
disclosure checklists sent to foreign investors are presented in graphic, tabular and
descriptive forms. The findings from these two sources were then used as a basis to
inform some of the questions which were asked on human capital disclosure during
the interviews. The findings were further used to corroborate interview data in cross

sample analysis.
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5.8.2 Semi-structured interviews

The findings are presented using a sequenced structure where each group sample is
singly presented first and followed by the cross-sample analysis (Miles &
Huberman, 1994; Rule & John, 2011) in order to remain close to the theory
development framework (Eisenhardt, 1989). This sequenced structure was chosen
because of the significance of individual homogeneous sample group in
illuminating the study issues (Smith, 2004; Ponterotto, 2006; Rule & John, 2011),
adding analytical rigour and demonstrating the evidentiary basis for findings and
conclusions (Gioia et al., 2012). The within sample is based on the presentation of
participant-centric terms and categories while the cross-sample analysis is
organised according to the themes that emerged from the data coding process (Birks
& Mills, 2011; Charmaz, 2006).

Both presentations summarise the study evidence using tables that helped to
configure data into sensible visual aids. The presentation strategy is briefly
discussed, starting with individual (within) samples and ending with the cross-

sample analysis.

5.8.2.1 Within-sample presentation and analysis

Each homogeneous sample is presented and analysed separately in Chapters 7, 8
and 9. This allowed for a better appreciation of the issues emerging from each
sample group’s perceptions and opinions on human capital disclosure. The voices
of the participants were given prominence in the discovery of themes and the
building of a theoretical model (Dooley, 2002; Eisenhardt, 1989; Gioia et al., 2012;
Larkin, et. al, 2006; Pratt, 2009) as giving participants voice is at the heart of

qualitative studies.

Based on the analysis of the data generated from the participants, the results are
presented using categories. This was done following recommendations from
literature where 15 to 20 categories are recommended (Denscombe, 2010g;

Saldana, 2009). In addition, patterns in the data were carefully analysed following

130



which themes were generated (Attride-Stirling, 2001; Gioia et al., 2012). Excerpts
from the raw data are used to support the themes in order to ensure that the
interpretation remains grounded in the data (Fereday & Muir-Cochrane, 2006;
Smith & Osborn, 2003). The emerging themes from the individual sample evidence

informed the overall themes in the cross-sample analysis.

5.8.2.2 Cross-sample presentation and analysis

All three sample groups were synthesised using themes with a view to establishing
similarities and contradictory findings, as will be shown in Chapter 10. The cross-
sample analysis allowed for creative thinking given the possible differences and
similarities across samples (Dooley, 2002; Eisenhardt, 1989; Eisenhardt &
Graebner, 2007) and the development of theory due to the extension of research
from one sample to the next (Dooley, 2002). This process of seeking rival
explanations aided in analytical rigour. An analysis of divergence and convergence
of the themes from within sample analysis helped in the identification of convergent
and divergent themes that informed the overall themes used in the cross-sample
analysis. A thematic analysis was thus adopted (Rule & John, 2011; Thomas, 2006).
As documents and the human capital disclosure checklist were used to corroborate
interview data, findings from these data sources are also referred to during the

analysis so as to support evidence from the interview data.

5.9 GENERALISATION OF DATA/ THEORY BUILDING PROCESS

A theory is a set of ideas that attempts to explain something (Hofstee, 2009; Miles
& Huberman, 1994; Rule & John, 2011). These ideas are generally modifiable
propositions that explain, predict and interpret events or phenomena of interest
(Bradley et al., 2007; Corley & Gioia, 2011). After themes were identified and
refined, the researcher went on to look for generalisations so as to reach at a
proposed theoretical model of how harmonised human capital disclosure can reduce
information asymmetry problems experienced by foreign investors. Creswell
(2014) argues that in data analysis, theory can be the end point. It is the result of an
inductive process where high levels of abstraction are made from the data and broad
themes (Carlile & Christensen, 2004; Creswell, 2014, Strauss, 1987). At lower
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levels of data analysis, descriptions of data were done so as to achieve higher level
interpretations of data to arrive at a generalised theoretical conclusion.

The descriptive account was followed by a higher level discussion, where the
identified themes were related to existing literature, with reflections on the research
questions being done as well. An essential feature of the theory development
process is the comparison of the enfolding literature with the extant literature
(Eisenhardt, 1989; Madzivire, 2011). The generalised set of ideas was then put into
a theoretical model which showed the relationship between the themes underlying
harmonised human capital information disclosure and how such disclosure
facilitated investment decision-making by foreign investors. The focus was on the
common themes that continued to emerge as such themes were essential in the
development of new theoretical insights. The information which the study obtained,
the new information that emerged from the study, and that information which was

not conforming to the existing literature formed the basis for theory development.

Contradictory and similar views were considered in order to increase confidence in
the study evidence. While similar literature served to confirm similarities in
concepts, the conflicting literature deepened insights into the emergent theory
(Eisenhardt & Graebner, 2007; Madzivire, 2011). More emphasis was given to
emerging and promising concepts that did not seem to have adequate theoretical
back-up in the existing literature (Gioia et al., 2012). As such the researcher had to
engage in iterative processes between data, existing body of literature and existing
theories (Birks & Mills, 2011; Charmaz, 2006).

5.10 LIMITATIONS

Limitations in this study included limitations of the basic interpretive research
design, limitations related to the research procedures and conduct, and related to
the researcher. Interpretive qualitative studies are criticised on numerous grounds
(Mills & Birks, 2014). They are criticised for lacking reliability, validity and
generalisability of results (Denscombe, 2010a; Giorgi, 2010). Data quality and

rigour in qualitative research continue to be debated, as qualitative researchers
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argue that the quality and rigour in qualitative research should not be measured
against quantitative measures of quality and rigour (Marshal & Rossman, 1995).
However, some of the concerns were addressed through strategies used at the design

and analysis stages.

It is important to note that the aim of interpretive qualitative studies is not to
represent samples but to generalise from the study to theory rather than the
population. Qualitative designs lead to analytical generalisation instead of statistical
generalisation (Gibbert et al., 2008; Yin, 2014), thereby rendering any concerns on
the grounds of generalisation invalid.

Qualitative studies are also criticised for lacking rigour. However, triangulation and
the use of multiple samples has helped to address this limitation (Creswell, 2014;
Yin, 2014). Field memos and the audit trail added rigour to the study. Maintaining
an audit trail is an essential part of credible qualitative research (Birks & Mills,
2011). The transparency of data collection steps (Chenail, 1995; Gioia et al., 2012;
Pratt, 2009) as discussed throughout this chapter improved the validity and
reliability of the study. Furthermore, the use of an inductive data analysis where
themes were grounded from the data added analytical rigour (Charmaz, 2006;
Denscombe, 2010a; Rule & John, 2011; Smith, 2014; Smith & Osborn, 2003).

The other limitation of an interpretive qualitative design is bias and subjectivity
introduced by the researcher and participants (Maxwell, 2004). While this argument
on the issue of bias and subjectivity may be valid, it was not possible to completely
eliminate bias in a qualitative research. Furthermore, it is widely acknowledged that
in qualitative research the researcher is the research instrument (ibid). The
researcher minimised the bias by remaining receptive to contrary findings and
trying to understand the phenomenon from the participants’ viewpoint
(Groenewald, 2004). By documenting field notes and use of analytical memos, the

researcher tried to remain as close to the data as possible to reduce researcher bias.
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However, in as much as the researcher attempted to reduce the above limitations
associated with the study, the study was conducted from the researcher’s point of
view. Although this limitation is present in almost every study, the researcher’s
influence in the study is acknowledged. Transparency in the conceptualisation and
assumptions of the study was maintained, with the research also subjected to quality
measures to ensure that the study findings remained credible.

5.11 ENSURING QUALITY OF THE RESEARCH

Quality and rigour have always been issues of concern in qualitative research (Mills
& Birks, 2014) as qualitative research designs have been attacked based on these
issues. There are divisions in research methodology literature on what quality
measures should be adhered to in qualitative research. Some researchers, especially
those who are in favour of positivism, argue that qualitative research should
undergo the same quality tests with the quantitative research where quality test
measures of validity (construct, internal and external validity) and reliability should
be met (Black, 1999; Dooley, 1995, Yin, 1994).

Other researchers, especially non-positivists, are of the opinion that qualitative
research is different from quantitative research. Using quantitative measures to
measure quality in qualitative research would be inappropriate and unsatisfactory
(Marshal & Rossman, 1995; Miles & Huberman, 1994). These researchers therefore
prefer quality in qualitative research to be measured in terms of trustworthiness
(Denzin, 1994; Lincoln & Guba, 1985; Marshall & Rossman, 1995), where
credibility, transferability, dependability and confirmability are components used
to reflect such trustworthiness (Denzin, 1994; Marshall & Rossman, 1995;

Remenyi, Williams, Money & Swartz, 1998).

Qualitative validity focuses on accuracy of findings. Qualitative reliability ensures
that the approach taken by the researcher is consistent across different researchers
and research projects of a similar nature (Gibbs, 2007). Some researchers consider
validity to mean trustworthiness, authenticity and credibility (Cresswell & Miller,
2000, Maxwell, 2013).0Others contend that credibility, transferability, dependability
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and confirmability are comparable to internal validity, external validity, reliability
and objectivity (Maier, 2002). These views suggest that although different
constructs are used depending on the philosophical stance of different researchers,

they arrive at the same quality measurements.

With the scientific approach of the study leaning more towards the non-positivist
side, the use of measures from that side may appear to indicate some bias and avoid
the use of other quality measures. The use of both measures could also have led to
repetition of issues within the study as the measures seem to arrive at the same
quality measurements. The researcher therefore used quality measures inclining
more to the positivist side to avoid criticism of qualitative designs being seen as
unresponsive to methodological rigour. Quality measures from the non-positivist
side were also kept in mind so as to enhance the quality of research outcomes. The
researcher therefore adopted several strategies from the literature. Issues of
sensitivity to context; commitment and rigour; transparency and coherence, as well
as impact and importance (Yardley, 2000) have been considered during the research

process.

Pereira (2012) contends that if a study is to be accepted as valid, the study should
ensure that rigour and appropriate procedures have been followed. Yin (2009)
argues that the quality of research can be maximized if the following design tests
are met: reliability, construct validity, external validity and internal validity. As
these tests are commonly used to establish the quality of any empirical social
research (ibid), these tests were also found to be relevant in establishing quality in

the study (see Table 5.4). The tests are briefly explained below.

5.11.1 Reliability

Reliability demonstrates that operations of a study such as data collection
procedures can be repeated with the same results being obtained (Schmitt &
Klimoski, 1991). The main aim of reliability considerations is to minimise biases
and errors in the study (Yin, 1994). To improve on reliability, the researcher made

use of multiple sources of data, where data source and collection methods
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triangulation were corroborated to attain reliability. The use of a study protocol, the
recording and transcription of interviews were also done for future reference
purposes. The use of secondary data also enhanced reliability as the data have been

collected without research bias to the present study.

5.11.2 Construct validity

Construct validity concerns how well the measures employed fit the theories for
which a test is designed (Scandura & Williams, 2000). As such, researchers must
test for measurement flows in a way to meet this quality criterion. The researcher
made use of prior theories so as to ensure that the data collected aligned with the
concepts being researched. A small group of experts reviewed the interview guide
to ensure that all constructs were adequately addressed. Transcripts were sent to
participants for member checking. Some participants in the study reviewed the draft
report of the findings. Multiple sources of evidence were used and this allowed for

data triangulation which enhanced construct validity.

5.11.3 External validity

External validity refers to generalisation across times, settings and individuals
(Cook & Campbell, 1976, Sackett & Larson, 1990). External validity therefore
relies upon establishing a true representation of relationships between two
constructs and establishing that the relationship is generalisable to different
populations, measures and circumstances. While qualitative research of a focused
nature such as this research may have limited generalisability of results, the

researcher made use of multiple samples to mitigate such limitations.

The inclusion of multiple sources of data (Human Resource Managers, Finance
Directors and foreign investors) was done to increase external validity by increasing
generalisation to more stakeholders. Having participating organisations coming
from different sectors of the service sector also enhanced external validity. The use
of documents, checklist and field notes in a triangulation form improved the
generalisability of interview data. However, external validity of this study was

considered low given the focused nature of the study. Considering also that
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generalisation as a term is used in a limited way in qualitative research (Maxwell,
2013), as descriptions and themes are developed for a particular context, the
intention of the study was not to generalise findings to individuals or places outside

those under the study framework.

5.11.4 Internal validity

Internal validity refers to the extent to which the findings are not explained by rival
factors (Schmit & Klimoski, 1991). This validity also ensures that the data analysis
process is uniform throughout. To achieve internal validity, the researcher did
within sample analysis and then cross-sample analysis, where pattern matching,
explanation building and rival explanations were undertaken. Some of the research
participants reviewed the draft research report to make sure that the study report
accurately reflected their views. The interview structure was replicated with each
interview. Triangulation of interviews with corporate annual reports, human capital
information index and field notes further supported internal validity of the research
(Golafshani, 2003).

Overall, data was collected from both primary and secondary sources and then
triangulated. Voss, Tsikriktsis & Frohlich (2002) suggests that triangulation
through the use of various data collection methods can strengthen the validity of
data. Scandura and Williams (2002) contends that it appears no one research
strategy can adequately fulfil all the various aspects of validity. Researchers
therefore have to adopt different strategies to maximize on all kinds of validity. The
researcher used various strategies that could enhance different forms of validity and
reliability (see Table 5.4 for the summary). In as much as generalisability is a
weakness in qualitative research, as previously alluded to, the depth of
investigations, sample size which was proposed for data saturation, multiple
samples, various organisations and multiple data sources used enabled the
researcher to generate more insights and extensive data. These strategies helped in

addressing the shortcomings associated with qualitative research designs.
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Table 5.4: Design tests- summary on validity and reliability

Tests Tactic Phase of research
in which tactic was
employed

Construct | = Triangulation of data sources Data collection and

validity = Proper definition of the key concepts and | analysis stages

identifying operational measures
= Group of expects reviewed the data
collection instruments

Internal = Pattern matching Data analysis
validity = Explanation building
= Addressing rival explanations

External = Use replication logic given the multiple | Research design and

validity sub-sectors and samples used data collection

Reliability | = Using study protocol Data collection and
= Developing an audit trial analysis stages

= Use of verbatim accounts
= Transcript member checking
= Use of data source triangulation

Source: Adapted from Yin (2009, p. 41)

5.12 ETHICAL CONSIDERATIONS

By adhering to the principles of good ethical conduct as defined by the University
of the Witwatersrand Human Research Ethics Committee (Non-Medical), the
research participants were protected from harm throughout the research process.
The Research Ethics Committee’s approval was granted for the study and the Ethics
Clearance Certificate to this effect is given (see Appendix F).

The principle of voluntary participation based on informed consent was applied as
recommended by Denscombe (2010a). The participants’ responses and identities
were protected by the use of pseudonyms. Participants’ names were changed in
order to disguise the organisation’s identity. The participating organisations’
pseudonym codes are prefixed by the industry they come from and then
differentiated by numbers, for example BNK1, INS1, TR1 and TLC. Participants’

pseudonym codes are prefixed by the organisation’s given pseudonym, and
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followed by the abbreviations of the respondent’s functional title, for example

BNK1 HR, or INS1 FD.

The study purpose and how the information was to be used were explained to the
participants who were also assured of anonymity and confidentiality. Steps to
protect respondents were explained in the participant’s information sheet (see
Appendix D). This enabled participants to give informed consent about
participating in the interview and having the interview audio-recorded. The

participants were also asked to sign the formal consent form (see Appendix E).

5.13 CONCLUSION

The study explores the subject of how the harmonisation of organisational human
capital information disclosure could be used to facilitate investment decision-
making by foreign investors into a developing country. A qualitative
methodological approach was ideal because of the explanatory nature of the study
(Creswell, 2014). This chapter discusses the research methodology employed in

understanding the study.

The study is a basic interpretive qualitative study and is influenced by the
interpretivism paradigm. The methods used were document analysis, use of
disclosure checklist of items and semi-structured interviews. The procedures for the
document analysis and semi-structured interview methods were highlighted, with
data analysis techniques described. The study limitations of the empirical

investigation were explained.
The next chapter, which is the first chapter of part Il, presents findings from the

document analysis of corporate annual reports and the human capital disclosure

checklist sent to foreign investors.
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PART II

WITHIN- DATA SOURCE ANALYSIS

This part consists of four chapters focusing on different data sources.
However data from documentary analysis and human capital disclosure
checklist are both presented in Chapter 6 to allow for a comparative analysis
of evidence from these two data sources. Chapters 7 to 9 present and
analyse interview data from different sample groups using the theoretical
framework of information asymmetry, research questions and categories
grounded in the data. Each sample group analysis contains the research
evidence concentrating on the verbatim quotes from the interviews and a

brief analysis which gives an interpretation of the participants” words.

The presentation and analysis of the findings in each sample group starts
by giving background information and a general overview of the research
area, with the main findings presented in line with the research questions.
A summary of the emerging themes is given at the end of each sample

group presentation.
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CHAPTER 6

FINDINGS FROM DOCUMENT ANALYSIS AND HUMAN
CAPITAL DISCLOSURE CHECKLIST

6.0 INTRODUCTION

This chapter presents the findings from the documentary content analysis and
human capital disclosure checklist. The combination of content analysis and
disclosure checklist leverages the establishment of the asymmetric information
between the preparers and users of corporate annual reports. Doing this, helped in
establishing the information paucity in human capital information disclosure in
corporate annual reports. As such it was necessary to combine the data from these
two sources so as to support the comparative analysis of the findings from these

two sources of data, which was subsequently corroborated with the interviews.

Data from documentary content analysis will be presented first and then the
response from the disclosure checklist. The main aim of the chapter is to respond
to one of the research questions set out in Chapter 1, namely “Are there disparities
between human capital information provision and information requirements in
corporate annual reports? This is primarily due to the fact that the main purpose
of this research question was to understand if there was any human capital related
asymmetric information between foreign investors and disclosing organisations. As
such, the kind of human capital information which was being disclosed by preparers
of corporate annual reports was examined and compared with the kind of human
capital information that foreign investors considered important in investment

decision-making.

6.1 FINDINGS FROM THE CORPORATE ANNUAL REPORTS

Data from the corporate annual reports collected through documentary content
analysis focused on human capital information voluntarily disclosed by the selected
organisations and is presented in this section. Overall, it has been established that

human capital information is minimally reflected in the corporate annual reports.
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The findings reveal that when the information was disclosed it varied considerably
across reporting organisations. Table 6.1 below presents the different types of
corporate reports used for content analysis. These were produced by organisations

falling under the purposively selected sub-sectors.

Table 6.1: Reports used for content analysis

No. | Organisation Year Ended Sector Type of report

1 ABC Holdings 31 December, | Financial- Annual Report
Limited 2014 Banks

2 African Sun Limited | 30 September, | Tourism Annual Report

2014

3 Barclays Bank of 31 December, | Financial- Annual Report
Zimbabwe Limited 2014 Banks

4 CBZ Holdings 31 December, | Financial- Annual Report
Limited 2014 Banks

5 Econet Wireless 28 February Telecoms Integrated
Zimbabwe Limited 2014 Annual Report

6 FBC Holdings 31 December, | Financial- Annual Report
Limited 2014 Banks

7 Fidelity Life 31 December, | Financial- Annual Report
Assurance of 2014 Insurance
Zimbabwe Limited

8 First Mutual Holdings | 31 December, | Financial- Annual Report
Limited 2014 Insurance

9 Nicoz Diamond 31 December, | Financial- Annual Report
Insurance Limited 2014 Insurance

10 NMBZ Holdings 31 December, | Financial- Annual Report
Limited 2014 Banks

11 Old Mutual Plc 31 December, | Financial- Annual Report

2014 Insurance, | & Accounts
banking.

12 Rainbow Tourism 31 December, | Tourism Annual Report
Group Limited 2014

13 ZB Financial 31 December, | Financial- Annual Report
Holdings Limited 2014 Banks

14 ZIMRE Holdings 31 December, | Financial- Annual Report
Limited 2014 Insurance

Table 6.1 indicates that the organisations prepare annual reports for their corporate
reporting except for Econet Wireless Zimbabwe Limited, which prepares an
integrated annual report. Old Mutual Plc, however, views their report as a

combination of annual report and accounts, as indicated in the table. While there is
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a move towards integrated reporting in corporate reporting, most of the
organisations under study are still preparing the traditional annual corporate report.
Integrated reporting is being encouraged with the expectation that organisations
would report more information on other indicators of organisational performance,

besides focusing much on financial reporting alone.

The move by Econet Wireless Zimbabwe Limited to integrated reporting can be
seen as a move to improved reporting. Econet Wireless Zimbabwe Limited‘s
integrated report (2014:2) reads:

Our commitment to value creation for our stakeholders, innovation and
sustainability leadership made this publication the natural evolution in
communication with stakeholders. This marks our third year of integrated
reporting covering social responsibility investment, environmental issues
and ethical reporting.

According to Econet Wireless Zimbabwe Limited (2014:2), the integrated report
incorporates more futuristic information as revealed below in their report extract:

An integrated report includes certain 'forward-looking statements’. These
forward-looking statements are necessarily about the future and therefore
incorporate degrees of uncertainty.

Overall, the documentary content analysis from various organisations above shows
that most organisations have not yet embraced the new integrated reporting system

as their reports are still going by the name annual report.

6.1.1 Human capital information disclosures

Figure 6.1 provides a graphical overview of the kind of human capital information
being disclosed by the organisations under study. Figure 6.1 shows that human
capital information disclosure is generally different amongst human capital
information items. Human capital information on some items is disclosed by most
organisations. These include information on board movement, board members’
names, board member’s work experience, board members’ qualifications and
information on training and development. Information on remuneration policy,

board composition, company culture, directors’ remuneration, names of top
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executive management and comments on the abilities of the board is fairly

disclosed.

However, there is no disclosure which could be found on information pertaining to
the Chief Executive Officer’s (CEO) salary, personal experience of top executive
management and dependency on key employees. The bulk of human capital
information is minimally disclosed as indicated in Figure 6:1. Such human capital
information includes diversity management, employee benefits, employee
commitment/loyalty, employee skills, employment relations, employee
productivity, international exposure of management, staff costs, staff turnover,

succession planning, top executive management’s qualifications, and teamwork.

These findings suggest that in as much as there is some common understanding on
few human capital information items disclosed by several organisations, most of
the organisations do not share the same understanding of the importance of several

human capital information items that are minimally disclosed.
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Figure 6.1: Human capital disclosure by organisations
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6.1.1.1 Most disclosed human capital items
This section of documentary content analysis presents the most disclosed human
capital information from the preceding figure. Table 6. 2 shows that out of the five

most disclosed human capital information items, board members’ names is the

human capital item with the highest disclosure where every participating
organisation is disclosing this item. While twelve of the organisations combine the
names, qualification and experiences of the board members, two of the

organisations provide board members’ names only.

Table 6.2: Most disclosed human capital information

Human capital information item No. of organisations
disclosing the item

Board members’ names 14

Board movement 12

Board members’ work experience 9

Board members’ qualifications 9

Training and development 11

Some of the disclosures on this human capital information have been presented as:

Board of Directors

Mr. T. N. Mundawarara, Independent Non-Executive Director (Chairman)
Mr. A. M. T. Mutsonziwa, Independent Non-Executive Director

Mr. J.A. Mushore,* Group Chief Executive Officer

Mr. B. P. Washaya, Acting Group Chief Executive Officer

Mr. B. W. Madzivire, Independent (NMBZ Holdings Limited, 2014:13)

L. Tamayi, Chairman

R. Mazula, Non-Executive Director

Dr. G. C. Mataka, Vice Chairman

H. Mapara, Non-Executive Director

S. B. Chapereka, Managing Director

S. Tembo, Non-Executive Director (Resigned 30 June 2014)

Dr. H Chikova, Non-Executive Director

P. S. Madzonga, Non-Executive Director (Resigned 30 June 2014)
T. Nyika, Non-Executive Director

M. Nguwi, Non-Executive Director (Appointed 28 November 2014)
G. Mushoma, Executive Director (Fidelity Life Assurance of Zimbabwe,
2014:2).

Board movement comes second in terms of the highest disclosures, where only two

of the 14 organisations under study were found not to be disclosing this human
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capital information item. Some of the disclosures on this human capital information
item are:

There was one Board Change in 2014 wherein Professor Hope Cynthia
Sadza retired from the Board of Barclays Bank of Zimbabwe Limited on the
26th of November 2014... (Barclays Bank of Zimbabwe Limited, 2014:6).

The main Board changes during 2014 have been in executive roles: Ingrid
Johnson succeeded Philip Broadley as Group Finance Director and Paul
Hanratty joined as Chief Operating Officer. Reuel Khoza will be retiring as
a non-executive director at our AGM in May 2015 (Old Mutual Plc,
2014:4).

Mr S. Cranswick resigned on 17 November 2014. Ms T. Ndebele, Messrs H.
Nkala and G. Manyere were appointed to the board on 24 November 2014
(African Sun Limited, 2014:25)

There were a number of changes to the Board composition during 2014. Mr
Luxon Zembe retired as Board Chairman on 10 February 2014... Mr
Richard Victor Wilde was appointed as Board Chairman on 20 February
2014 (CBZ Holdings Limited, 2014:44).

There were no changes to the Board during 2014 (Zimre Holdings Limited,
2014:11).

The third most disclosed human capital item is training and development, with 11

organisations disclosing something on this item. Some of the disclosures are
articulated as follows:

As our clients are at the centre of everything we do, we believe it is only
through adequate staff development that we will be able to render the kind
of quality service and performance our clients deserve...appropriate
external training and professional development opportunities and internal
training is also provided which is relevant to the business of the Group (CBZ
Holdings Limited, 2014: 9).

Forty-seven training programs were conducted and the business achieved
an average of 8.87 training days per staff member per annum. The
organisation continues to invest in staff development through in-house and
external programs. Our staff members have attended some of the prestigious
telecommunications industry  conferences such as the World
Telecommunications Congress in Barcelona, Spain and African
Communications Conference in Cape Town, South Africa (Econet Wireless
Zimbabwe, 2014:37).

Our business is our people and hence can only be future sustainable if we
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are continuously investing in our people (African Sun Limited, 2014:16).

The Group will continue to invest in staff training and supporting staff
members seeking relevant academic qualifications (First Mutual Holdings
Limited, 2014:4).

Service training was conducted during the year under review (Rainbow
Tourism Group Limited, 2014:21).

As part of talent development, a total of 1 315 attendances were recorded
out of 108 training courses held by the Group; 13 courses were attended
outside the Group (ZB Financial Holdings Limited, 2014:1).

Board members’ qualifications and work experience are also among the human

capital information items disclosed mostly, with 9 organisations disclosing each
of these human capital items. Some of the disclosures on qualifications in these
reports read:

Brad received an MBA from The Wharton School (University of
Pennsylvania) in 1998 and a BA in History with Honours from Brown
University in 1993, where he graduated magna cum laude and was elected
a member of Phi Beta Kappa (ABC Holdings Limited, 2014:32).

Thembiwe holds a Masters in Business Administration (MBA), Bachelor of
Laws and Bachelor of Law degrees from the University of Zimbabwe. She
is also a holder of Advanced Corporate Law and Securities Law, Advanced
Programme in Value-Added Tax and Post-graduate Certificate in Advanced
Taxation, all from UNISA (Nicoz Diamond Insurance Limited, 2014:13).

She holds a Bachelor of Accounting Degree from the University of
Zimbabwe, Masters in Business Administration from the University of South
Africa and is currently studying for a Doctorate in Business Administration
with the National University of Science and Technology (NUST) (Rainbow
Tourism Group Limited, 2014:8).

Kris Chirairo holds an MBA from the University of Zimbabwe. He is a
registered Public Accountant and is a fellow member of both the Chartered
Institute of Management Accountants and the Institute of Chartered
Secretaries and Administrators (Econet Wireless Zimbabwe Limited,
2014:22).

Some of the disclosures on board members’ work experience in these reports read:

Never is a Chartered Accountant with over 12 years banking experience.
He commenced his career with BDO Zimbabwe where he trained for his
articles and subsequently held senior financial management roles across a
variety of institutions in Zimbabwe, including the Reserve Bank of
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Zimbabwe, First Corporation and the People’s Own Savings Bank (CBZ
Holdings Limited, 2014:50).

Edwin holds a Bachelor of Accountancy degree and is a Public Sector
Financial Management practitioner with 29 years’ experience in Public
Sector Accounting (Zimre Holdings Limited, 2014:3).

Craig Fitzgerald has worked in a number of senior positions in leading
quoted and unquoted companies. He has been involved in setting up Econet
businesses in other parts of the world (Econet Wireless Zimbabwe Limited,
2014:22).

He has vast experience at senior management level including years of

serving in the position of Group Finance Manager and Group Accountant
for Rainbow Tourism Group (Rainbow Tourism Group, 2014:10).

Most of the information disclosed under the most reported human capital

information is related to board members’ information. The higher disclosures on
human capital information related to board members might be attributed to the
influence of corporate governance, where efforts have been made to ensure that
information pertaining to the board of directors is disclosed more. Thus, most of
these organisations under study comply with good corporate governance principles
guided mainly by the South African King Il Report on Governance, and the
national code of governance which has been developed in Zimbabwe. Some of the
reports read:

The Group is committed to maintaining the highest standards of Corporate
Governance and is guided by the Principles of Corporate Governance in
Zimbabwe as laid out in the Manual of Best Practice and also the code of
practice as set out in the King Reports (Zimre Holdings Limited, 2014:6).

The Directors confirm that during the 2014 financial period the Group has
in all material respects voluntarily applied the 2009 King Code of
Governance Principles (King Ill) and complied with other mandatory
corporate governance provisions in Zimbabwe which include the Reserve
Bank of Zimbabwe Corporate Governance Guidelines and the Banking Act
(Chapter 24:20.) (CBZ Holdings Limited, 2014:42).

NMBZ Holdings Limited adheres to international best practice with regard
to corporate governance. In particular, the group emulates corporate
governance principles set out in the Combined Code of the United Kingdom,
the King Il Report of South Africa and the Reserve Bank of Zimbabwe
(RBZ) Corporate Governance Guidelines (NMBZ Holdings Limited,
2014:12).
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Guidelines issued by the Reserve Bank of Zimbabwe from time to time are
strictly adhered to and compliance check lists are continuously reviewed
(FBC Holdings Limited, 2014:11).

Training and development has also been disclosed by most of the organisations.

This may be attributed to the fact that these organisations rely more on human
capital for their operations and sustainability. Some of the organisations noted that
the people represent the business, as such; it is through people that organisational
performance will be enhanced. Investing in their training and development will
therefore increase their capacity to deliver the desired performance. Overall, the
disclosures of these human capital items by most of the organisations signify that
such human capital items communicate important information to users of the
information. The perception of the importance of these human capital items appears

to be shared across several organisations.

6.1.1.2 Moderately disclosed human capital information items

The study found that some of the human capital information is moderately disclosed
by these organisations, as shown in Table 6.3. Board composition and comments
on the abilities of the board as human capital items rank on top, followed by
remuneration policy, then directors’ salaries, names of the top executive
management and company culture. Information on the board seems to continuously
dominate the human capital information disclosed, as also indicated in the most
disclosed human capital information. This may be due to the guidelines and good
corporate governance principles influencing the level of disclosure in that area. It
further suggests that guidelines on corporate governance principles are harnessing
a common understanding of the disclosed information amongst the disclosing

organisations.

Names of top management are moderately disclosed. It is, however, important to
note that while a full profile is given to the board members, most of the
organisations only provide names of their top management team, with the full
profile given only of those management executives on the board. Reward policy

and directors’ information are also fairly disclosed. This might be attributed to good
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practice and corporate governance principles, as issues of directors’ remuneration
have been points of discussion on corporate governance debates. Information on
company culture seems to focus more on how the organisations strive to remain
competitive through the utilisation of their people to achieve better performance.
Thus, such information might therefore be communicated to show the importance
of people in the success of the organisations.

Table 6.3: Moderately disclosed human capital information

Human capital information item No. of organisations
disclosing the item
Board composition 7

Comments on the abilities of the board
Company culture

Director’s remuneration

Names of top executive management
Remuneration policy

oo oo1|

Some of the information on the board composition is disclosed as follows:

The Board of Directors comprises five executive directors and nine non-
executive directors (FBC Holdings Limited, 2014:11).

The Board comprises seven non-executive directors and two executive
Directors (Fidelity Life Assurance of Zimbabwe Limited, 2014:6).

The Board is comprised of ten members, made up of three executive
directors and seven non-executive directors (Econet Wireless Zimbabwe
Limited, 2014:27).

The Board has a unitary board structure, which at 10 March 2015
comprised seven non-executives and one executive director, drawn from a
broad spectrum of the business community. Of the seven Non-Executive
Directors, four are independent. Of the eight Directors, three are female
while five are male (Nicoz Diamond Insurance Limited, 2014:9).

Human capital information commenting on the abilities of the board is presented

in the reports as follows:

The composition of the Board of FBC Holdings Limited shows a good mix
of skill, experience as well as succession planning. The Group derives
tremendous benefit from the diverse level of skills and experience of its
Board of Directors (FBC Holdings Limited, 2014:11).
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The Board enjoys a strong mix of skills and experience. The combined and
varied knowledge, experience and skills of the Board members provide a
balance of competence that is required and add value to the function of the
Board and its direction to the Group (Zimre Holdings Limited, 2014:6).

Collectively, the directors possess a wide array of skills, knowledge and
experience, and bring independent judgment to board deliberations and
decisions, with no one individual or group having unfettered powers of
decision-making (Nicoz Diamond Insurance Limited, 2014:9).

Information on remuneration policy is articulated as follows:

The Group’s Human Resources and Remuneration Philosophy and Policy
espouses the set of values, behaviours, practices and expectations that the
Group holds for its employees in order to make the Group an Employer of
Choice...Employees are recognised and rewarded on the basis of their
individual contribution and team work, in promoting and growing the
Group’s business as measured in terms of accomplishments of set goals and
objectives (CBZ Holdings Limited, 2014:34).

The remuneration policy is designed to reward performance and retain
highly skilled individuals. Accordingly, a discretionary performance
related bonus is offered in addition to a basic salary package (NMBZ
Holdings Limited, 2014:14).

Continuously benchmarking our reward proposition so as to remain
competitive (Econet Wireless Zimbabwe Limited, 2014:36).

In accordance with the espoused remuneration policy, information on the

directors’ remuneration has also been fairly disclosed as follows:

The committee will consider the Directors’ Remuneration Policy annually,
to ensure that it remains aligned with business needs and is appropriately
positioned relative to the market. The Directors’ Remuneration Policy must
be put before shareholders for approval at least every three years (Old
Mutual Plc, 2014:98).

Non-executive directors receive fees for their services as directors on the
company Board and Board committees, on the basis of a fixed quarterly
retainer fee and a sitting fee. Directors’ fees are recommended by the
Remuneration committee taking into consideration market data, considered
by the Board, and proposed to the shareholders for approval at each AGM
(Nicoz Diamond Insurance Limited, 2014:11).

Shareholders will be asked to approve payment of directors’ fees of $69.042
for the year ended 2014 (Rainbow Tourism Group, 2014:27).

All remuneration paid to non-executive directors is approved by special
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resolution of the shareholders, at the AGM (Fidelity Life Assurance of
Zimbabwe Limited, 2014:6).

Details of the directors’ remuneration are contained in note 25.1 to the
Financial Statements (Barclays Bank of Zimbabwe Limited, 2014:6).

Human capital information on company culture reads:

We have created a great workplace for our employees throughout the Group
and continue to cultivate a positive work culture in order to consistently
provide an excellent service to our customers (CBZ Holdings Limited,
2014:34).

Our focus is on the future of our businesses, and this demands a results-
based culture which will be achieved through the transformation process
resulting in the creation of a people culture which will help us Go Beyond
(First Mutual Holdings Limited, 2014:4).

The Group’s ‘I'm fresh’ service culture has since been ingrained into the
Best Operating Practices (BOPs) across the Group (Rainbow Tourism
Group Limited, 2014:21).

Due to the constant and rapid change in the telecommunications industry,
a high performance innovation-led culture is critical to ensure the creation
of new commercial opportunities... We aim high in embedding a high
performing and winning culture across all levels within the organisation
(Econet Wireless Zimbabwe Limited, 2014:14).

6.1.1.3 The minimally disclosed human capital items

Most of the human capital information found in the corporate reports can be
considered minimally disclosed. Table 6.4 shows the human capital information
items which are minimally disclosed and the number of organisations disclosing

each item.
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Table 6.4: Minimally disclosed human capital information items

Human capital information items

No. of organisations
disclosing the item

Board induction

3

Board members’ age

Comments on staff costs

Diversity management

Employee benefits

Employee commitment/loyalty

Employee productivity

Employee safety, health and wellness

Employee skills

Employment relations

Entrepreneurial spirit/innovation/creative

Equity issues

International exposure of management

Management philosophy

Recruitment policy

Staff composition

Staff turnover

Succession planning

Teamwork

Top executive management’s remuneration

Top executive management’s qualifications

Top executive management's age

Top executive management's work experience

Top executive management movement

RPN BEIDNBEADNP WWWW PR WHAWDNPFPW

Table 6.4 shows that 24 human capital information items out of the 38 used in the
disclosure checklist are classified under the minimally disclosed human capital
information items. This might therefore mean that most of the human capital
information is not disclosed by the organisations under study. Taking into
consideration that most of the human capital information is voluntarily disclosed
by these organisations, and is not mandatorily required by law, those items not

subject to law enforcement might be contributing to minimal levels of disclosure

on human capital information items by these organisations.

Of note is that most of the minimally disclosed information is in relation to the
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management and employees who are involved in the operations of the organisations
on a daily basis. Whilst information on board induction and board members’ age
has also been minimally disclosed, efforts to externally disclose most information
in relation to the board have been done. However, as shown by the majority of
human capital information items considered to be minimally disclosed (Table 6.4)
it appears that minimal effort has also been placed on ensuring that more
information is also disclosed on the management and employees who are involved
with the daily operations. It might also imply, however, that such information is
communicated internally, as these groups are involved in the operations of the
organisation, or the information might be communicated through other means and

not the corporate report.

However, the corporate report has been viewed as the most utilised document to
communicate with the stakeholders, where information considered important and
relevant to the users is disclosed in these reports. The minimum disclosure of such
human capital information might therefore imply that the disclosing organisations
do not consider such human capital information important and relevant to the
external users. There are differing opinions on whether the information is important
or not as shown by different organisations disclosing different human capital
information items. Some of the extracts of the disclosure done on some human

capital information items are presented below.

Board induction:

On appointment, new directors have the benefit of induction activities aimed
at broadening their understanding of the company and markets within
which it operates. The Company Secretary ensures that directors receive
accurate, timely and clear information (Nicoz Diamond Insurance Limited,
2014:9).

At Company level, each new Board member is required to complete a
structured induction programme, which involves a commitment to spend
additional time on familiarising themselves with the Group during their first
year (Old Mutual Plc, 2014:80).

The Group Legal Corporate Secretary oversees the induction of new
directors (CBZ Holdings Limited, 2014:48).
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Board members’ age:

Richard Victor Wilde (Age 69) (CBZ Holdings Limited, 2014:50).
Danuta Gray (56) (Old Mutual Plc, 2014:70).

Doreen Khama was born in Botswana in 1949 (ABC Holdings Limited,
2014:32).

Comments on staff costs:

During the period under review staff costs have increased due to growth
oriented initiatives of the organisation as well as funding for pension fund
enhancement (Econet Wireless Zimbabwe Limited, 2014:37).

Diversity Management:

The Group understands the importance of diversity and with regard to
gender diversity recognises the importance of women having representation
at key decision making points... Currently there is a diverse mix of ethnicity,
gender and experience on the Board, including two women and one foreign
national (CBZ Holdings Limited, 2014:46).

The changes to the Board during 2014 mean that we remain comfortably
ahead of our Diversity target of three female members by the end of 2015...
We also now have 27% female membership of the Group Executive
Committee, with the appointments of Ingrid Johnson and Gail Klintworth
during the year (Old Mutual Plc, 2014:80).

Employee Benefits:

Defined contributions plans: The contributions are recognised as an
expense in the income statement as incurred... Short-term employee benefits
are expensed as the related service is provided. A liability is recognised for
the amount expected to be paid if the Group has a present legal or
constructive obligation to pay this amount as a result of past service
provided by the employee and the obligation can be estimated reliably (ABC
Holdings Limited, 2014:52).

A number of members of management staff with share options took up their
entitlements/exercised their options totalling 260,000 shares. The total
number of share options granted to the management share option scheme
in 2014 was 580,000 (Barclays Bank of Zimbabwe Limited, 2014:6).

Under the share option scheme, all permanent employees of the company
are awarded share options based on their grade in the organisation, their
individual performance in the year and the years served in the organisation
(Nicoz Diamond Insurance Limited, 2014:11).
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Employee commitment/loyalty:

The success of the Group lies in nurturing a highly capable, innovative,
motivated, committed, empowered and accountable workforce (CBZ
Holdings Limited, 2014:34).

Employee commitment to the Group has further improved as reflected by
the level of employee engagement which in 2014 surpassed the levels which
were recorded in the last 3 years (FBC Holdings Limited, 2014:7).

Employee Productivity

The financial performance of the company bears testimony to the level of
productivity that committed and highly engaged employees are capable of
achieving (FBC Holdings Limited, 2014:7).

The operating environment was characterized by acute liquidity shortages;
low productivity... (Zimre Holdings Limited, 2014:13).

Employee safety, health and wellness:

Employee Safety, Health and Wellness — The Group places emphasis on
promoting the safety, physical and psychological health and wellness of its
employees and their family members, since a healthy employee is a
productive employee. Training of safety, health and wellness champions
within the CBZ Group Companies was undertaken during year 2014 (CBZ
Holdings Limited, 2014:34).

Our employee wellness drive was further embedded as general awareness
was uplifted and relevant support interventions were monitored at Board
level (African Sun Limited, 2014:16).

Employee skills:

We recognise that success in delivering the Group’s strategy depends on
ensuring a suitable talent pipeline throughout the Group and maintaining
effective HR practices to attract, retain and develop appropriately skilled
employees, senior managers and executives (Old Mutual Plc, 2014:79).

We appreciate the unique perspective and skills that individual staff
members bring to the business... This has also ensured that competent and
professional individuals continue to serve our clientele at all times (CBZ
Holdings Limited, 2014:9).

For the fourth consecutive year, the Group was once again able to retain
its key and critical skills that are pivotal in delivering the service it provides
to its valued customers and stakeholders (FBC Holdings Limited, 2014:7).

157



We exist to create value for all our stakeholders through the deployment of
our intellectual property and service skills in a professional, predictable
manner (African Sun Limited, 2014:5).

Employment relations:

Generally, a cordial industrial relations climate prevailed throughout the
year (ZB Holdings Limited, 2014:1).

Human Resources: The Group enjoys harmonious employee relations
across all its business units (FBC Holdings Limited, 2014:7).

International exposure of management:

He has considerable experience in Africa, having led the team that acquired
acontrolling stake in MTN in the early nineties (Econet Wireless Zimbabwe,
2014:22).

Joe has a wealth of experience gained from his exposure to the local,
regional and international markets (ABC Holdings Limited, 2014:34).

Staff turnover:

We recorded a sub 2% staff turnover rate in the past period signifying
stability that yields to the pragmatism and prudence of our unreduced
financial investment in our broad- based staff development programs suite
in the reported period at a time austerity often directs reduced financial
investment in people (African Sun Limited, 2014:16).

Our attrition rate still remains below 2%. We promote open dialogue with
staff and the CEO’s quarterly staff briefing sessions provide an opportunity
to inform, listen to and engage staff across the business (Econet Wireless
Zimbabwe Limited, 2014:36).

Succession planning:

Succession Planning — This is vital for business continuity and is targeted
at all key positions within the Group. This involves identifying key talent to
take over key positions when they fall vacant or arise and the talent is then
developed through on-the-job training, coaching and mentoring,
secondments and enrolment for relevant developmental courses (CBZ
Holdings Limited, 2014:34).

We have no less than our minimum threshold two (2) times succession cover

for all critical “operations” roles giving us confidence that we would not
close business due to talent gaps (African Sun Limited, 2014:16).
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Top executive management’s qualifications:

He holds a Bachelor of Science (Honours) degree in Mathematics from the
University of Zimbabwe, a Master of Science degree and a Doctorate in
Mathematics from the University of Washington, as well as a Master of
Science in Financial Engineering from the Hass School of Business,
University of California at Berkeley (ABC Holdings Limited, 2014:33).

Top Executive management’s work experience:

Ingrid Johnson has been Group Finance Director since July 2014. Prior to
taking on this role, she had 20 years’ broad-based financial services
experience (Old Mutual Plc, 2014:50).

He has over 30 years of banking experience, having started his career with
other commercial and merchant banking financial institutions operating in
both local and international markets. He held several senior positions and
executive management teams in these banking institutions (ABC Holdings
Limited, 2014: 34).

Top executive management’s movement:

The following changes occurred in the members of key management staff:
In January 2015, Dr Blessing Mudavanhu and Mr Wallace Siakachoma
were appointed Acting Group Chief Executive Officer and Acting Group
Chief Financial Officer respectively; and in March 2015, Mr Ronald Pfende
was appointed Group Chief Operating Officer, Mrs Amelia Reynecke Group
Chief Technology & Operations Officer, Mrs Makhosi Boyede as Group
Chief Strategy & Business Enablers Officer (ABC Holdings Limited,
2014:28).

While very few organisations have been disclosing information on these human
capital information items, the few extracts given on some of the human capital
information items highlight the importance of such information. Information on
employee skills, commitment and productivity has been discussed as having close
links to the performance of the organisation. Thus, skills, commitment and
productivity issues are seen as necessary in achieving organisational performance.
Information related to employment relations, staff turnover, top management
movement and succession planning are linked to the stability of the organisation,
with succession planning and availability of skills also highlighting issues on
continuity in business. If these human capital information items could give

indicators on the position on the organisation, it may well be of relevance and use
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in decision-making by the external users.

6.1.1.4 Human capital information items not disclosed

Information on the dependency on key staff, Chief Executive Officer’s salary and
personal experience of top management has been found not to be disclosed at all.
Whilst information on employee skills has been disclosed, the non-disclosure of the
dependability on such skills might mean that organisations do not consider the
information necessary and relevant to the users. This also applies to personal
experience of management, where the focus on disclosure has been on work
experience and not personal experience. This suggests that the disclosing

organisations view work experience as more important than personal experience.

The Chief Executive Officer’s salary is not disclosed at all. Whereas international
trends have moved towards transparency in the remuneration of this top post, none
of the organisations under study mentioned this human capital item on its own. This
might be due to the fact that individual remuneration is still considered as an
individual’s private information. The non-disclosure of these human capital
information items might therefore contribute to the perception that organisations do
not see the relevance of such information to external users. There appears to be a
common understanding amongst these organisations that these human capital items

are not important for external disclosure.

6.1.2 Disclosure levels by individual organisations

Disclosure levels on human capital information items are also presented from
individual organisation’s disclosure levels. Figure 6.2 below shows the level of
human capital information disclosure by individual organisations. It is clear from
the graph in Figure 6.2 that CBZ Holdings Limited is the organisation with highest
disclosure levels, disclosing 21 human capital items out of the 38 items used on the
checklist. Old Mutual Plc and Econet Wireless Zimbabwe Limited come second
highest in disclosing 18 items each. It is important to note that these organisations
with the highest levels of disclosure are from different sub-sectors, namely,

financial, banks, insurance and telecommunications respectively. This implies that
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the voluntary disclosures on human capital information are not sub-sector specific,

but vary in accordance with each organisation’s disclosure commitment.

The lowest levels of disclosure come from the financial and banking sector, with
ABC Holdings Limited and ZB Holdings Limited having 5 disclosures, followed
by NMBZ Holdings Limited with 6 disclosed items. However, interesting to note
is that it is this same sub-sector that has the highest disclosure levels of 21 items,
showing that there is no consistency in disclosures within the same sub-sector. The
same findings are also seen with the insurance sub-sector, where Old Mutual Plc
has 18 disclosed items, with First Mutual Holdings Limited and Fidelity Life
Assurance of Zimbabwe having almost half of such disclosures with only 8 and 7
disclosed human capital items respectively. Such inconsistencies in the human
capital disclosure practices amongst the disclosing organisations might also reflect
on the lack of a common understanding on human capital information items that are
regarded as important for external communication. Organisations therefore
independently disclose the information that they deem important from their own

perspectives.
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The study also found out that, besides these participating organisations having
different disclosure levels, the human capital items that these organisations are
disclosing are not systematic. The expectations might be that the disclosure items
disclosed by the organisation with a low level disclosure would be disclosed by an
organisation with a higher number of disclosures, but that is not the case. For
example, disclosures on staff composition and employment relations by ZB
Holdings Limited would be expected to have been covered by CBZ Holdings
Limited, as the highest disclosing organisation, which is in the same sub-sector.
However, these items are not covered by CBZ Holdings Limited. Such disclosures
might indicate that there is some fragmentation in the way these organisations
disclose on their human capital information. Such fragmentation might be attributed
to the lack of specific guidelines on what human capital information should be
disclosed, considering that these items are voluntarily disclosed. As such, individual
organisations disclose the human capital information which they regard as

important.

6.1.3 Summary of content analysis

The content analysis of corporate reports of participating organisations taken from
the Zimbabwe Stock Exchange has proven that most human capital information
items are minimally disclosed by these organisations. The results indicate that, of
the few disclosures that are disclosed by most organisations, most such disclosures
are related to the board of directors’ information, which can be said to have been

influenced by local and international guidelines on good corporate governance.

In as much as the minimum disclosures done on top management and employees
information has shown to be critical in the success of the organisations, making it
important information in decision-making that might assist the users in making

more informed decisions, such information is still lacking.
On top of such minimal disclosures, the findings also reveal that such disclosures

are made in a fragmented manner, which might make it difficult for users of such

information to do a cross-analysis of such information. Such minimal disclosure
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and fragmentation in the way the human capital information is disclosed might have
implications in that the users of such information may not receive the relevant and

adequate human capital information they need to make informed decisions.

6.2 FINDINGS FROM THE HUMAN CAPITAL DISCLOSURE
CHECKLIST

The objective of sending the human capital disclosure checklist to these users was
to derive an understanding of the kind of human capital information they considered
important when making investment decisions into a developing country. This was
done with the ultimate goal of assessing whether there were any information gaps
in the information being provided by the preparers of the corporate reports. This
section therefore presents findings from the human capital disclosure checklist sent

to foreign investors, as users of corporate information.

6.2.1. Human capital information considerations in investment decisions

Figure 6.3 provides a summary of the findings on the human capital information
which is considered by investors when making investment decisions. The graph in
Figure 6.3 shows that human capital information is considered differently in terms

of its importance in assisting foreign investors when making investment decision.

Human capital information on training and development; top management’s work
experience; employment relations; staff turnover; succession planning; employee
skills; dependency on key employees; international exposure of management; board
movement; and comments on the board’s abilities is considered very important by

foreign investors in their investment decisions.

Information on board members’ work experience; Chief Executive Officer’s salary;
directors’ remuneration; employee commitment; employee productivity; employee
safety, health and wellness; staff costs; entrepreneurial spirit/innovation; teamwork;
top managements’ remuneration; top management’s qualifications; and top

management’s movement is considered important.
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However, information on board composition; company culture; diversity
management; employee benefits; equity issues; management philosophy;
recruitment policy; remuneration policy; staff composition and top executive

management’s age is considered less important.

Also, information on board members’ age; board members’ names; board members’
qualifications; names of top executive management; and personal experience of

management is considered not important at all.

It can therefore be inferred from Figure. 6.3, that most human capital information
is considerably important to foreign investors when they make investment
decisions. There appears to be a shared understanding on human capital information

items that are considered important by these foreign investors.
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Figure 6.3: Human capital information considerations by foreign investors
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6.3 IMPORTANCE AND DISCLOSURE LEVELS OF INFORMATION
ITEMS

Having established the kind of human capital information being disclosed, their
disclosure levels and the kind of human capital information considered in decision-
making by foreign investors, this section presents a comparison of the information
considered important by foreign investors and the levels at which such information
is being disclosed by the participating organisations. As mentioned earlier on in the
introduction to this chapter, the objective would be to find out if there are any
human capital information asymmetries between the information provision and

information requirements.

Table 6.5 shows the importance of human capital information to foreign investots
and their disclosure levels by participating organisations.

6.3.1 Disclosure levels of very important human capital information

As shown from the information considered very important by foreign investors in
Table 6.5, board movement; and training and development are the most disclosed
information items. Comments on the abilities of the board, as an item, is moderately
disclosed Although considered very important by foreign investors, information on
employee skills; employment relations;international exposure of management; staff
turnover; succession planning; and top executive management's work experience is
minimally disclosed Information to do with dependency on key employees is not

even disclosed at all.

It is therefore clear from the data in Table 6.5 that most human capital information
which is considered very important in decision-making by foreign investors is either
minimally or not disclosed at all. It might mean that there is a lack of common
understanding on the information requirements and information provision amongst
the two parties. Such lack of understanding suggests that foreign investors might
not be getting adequate information on the human capital information they consider

very important in making investment decisions.
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Table 6.5: Importance and disclosure levels of human capital information

Importance of human capital information to foreign investors

Most disclosed Moderately Minimally disclosed information Information not disclosed
information disclosed
information

Very - Board movement -Comments on the -Employee skills -Dependency on key
important -Training and abilities of the board | - Employment relations employees
information development - International exposure of management

- Staff turnover

- Succession planning

- Top executive management's work

experience
Important - Board members’ work | - Directors’ - Comments on staff costs - Chief Executive Officer’s
information experience remuneration - Employee commitment/loyalty salary

- Employee productivity

- Employee safety, health and wellness

- Entrepreneurial spirit/innovation

- Team work

- Top managements’ remuneration

- Top management’s qualifications

- Top management’s movement
Less - Board composition | - Diversity management
Important - Company culture - Employee benefits
information - Remuneration - Equity issues

policy -Management philosophy

- Recruitment policy

- Staff composition

- Top executive management’s ages
Not - Board members’ - Names of top - Board induction -Personal experience of
important names executive - Board members’ ages management
information - Board members’ management

qualifications

Level of human capital information disclosure by organisations
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6.3.2 Disclosure levels of important human capital information

Table 6.5 also shows the human capital information considered important by
foreign investors and the levels at which participating organisations are disclosing
these human capital information items. As indicated in Table 6.5, the board
members’ work experience information is disclosed by most organisations. This
implies that foreign investors might be obtaining adequate information on this
human capital information item. Information on directors’ remuneration is
moderately disclosed. However, information on Chief Executive Officer’s salary is
not disclosed at all. Furthermore, while considered important information by
foreign investors, information on; staff costs; employee commitment/loyalty;
employee productivity; employee safety, health and wellness; entrepreneurial
spirit/innovation; teamwork; top managements’ remuneration; top management’s
qualifications; and top management’s movement iS minimally disclosed by

organisation.

It is clear from this data that most of the human capital information that is
considered important in making investment decisions is minimally disclosed or not
disclosed at all. Foreign investors might not be accessing this information for them
to make informed investment decisions. This further elaborates on the lack of a
common understanding between information requirements and information

provision.

6.3.3 Disclosure levels of less important human capital information

As indicated on Table 6.5, information on board composition and company culture
is moderately disclosed in as much as foreign investors consider that information
to be of less importance. This might mean that while effort is put into disclosing
such information, foreign investors do not consider this information important and

relevant in making investment decisions.

However, the rest of the information that is considered less important by foreign
investors is also disclosed minimally by the participating organisations. This
suggests that both the providers of information and the users of information

understand that such information is less relevant in investment decision-making.
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Less effort is therefore put in disclosing such human capital information.

6.3.4. Disclosure levels of not important human capital information

Table 6.5 further shows the human capital information that is considered not
important by foreign investors and the levels at which participating organisations
are disclosing such human capital information. As shown in theTable, information
on board members’ names and qualifications is most disclosed, followed by
information on the names of top executive management. However, information on
board induction and board members’ ages is minimally disclosed, with information

on the personal experience of managenent not being disclosed at all.

In as much as information on board members’ names and qualifications is
considered not important, this information is the most disclosed information. The
same applies to information on the names of top executive management which is
also moderately disclosed. This might therefore mean that there is a mismatch on
the information requirements and information provisions, as the providers might be
providing information which is considered not important by these specific users of
such information. However, the non-disclosure of information on the personal
experience of management and minimal disclosure of board members’ names and
ages suggests that both the users and providers of such human capital information

are aware that such information is peripheral to investment decision-making.

6.3.5 Comparative analysis of information provision and requirement

A comparison of the information being provided by participating organisations in
their corporate annual report and the information required by foreign investors has
shown that most human capital information is considered important and useful in
investment decision-making. However, such information is minimally disclosed
and in some cases not disclosed at all. The findings also revealed that some
information which is considered not and / less important is also moderately
disclosed, which might result in effort and resources being spent in disclosing
information which the foreign investors perceive as not relevant and useful in their

investment decisions. However, the findings also revealed that some information
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which is considered not important is also not disclosed, showing that the
information providers might also be aware that such information is not considered

useful by the foreign investors as users of corporate information.

The bulk of human capital information items are, however, under a mismatch
between information provision and requirements. Thus, while most human capital
information items are consired important by foreign investors, most items are
minimally and/ not disclosed. Out of the 38-item checklist used, 24 human capital
information items are minimally disclosed and 3 are not disclosed at all. Only 11
items are considered as moderately to most disclosed human capital information
items (see Table 6.5).These findings reveal some misunderstanding between the

information provision and the information requirement.

6.4 CONCLUSION

The content analysis of the 2014 corporate annual reports of selected Zimbabwe
Stock Exchange listed organisations in the service sector has revealed that these
organisations are voluntarily disclosing some information on human capital. The
most disclosed human capital information is related to the information on the board
of directors, with information on top executive management and employees still
scarcely disclosed. Such disclosures clearly show how the provisions of the
corporate governance guidelines, especially the local national code of governance
and the King 11l Report on Governance, has had an influence on the kind of human

capital information being voluntarily disclosed in most of these corporate reports.

The findings further reveal that most human capital information items are either
minimally or not disclosed at all. It therefore appears that organisations are yet to
disclose fully on human capital information as this information is important to the
users of corporate information. Further to such minimal disclosure of human capital
information, the disclosure has also been unsystematic, reflecting on the lack of a
common understanding of the information considered important for external
disclosure by these organisations. Such fragmentation in human capital information

disclosure further increases asymmetric information.

171



Findings from the human capital checklist sent to foreign investors revealed that
most human capital information is considered important in investment decision-
making. However, because of the minimum disclosures in most human capital
information, such information might not be easily accessible to these foreign
investors, thereby creating some information gaps.

The overall findings from the content analysis and checklist reveal that there are
disparities between organisational human capital information preferred by foreign
investors and human capital information being disclosed in corporate annual
reports. Such disparities appear to emanate from the lack of a shared understanding

on the information requirements and information provision.

Having presented the findings from content analysis and human capital disclosure
checklist sent to foreign investors, the next three chapters, chapters 7, 8 and 9,
present findings from the interviews conducted with preparers and users of
corporate annual reports. The findings in this current chapter helped to shape some
of the questions asked during the interviews. This is because these findings provide
insights into human capital information being disclosed by organisations and

human capital information considered important by foreign investors.
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CHAPTER 7

FINDINGS FROM GROUP1 INTERVIEWS: HUMAN
RESOURCE MANAGERS

7.0 INTRODUCTION

This chapter presents findings from the first group of preparers of corporate annual
reports. This group was named Group 1 and consisted of Human Resources
Managers of the reporting organisations. All participating organisations in this
study had Human Resource Managers who were directly involved in the production
of human capital reports. Although the researcher was interested in interviewing
the head of human resources, at directorial or managerial level, it emerged that all
interviewed participants from this group were managers and not directors, in as
much as they were heads of their departments. The need to conduct interviews with
this group of preparers arose because of their role in the disclosure of human capital
information. Since information regarding human capital is usually internally
provided and obtained from the human resource department, the researcher decided

to treat Human Resources Managers as preparers Group 1.

The number of Human Resource Managers who agreed to participate was ten,
giving a response rate of 71% (see Chapter 5). Three of the organisations whose
corporate reports have been analysed could not participate, citing reasons such as
sensitivity of the information being requested, busy schedules of these managers,
and company policy. One manager whose organisation had consented to participate
could not be interviewed because of work demands. The interview guide for this
group contained six major questions, one general question and five questions
related to the objectives of the study. Some possible follow-up questions were
provisionally provided (see Appendix B), although these were changed and

refocused in line with the flow of each interview.

Highlights of the findings from this group revealed that the nature of corporate
reporting leads to information asymmetry where human capital information was

minimally and fragmentally disclosed. While there were minimal and fragmented
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disclosures of human capital information, the findings also revealed that such
human capital information was important in communicating vital information
useful for investment decision-making by foreign investors. Harmonisation of
human capital information was therefore viewed as important in facilitating
signalling and screening to enhance effective investment decision-making by
foreign investors. Using data categories generated from the participants’ responses,
the findings from Human Resource Managers who participated in the study are

presented after brief background information of the participants is given

7.1 BACKGROUND INFORMATION FOR PARTICIPANTS

Group 1 consisted of ten Human Resource Managers of the participating
organisations. Of the ten participants, eight were males and two were females. The
dominance of males in this role might be a reflection of the developing context in
which the study was undertaken, where, in developing countries, most senior
management positions are still occupied by males although there are efforts being
made to improve gender equality. The views of this group might therefore have

been influenced by male-dominated responses.

Most of the participants fell within the 40-55 age group, reflecting the dominance
of middle aged managers in this group. The researcher found that all these managers
had more than five years’ experience in their current roles, where they were also
involved in the preparation of the human resource reports for their organisation.
These participants also had at least a minimum qualification of a first degree. One
participant was studying towards a doctoral degree. The participants were therefore
in a position to conceptualise, understand and discuss issues pertaining to the
research questions, considering that the participants had extensive experience with

their organisations.

While most of these managers reported directly to the Chief Executive Officer as
heads of their respective departments, they occupied the middle management
positions in the structure of their organisation. None of the participants in this group

had a seat on the board of directors, which could have implications in relation to
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the influence they have on decisions regarding external disclosure of human capital
information. Sentiments of inferiority of their positions as heads of their
departments were shared. These were also reflected by the office space and

positioning of most of their offices in relation to the CEO’s office.

With this background, the findings from this group are presented using data

categories generated from the participants’ responses.

7.2 RESEARCH FINDINGS

7.2.1 Overview of corporate annual reporting

General information on corporate annual reporting was sourced to assess the
perceptions of the Human Resource Managers with regard to corporate reporting.
Such perceptions could have influenced their reporting stance on human capital
information, and as such, the outcome of the human capital information finally
disclosed to the external users. The information therefore provided context for
human capital information disclosure. The other reason was to ensure that the
participants were settled before focusing on questions specifically related to human
capital information disclosure. With the interviews having followed a funnel
approach in asking the research questions, the same approach is used in presenting

the findings from the participants.

7.2.1.1 Reasons for corporate annual reporting

The group felt that corporate annual reporting was mainly done to communicate the
performance position of the organisation for stakeholders to make informed
decisions. However, as some of the information was mandatory, as participants
articulated that besides communication purposes, corporate annual reporting was
done to comply with the regulations and to attract funding. Obtaining funding was
mentioned by a few individuals; the majority of the participants cited the need to
communicate with stakeholders and comply with regulations as the main reasons

for corporate annual reporting.
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Some of the participants articulated that:

I believe we want to communicate to those stakeholders; we want to talk to
them about how the organisation will be progressing in terms of its
performance, be it financially, or issues to do with sustainability or issues
to do with its people. For investors, they would want to know if the
organisation will be in a position to give them the profits or return on their
investments, they would want to know if their money is safe (TLC HRM,
5:3).

Where we start from is that being a listed company, obviously we want to
communicate with various stakeholders that are interested in the
performance of the organisation (TR2 HRM, 19:1).

We communicate information to the users with the purpose of quickly giving
them an indication on whether we have achieved profitability or not, and
also to give feedback on whether the organisation is performing well or not
(INS1 HRM, 1:5).

Most of the participants highlighted the need to comply with the set regulations,
explaining that:

It is one of the listing requirements of the Zimbabwe Stock Exchange to
periodically report on the activities of the bank to its shareholders,
stakeholders and the investing public (BNK2 HRM, 16:1).

We also do reporting because it is a requirement to do so. We are a listed
company; as such, we are required to report through the stipulated listing
requirements (TRI HRM, 17:1).

We do corporate reporting for regulatory reasons as well (INS2 HRM, 8:2).

There were some individuals who argued with regard to funding that:
We also report to attract funding for the organisation (BNK1 HRM, 6:6).
Such reporting is also done to showcase our potential to prospective
investors (TR1 HRM, 17:6).
It is therefore clear that the need to communicate with the stakeholders is critical in
corporate annual reporting, in as much as reporting is also done for compliance and
to attract funds. This is likely why organisations voluntarily communicate some of
their information, even if such information is not required by the regulations.
Communication therefore means that the disclosers of such information believe the

information is important to the users in order to make informed decisions, as
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suggested by some participants that:

The purpose of such communications is for decision making by the users,
based on the information given (TLC HRM, 5:2).

The standards are what we may term the basic minimum reporting
requirements, which then means that any organisation can be predisposed
to then further add pertinent information, which they think is informative
for decision making by their audience (INS1 HRM, 1:5).

The regulatory requirements are for the purposes of making sure that all
the relevant information is communicated to all the relevant stakeholders,
so that when these stakeholders are making decisions about the company,
they are well informed (INS3 HRM, 11:3).

7.2.1.2 Stakeholders targeted for corporate reporting

Having acknowledged that corporate reporting is meant to allow for communication
with various users of corporate information, most participants revealed that their
major target groups for such reporting were the current shareholders, potential
shareholders (investors) and the regulatory bodies. Thus, while corporate reporting
is meant for various users of the corporate information, the participants explained
that their reporting was done with the objective that targeted users obtain the
relevant information they need for making informed decisions with regard to the
reporting organisations. One of the participants explained that:

There are various target groups with diverse interests and information
needs that we seek to deliberately target in our corporate reporting. First
and foremost, we target the shareholders of the bank. Secondly, we target
the investing public. As a reporting information so that they can appraise
their investments with the bank and map out what they seek to achieve
through investing with the bank. The third target group are the regulatory
authorities such as the stock exchange, the Reserve Bank of Zimbabwe, the
Securities Commission of Zimbabwe, Depositor’s Protection Corporation
etc. This is the compliance group (BNK2 HRM, 16:4).

These sentiments were supported by two other participants:

Given that we are a listed entity, the interest is to the public as a whole but
for the regulatory reasons, the major stakeholders are the shareholders,
where we also include potential shareholders that are the investors and then
various regulatory bodies (BNK3HRM, 9:3).

For us, shareholders are the major stakeholders we target for when

reporting, investors also, then the government, as the regulator, IPEC for
the industry and employees (INS3 HRM, 11:7).
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Evidence from these participants indicates that while the corporate annual report is
used by several stakeholders, the information needs of the shareholders are
prioritised to comply with the regulations. However, the investors and regulators
are also considered major stakeholders, and as such, their information needs are
taken into consideration when organisations prepare the corporate annual reports.
Most participants alluded to the fact that their shareholder grouping was inclusive
of both potential and current shareholders, suggesting that their information

requirements are the same.

7.2.1.3 Regulations influencing corporate reporting

The fact that most participants alluded to reporting for compliance reasons also
indicates that regulations influence the reporting practice of organisations. Some of
the regulations mentioned as having an influence on reporting were the Zimbabwe
Stock Exchange listing requirements, International Accounting Standards,
Companies Act and industry-specific regulations. Participants pointed out that:

There are certain specific standards of reporting that I think are known from
the accounting standards point of view and you then have to adhere to that
and work with your external auditors and internal auditors and there are
certain reporting structures that must be observed in your reporting process
(BNK1 HRM, 6:6).

Over and above that, we also have the financial reporting standards on how
to do financial reporting. When reporting, we follow stipulated guidelines
which give us the information that we should put in (INS2 HRM, 8:13).

So, we are required to do so through the ZSE listing requirements (TR1
HRM, 17:3).

We are also required to do so through the Companies Act (TR2 HRM, 19:3).

7.2.1.4 Dominant information in the corporate annual reports

Evidence from the participants revealed that financial information is the most
dominant information in the corporate annual reports. Giving their perceptions on
the status quo of the current reporting practice, most participants were of the opinion
that financial information dominated because it was mandatorily regulated.

Participants observed that:
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I think it goes back to our culture of reporting where traditionally the focus
has been, and is still on the financials. It is the financials which are
regulated, as such; we are used to following such regulations (TR1 HRM,
17:9).

There are some regulatory requirements, which is one. Also do not forget
that Accounting is also a profession and therefore, the Accountants may be
pushing for the requirements of their profession... So, in short, the financial
information on its own might no longer be very useful, but is still being
provided for mandatory reasons (INS1 HR, 1:61).

We are guided by the accounting standards, as such; most of our reporting
is a reflection of these standards in as much as we also disclose some
information voluntarily (TLC HRM, 5:5).

While financial reporting was mainly argued to be influenced by regulations,
participants contended that financial information was reported because users find
such information useful in decision-making. The information was argued to give a
quick reflection of the organisation’s performance. Participants pointed out that:

The financial information will give an overall indication of whether the
objectives have been achieved or not. So, that is how I view it on an overall
kind of perspective (INS1 HRM, 1:13).

Users need to understand the soundness of the business, so financial
information becomes very useful in enabling them to quickly assess the
potential of the organisation. Financial information is easy to quickly grasp
as these will be figures, as such users seem to demand such information
(TR2 HRM, 19:7).

Yes, they would want to be assured that this organization has capable
people, yes they would want to be assured that this organization is run
efficiently, run proficiently that is the side of human capital, but beyond that
users want numbers which quickly give performance indicators of the
organisation (TR1 HRM, 17:6).

This indicates that, while regulations play a part in the disclosure of certain
information in the corporate report, the relevance and usefulness of such
information also contributes to the extent of such information disclosure. The
managers believe that users want useful and relevant information which reflects on

the performance of the organisation.
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7.2.1.5 Important information for decision-making

While participants viewed financial information to be the most reported and
relevant information, rendering financial capital the most important capital, the
findings from this group suggest that information from other capitals which help in
value creation was equally important, as such information provides insights into the
potential of the organisation to create future value. Most participants felt that
besides financial information, human capital information is also very important.
Some few individuals mentioned information from structural, environmental and
relational capital as being of importance. The argument for the importance of
human capital information was that human capital is the only capital which turns
other capitals into productivity. Participants contended that:

I think human capital information is very important. Why | say that is
because the financial profit that they want can only be turned into capital
by the human asset (INS1 HRM, 1:57).

Financial information is obvious, and human capital information is key in
my view, this is because it is the people within that organisation that enables
the financial capital to have a return (BNK1 HRM, 6:32).

In their order | would put financial information first, | would put human
capital information second, structural and the rest can interchange. This is
because without people, there is no organisation. Money yes, but it cannot
be productive on its own (BNK3 HRM, 9:7).

I think next to the financial aspect the order remains human capital, who
IS running, who is driving it, before we look at technological, and markets
(TR1 HRM,17:7)

These findings reflect that while financial capital is important, human capital is also
considered an important capital in the performance of an organisation, and
disclosure of information on this capital would communicate relevant and useful

information to users.

7.2.1.6 Information needed by investors

The findings from this group of participants reflected that most participants
perceived investors to be interested in both historical and forward-looking
information which gives an overview of the performance of an organisation. Some

of the responses in this regard were:
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As investors, they cannot only consider the financials. So, they need this
forward-looking information when making their investment decisions (INS2
HRM, 8:24).

The focus on financials was on getting an overall feedback, but now, the
need to look into the drivers of such results is seeing the investors now
looking more into these intangible assets as they give forward looking
information (INS4 HRM, 14:7).

Investors look for a multiplicity of information in companies to inform their
funding decisions. This information is not only limited to financial
information which provides historic performance, but they also look for
futuristic information which reflects on future performance. As a bank, we
would selectively report on key information that we think and are convinced
with, to be vital to the investor and would obvious tilt the decisions of the
investor in the bank’s favour (BNK2 HRM, 16:8).

You know the kind of intimate and futuristic information that will then
ultimately enable the investors to decide and move in (BNK1 HRM, 6:13).

When you achieve profitability, it means that a lot of things were at play, so
investors need to know that information for them to make investment (INS1
HRM, 1:30).

It can therefore be inferred from these findings that investors are perceived to be
interested in information which gives both the current performance and future
performance of the organisation for them to make informed decisions. Human
capital, having been considered to be an important capital, also provides forward-
looking information, and as such, investors are perceived to find human capital

information relevant in their investment decisions.

7.2.2 Human capital information disclosure

Documentary content analysis revealed that most frequently reported information
was related to board information, with the greater part of the human capital
information either minimally disclosed or not disclosed at all. One of the objectives
of follow-up interviews was to understand the reasons behind such disclosures and
to find out if such information disclosure was seen as adequate and relevant to the
users of such information, focusing specifically on foreign investors as users of

corporate information.
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7.2.2.1 Reasons for human capital information disclosure

Participants revealed that they disclose human capital information for various
reasons. The main reasons in order of their dominance included to help the users
make informed decisions, to show the potential of the organisation and to attract
funding. In support of the view that most of these preparers disclose human capital
information for decision-making by users, some participants contended that:

What | can tell you is that human capital information is critical in making
investment decisions, as it is the human capital which drives other assets in
capital accumulation. So, we communicate such information to inform users
in their decision-making (INS1 HRM, 1:64).

Human capital is key information, and any investor would want to know the
capacity and capability of the asset which will be driving other assets in the
organisation before they commit to any investments (INS4 HRM, 14:18).

The fact that they go through human capital issues in their due diligence is
an indicator that such information is important in reaching investment
decisions (TR2 HRM, 19:19).

It therefore indicates that most of these preparers of corporate reports perceive
human capital information to be useful to the foreign investors when making
decisions, which motivates them to communicate such information. Some
participants believe, however, that human capital information communicates the
potential of the organisation to future investors, especially in terms of its value
creation capability, which thereby positions the organisations to any possible
funders. These participants argue that:

Human capital is very key, especially in the service industry where the
product is more intangible than the physical product. So, human capital is
the organisation. The capacity of the organisation’s human capital shows
the potential of the organisation (BNK1 HRM, 6:40).

However, focusing on the service sector, the key issue is that in services,
there are no tangible goods there, the goods are more of intangibles, so in
services, | think priority will be given to the people, so the human capital
element plays a critical role in value creation (TLC HRM, 5:7).

An investor can bring capital equipment and lots and lots of cash but
without the human resource to activate this potential, this becomes a white
elephant type of investment. It will be money that would have been wasted
(BNK2 HRM, 16:13).
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These sentiments imply that the disclosure of human capital information provides
valuable information about the potential of the organisation. In line with this view
that human capital is becoming more critical in the ability of the organisation to
create value, one participant further argued that even the users who were not
interested in human capital information now consider it important. The participant
explains:

The users, especially the investors, were also not viewing such information
as important, but now they are looking for such information when they make
investment decisions because they now realise the value which is derived
from the human capital (INS4 HRM, 14:8).

Some participants, however, were of the view that human capital information was
disclosed to attract investment, observing that:
Human capital information is one piece of the puzzle in attracting
investment (TLC HRM, 5:42).

Human capital is the glue that makes investment decisions attractive and
gives a fair measure of confidence that there is likely to be a return on
investment (BNK2 HRM, 16:15).

While these reasons may come in different forms, the overall view is that this group
of preparers believe that human capital information communicates the potential of
the organisation, which provides relevant information for foreign investors to make
informed investment decisions. These preparers therefore disclose human capital
information because they find the information to be relevant and useful in making

investment decisions.

7.2.2.2 Adequacy of human capital information disclosure

Having established through content analysis that most human capital information
was minimally reported, and also reported in a fragmented manner, the researcher
inferred from the preparers their views on the adequacy of such information to the
users. The findings revealed that most of these preparers acknowledge that human
capital information disclosure is still not enough for the users. Some of the
responses in support of these findings were:

Investors are busy looking for human capital information through private
means, as they will not get that information through the corporate annual
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report. Up and until the corporate report itself is revised, the document will
just be produced for legal requirements, but not very useful to the users for
them to make informed decisions (INS1 HRM, 1:62).

I would say there obviously would be gaps in the sense that what you see
being reported on, more often than not, are the financials, but there are the
qualitative aspects you don’t seem to see being reported in there, like for
example, issues to do with the structure of our human capital capability
base. Not much of that is known to the members of the public. That
information is deliberately left out for reasons best known to organisations
(BNK1 HRM, 6:7).

It’s quite scant. [ think in the reports, you might just see two or three
paragraphs, if not even less. We might therefore not be providing all the
information needed, as our reporting is limited as | initially mentioned
(INS3 HRM, 11:11).

Investors therefore face the dilemma of investing sometimes without this
[human capital] important information (BNK2 HRM, 16:23).

The above sentiments indicate that most of the participants accept that the human

capital information provided is not adequate for the users. However, these

participants also stated that their main role was to provide the information

internally, which would then be accessed for external reporting. What would then

go externally was beyond their responsibilities. These participants observed that

they have not heard any complaints of lack of this information, which suggested

that they were internally providing adequate information. Some of the responses

were:

Unfortunately, | do not decide on what goes into the report. What | do is
that, | present that information to the board, and then the relevant
authorities decide on what gets into the report (INS1 HRM, 1:44).

The fact that we did not hear any complaints coming to the department
might also point to the fact that the information being provided from the
department is enough for external reporting purposes (TR2 HRM, 19:4).

| feel that what we are reporting in our internal reports is sufficient for the
purposes of giving the external users the information they may need (INS2
HRM, 8:6).

7.2.2.3 Reasons for minimal disclosure

Having acknowledged that human information was minimally disclosed, the
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findings from this group revealed that there were several reasons for minimum
disclosure of human capital information. Some of the main concerns were to do
with the sensitivity of human capital information, fear of sharing negative
information, a culture of secrecy, lack of reporting guidelines, and the inability of
the human resource professionals to influence the external reporting decisions on

human capital information.

Pointing to the sensitivity of the human capital information, most participants were
of the view that human capital information is not disclosed in corporate reports
because such information is of strategic importance. Thus, the organisation would
not want to expose its sources of competitiveness and opted for minimum
disclosure. Some of the responses in support of this view were:

Some of the information might be competitive information, which we might
want to put undercover until we really have to. For example, our employee
profiles, we might want to keep it confidential for competitive reasons, until
some specific users come to demand such information, and then we can give
it under stipulated disclosure agreements, because if you provide more
information, you might not be able to manage competition. Why would I
provide information which put my organisation at a competitive
disadvantage, if it’s not mandatory to do so? (INS1 HRM, 1:34).

There is certain information that you cannot report in the public domain,
this is my understanding, because that information is strategic and therefore
is the preserve of a certain select few and you can only then get that
information as privileged information through the due diligence process
(BNK1 HRM, 6:11).

The other thing is the sensitivity of the information to be provided. With
financial information, | can tell you we recorded such and such profit, and
you cannot do anything about that, our profit will remain in the book.
However, the moment we say, these are our key staff, and then we will be
selling that information to competition. We can also not talk about
succession planning because that is sensitive information also. We report
mainly on financials, which are historical and also on that information,
which we think will benefit us more than costing us. So, we do a cost benefit
analysis in the process (TR2 HRM, 19:14).

Some of the information may be sensitive. This may lead to minimal or no
reporting at all. Issues of succession planning are also kept a bit secret in
as much as stability and continuation statements are reported. This is
because the information will be deemed sensitive (BNK2 HRM, 16:20).
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Participants therefore regard most of this information to be considered internal
information for management and operational purposes, as they also argued:

We do comprehensive reports on human capital internally, but then we
solidify to say how they are contributing to our financial performance
overall. Then after that the organisation decides the information which
could be useful to the users in summary, and then we provide that
information. The rest remains internally as issues to do with how people are
managed become internal management issues. That is why our internal
reporting on human capital is more detailed than what we report to the
externals (INS2 HRM, 8:20).

What we might not be reporting is that information which we think is for
internal purposes as well. Some of our investors might just look at the sound
financial performance of an organisation then decide on whether to invest
or not (INS4 HRM, 14:23).

Some of the participants raised issues to do with fear of giving away negative
information to the public and contended that:

My observations are that there is some beautification that happens, whereas
organisations, we try to portray things as if they are well, even if they are
not. Even financially, we will try to find ways of reporting bad things in a
better way, because if we report negatively, as management we will be
expressing our failure. So, I think this leads to less reporting in terms of
human capital as we would not want to talk about such issues (TLC HRM,
5:24).

I think it is some fear of how certain information might be perceived in the
public domain (BNK1 HR, 6: 19).

Why secretive is probably because we are afraid that it will not attract
what we want (BNK3 HRM, 9:21).

However, some of the participants were also of the opinion that the culture of
secretiveness is one of the reasons which accounts for the minimum disclosure of
human capital information, given the fact that most of this information is voluntarily
provided. The responses of some these participants were as follows:

It also has to do with the culture of the economy. In the Zimbabwean
economy and in developing countries in general, there is no culture of
giving more information. Organisations are secretive to information. But if
you go to developed countries which are now more globalised, such issues
are no longer issues that matter to be kept so secretive (INS1 HRM, 1:38).

Again, it goes back to a mind-set that is driven by secrecy, a mind-set that’s
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driven by the confidentiality grip. I would say largely it’s cultural in the
context of an economy which has adopted certain ways of doing things over
time (BNK2 HRM, 6:18).

I think it goes back to our culture of reporting where traditionally, the focus
has been, and is still on the financials. It is the financials which are
regulated, as such; we are used to follow such regulations. The corporate
report is surrounded by its own cultural practice and formats that has been
within us for some time now (TR1 HRM, 17:9).

Some of the participants further raised the issue of lack of reporting guidelines, as

perpetuating minimum reporting of human capital. These participants explained

that:

The other will be the issue to do with what exactly to report on, as currently
there are no standard guidelines, as such, you would not know if you are
reporting enough information or more than enough. That is why
organisations would naturally select a few items to talk about in each
reporting year, as the bulk of such information is not mandatory, so there is
a leeway to report on few things that you want (TLC HRM, 5:17).

However, the most challenging issue is that there are no set guidelines or
standards that are readily available for organisations to use, as such, we
report what we feel is enough (INS4 HRM, 14:22).

I think if there are some standard guidelines, there will not be any
challenges and we will disclose more information (TR1 HRM, 10:43).

The financial mind-set has really done a good job of it in that it has therefore
drilled down certain standards that have removed the need to or have not
seen the need to report on human capital balance sheets, so nobody really

has bothered to critically look at that and say what does it serve and what'’s
the benefit of that? (BNK1 HRM, 6:20).

There are some participants, however, who believe they do not have any influence

on the type and extent of human capital information to be disclosed externally,

although they understand the value of such reporting. They explained that:

Unfortunately, | do not decide on what goes into the report. What | do is
that | present that information to the board, and then the relevant authorities
decide on what gets into the report. So, the other issue is how the HR is also
profiled in the organisation. If it does not have a board seat, then no one
will also push for such information to be externally reported, in as much as
it can be very important and relevant information to the users. If | had the
power to make such information to be reported, I would prefer such
information to be reported by the organisation (INS1 HRM, 1:44).
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But who would then authorize it to be reported? The one that authorizes that
information to be reported may not have that exposure on its relevance, so
it’s not about lack of human capital information to report, almost in all
organisations the information is there that’s why we are finding other
platforms to talk about our human capital. It’s more like we are looking for
other platforms to talk about our human capital because we believe it is
relevant information to external users (TR1 HRM, 17:13).

We will get there, but expertise and the importance of human capital
information might be lacking from those who have the influence to report it
externally. As an HR professional, 1 do my role in fully disclosing the

information internally. What then goes out to the public is someone else’s
responsibility and mandate (BNK1 HRM, 6:36).

These responses by participants on the adequacy of human capital and the possible
reasons for minimum disclosure of human capital further confirms the outcome of
content analysis that human capital information is not adequately disclosed in
corporate annual reports, which creates information asymmetry with the users of

such information.

7.2.2.4 Fragmented human capital disclosure across organisations

Having found through content analysis of corporate reports that most of the human
capital information that was voluntarily disclosed was disclosed in a fragmented
manner across the reporting organisations, the researcher established from the
preparers how they viewed their disclosures with regard to fragmentation. The
findings revealed that the preparers were aware and acknowledged that their
reporting varied from organisation to organisation. Their reasons for such
fragmented disclosures ranged from the lack of guidelines in human capital
reporting, lack of regulations to enforce what was to be reported, people
management philosophies varying between organisations and lack of a co-

ordinating professional board to oversee the disclosure of human capital disclosure.

All the participants were of the view that the lack of reporting guidelines resulted
in organisations reporting what individual organisations thought was necessary.
Some of the responses in this regard were:

However, the most challenging issue is that there are no set guidelines or
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standards that are readily available for organisations to use, as such, we
report what we feel is enough (INS4 HRM, 14:22).

Without guidelines, it becomes a policy issue on each individual
organisation, where as individual organisations, we decide on what to
release to the public and in what amount, leading to variations in reporting
amongst the organisations (BNK3 HRM, 9:18).

We give the information that we think is relevant and useful to these
investors, of which that information might be different to the next
organisation, as there are no prescribed guidelines on what not to leave or
leave when reporting (INS2 HRM, 8:8).

Some of the participants further explained that human capital reporting was not
systematic as people management philosophies differ, and therefore various
organisations placed different emphasis on human capital information. These
participants noted that:

The management of human resources differs from organisation to
organisation even if these organisations are in the same country, and you
realise that for some organisations, human resource management is much
developed than in others, so the reporting standards will also be affected by
such developments (INS4 HRM, 14:27).

Taking into consideration that different organisations have different
perceptions on their human capital and the information they deem relevant,
emphasis on what to focus on will also be different, thereby disclosing
information differently (HRM, 1:55).

The major challenge with such information is that it will vary from
organisation to organisation, unlike figures which you know figures will
remain figures, whether you move from one industry to the other or from
one organisation to the other (INS2 HRM, 8:26).

One participant however believed the lack of co-ordination by professional boards
which oversee people management issues resulted in such fragmented human
capital reports. The participant’s response was:

The professional boards on people management need to co-ordinate and
help organisations to come up with some agreement on what exactly should
be included in the human capital reporting guidelines. However, they seem
to lack that championing edge, though some progress in initiating that is
now on the way. The Accounting boards have done a good job in this regard,
and that is why their reporting is more systematic and organised across the
world. They have well-articulated standards (BNK1 HRM, 6:35).
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Another participant argued in terms of the regulations that because human capital
information is voluntarily reported, organisations would always disclose what they
want, as there were no mandatory regulations, unlike the reporting of financial
information which was enforced by regulation. The response was:

As long as the reporting of human capital information remains voluntary,
we will still find organisations reporting differently. Without enforcement,
it is difficult to arrive at same reporting standards. Organisations will
always do as they wish (TR1 HRM, 17:34).

It is evident from these responses that human capital information is reported in a
fragmented manner. There is no agreement or common understanding of the
information that is considered important for external reporting. These findings
confirm the results revealed though content analysis. However, such fragmentation
in disclosing human capital information may exacerbate the extent of asymmetric

information between the providers and users of corporate information.

7.2.3 Human capital information asymmetry problems

In articulating the effects of human capital information asymmetry between the
organisations and the foreign investors, most participants argued that information
gaps increased the likelihood of making bad investments choices, with disclosing
organisations also taking advantage of these investors due to information

advantage.

7.2.3.1 Risk of bad investment selection
Responding to the issue of making bad investment choices, participants contended:

Wrong investment decisions can be made by these investors due to the lack
of adequate human capital information (INS1 HRM, 1:16).

The fact that these investors thoroughly go through the due diligence
process is an indication that they will be avoiding to make wrong investment
decisions. Part of their due diligence covers human capital information, so
yes, there are adverse consequences of having information asymmetries
(BNK1 HR, 6:19).

Information in any decision-making process is critical as it helps in making

informed decisions. There will never be too much information in the
decision-making process, and the probability of making bad choices without
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the privilege of some of the information to do with the human capital is there
(TR1 HRM, 17:12).

It also depends on the importance given to the information, if it is critical,
then yes, lack of such information will lead to poor decision-making by the
investors, but there is some information, which if not provided, might not
have much impact (BNK3 HRM, 9:18).

Human capital information also communicates the potential of the
organisation, and if that information is inadequately provided, investors
might invest in poor performing organisations unlike if all the information
is furnished to them (TLC HRM, 5:14).

The participants therefore argue that poor investment decisions can be made due to

information asymmetry related to human capital information.

7.2.3.2 Opportunistic behaviour

Some participants argued that the investors are usually taken advantage of by the
organisations which will be at an information advantage when it comes to
understanding of the organisation. These participants argued:

Lack of information on the part of the investors will mean that we can get
away with some of the negative information which we would not be
comfortable disclosing as we look for funding (TR2 HRM, 19:22).

Naturally under such situation, the room to use the private information to
our advantage will be there, mind you every organisation looking for
funding would not want to reveal some negative information, as this will
reduce the prospects of getting the funds (BNK3 HRM, 9:19).

There is leeway for us as organisations to abuse the information advantage
at the expense of these investors. As organisations, our objective will be to
also drive our own interests, so yes, investors will be at a disadvantage if
there are gaps in the provision of such information (INS4 HRM, 14: 22).

The moment you have more information in any transaction, it means you
are also at an advantage, because information is powerful. You can
therefore use the information to your advantage. Unfortunately, if investors
do not dig deeper through private sources, they will be trapped into funding
less potential organisations (BNK2 HRM, 16:34).

These responses indicate that human capital information asymmetry has the
potential to cause problems, and processes to minimise the information gaps to

avoid such adverse effects should be in place.
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7.2.4 Solutions to human capital information asymmetry problems

Signalling and screening have been advocated for as solutions to information
asymmetry problems. To establish whether human capital information can be used
in signalling and screening as ways to reduce information asymmetry problems,

evidence from the participants is presented in this section.

7.2.4.1 Signalling human capital information

Findings from this group revealed that various human capital information signals
different kinds of information to foreign investors which, when not communicated,
might cause asymmetric information problems. Some human capital information

and the signals they send are therefore presented in this section.

Most participants were of the opinion that top management’s qualifications and
experiences were important to foreign investors as these communicated the
capacity of the management to execute the strategy. Some of the responses to this
were:

Information on the top management’s skills, experiences and competences
indicates the ability of the organisation to execute strategy. It also signals
whether the organisation is in good hands or not (INS3 HRM, 11:13).

Yes, information on management’s qualifications and experience is
important as it communicates the potential of the organisation in terms of
its capacity to execute the strategy. Investors need to have confidence that
the people who are managing the organisation have got the capacity (TR2
HRM, 19:16).

You also want to look at for instance what is the talent level of the team that
is there by looking at the profile matrix of the top team within that
organisation, what qualifications do they have, what are the experiences?
What are the areas of their capabilities? What are the areas of speciality?
It can then quickly give you an indication of what kind of organisation you
are dealing with (BNK1 HRM, 6:23).

Other participants went on to highlight the importance of international experience
as being more important to foreign investors in communicating the abilities of the

management to achieve profitability. These participants responded as follows:
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They also dig deeper to look for the levels of experience, international
exposure of the executive team of the organisation, such information, which
is not provided within the financials, but is very vital in communicating the
capacity of the management to execute the strategy and achieve profitability
(INS1 HRM, 1:28).

They would want to know if the management have had the exposure of the
international community, for them to appreciate their capacity (BNK3
HRM, 9:24).

Similarly, information on the board’s qualifications and experience was deemed
necessary to communicate the capacity of the organisations to perform and be
successful, as the board members give directions in the running of the organisation.
Some of the responses given by the participants were:

I would say, the board profile is also important as it will show the
competences of the people to drive the organisation. This information shows
the investors the direction the organisation will be taking, as reflected in its
leadership. So, the showcasing of this information gives confidence to the
investor (TR2 HRM, 19:9).

It is very critical to inform and report on the nature of people who are
entrusted with public funds and personal investments and assure the public
that these funds are secure and will yield a reasonable return. No serious
investor would put their money in an institution that does not have
competent and qualified board and top management to drive the
organisation (BNK2 HRM, 16:9).

Some participants further pointed to the importance of employee skills in
communicating the capacity of the organisation to succeed. These participants
responded as follows:

These investors need to know if the organisation has the right employees
with the right skills to move going forward or to change the business model
going forward. They need to understand if they are likely to find themselves
having to resource the organisation with more skills, which might cost them
more or train more which is likely to cost them even more, they need to know
what they are up against when going into an institution especially when they
are putting their money into that institution. Such information therefore
communicates the capacity of the organisation and the cost implication
associated (BNK1 HRM, 6:31).

If the organisation is lacking certain skills, it might mean the organisation
will have to take time investing in the development of its people, which might
delay their return on investment. So employee skills points to the issues of
costs and profitability in terms of the utilisation of the people, so naturally,
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areas where foreign investors get the maximum return, those will also be
the areas of attraction for them, they therefore can avoid investing in
organisations which will delay their return due to skills costs (TLC HRM,
5:11).

These investors need to be assured that the people who are going to handle
their money have enough competences and skills to protect and grow their
money. Investors want a return on their investment; as such the key assets,
which turn their money into profit, are the people within the organisation.
Employee skills therefore communicate the capacity to bring a return on
their investment (INS2 HRM, 8:18).

It may thus be inferred from these responses that by using such information,
investors can easily make investment decisions based on the understanding that they
have about the potential of the organisation. Without this information, the investors
might find it difficult to understand the capacity of the organisation which may lead
to bad investment decisions. One participant noted that:

Employee talent and management skills are unique to different
organisations. Other things such as the marketing strategy, type of material,
financial sources, these are at the disposal of every company and can be
easily copied, but your talent base is very difficult to copy, so the
competitiveness of an organisation is also seen though the type of skills in
that organisation (INS4 HRM,14:10).

Most participants were of the view that employment relations bring out
information on the stability of the organisation. The argument on the stability was
that it shows the ability of an organisation to make a profit without disturbances.
Such information therefore enables the investors to make sound and informed
decisions. Some of the responses were:

Also, obviously, the information on the industrial relations environment is
key to decision makers as, without harmony, there won't be the achievement
of organisational goals. Industrial harmony brings in stability and better
likelihood of good performance. | will cite the Marikana case and other
industrial disharmony cases that happened in South Africa which led to loss
of production (INS1 HRM, 1:50).

We report on industrial relations climate, the legislative framework, the
rules and the regulations that govern those relationships or those
engagements. These indicators are important as they measure and track the
stability and continuity of the human resources in the bank. It more
importantly brings some perspectives on the stability or shimmering
turbulence of the organisation to foreign investors (BNK2 HRM, 16:18).
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The industrial climate talks about employee engagement, as the climate
detects the stability levels of the organisation. Employee engagement is
critical in achieving the objectives of the organisation, and therefore it
easily can translate to performance, so it is key for reporting, as investors
would want to see if the people resource is being maximised to get a
maximum return also (TLC HRM, 5:28).

The same participant further observed that such information communicates some
risks associated with the investment:

I know most companies do not want to report on such issues to do with
employment relations, but it will be good if organisations are reporting on
such issues because they are critical to investors, as these investors would
want to know the kind of industrial outlook in a certain host environment.
They would want to find out the types of misconduct usually committed by
employees in a host location, and how courts also respond to such
misconduct, as these will give them some clue on the risks of doing business
in a certain location (TLC HRM, 5:20).

Staff turnover was cited to communicate important information to the foreign
investors. Some participants argued that employee turnover reflects on the stability
of the organisation to continuously be productive, and observed that:
Information on staff turnover rates shows the stability of the organisation
in terms of skills provision (INS1 HRM, 1:47).

We also report on staff turnover to communicate on our ability to effectively
retain our staff and controlling attrition. This information provides
indicators on the stability and continuity of the human resources in the bank
(BNK2 HRM, 16:17).

Employee productivity was mentioned as being important in communicating the
productive capability of the organisation in maintaining good performance. The
productive capacity of the organisation was therefore perceived as a good indicator
of the future performance of the organisation, since such information could be used
to avoid investing in organisations whose future performance is in doubt. Some of
the responses were:

Information on the employee productivity levels shows the capability of the

organisation to produce good performance in the future (INS1 HRM, 1:49).

Employee productivity levels also communicate crucial information about
the performance of the organisation. Why? This is because performance
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management easily links with financial aspects and investors are interested
in financial return. Employee productivity drives performance, so investors
are interested in seeing if the people as an asset are being fully optimised,
to get the best return (TLC HRM, 5:26).

It is key for investors to know the employee productivity levels of a
particular organisation as this determines ultimately the success or failure
of the investment (BNK2 HRM, 16:14).

Succession planning was identified as important human capital information to
communicate stability and continuity of the organisation. Participants argued that it
is through the succession plans that the investors will establish the possibility of
future continuity and stability of the organisation. Some responses in this regard
were:

Succession management is critical in highlighting the going concern of the
business, thus you will not go into detail about it, but at least show that there
IS some continuity in the organisation. Many organisations collapsed
because of lack of a proper succession planning, so investors would want to
see that information to avoid such risks to their investments (TLC HRM,
5:29).

We will also disclose information on management succession where we look
at succession bases, to say if the CEO is to go, or any other key position in
the organisation, do we have a talent base to replace such vacancies or not.
Investors would want this information for continuity purposes. No investor
would want to invest in an organisation without hope of a going concern
(INS3 HRM, 11:24).

Information on succession planning therefore points to the issues of risk associated
with the organisation, and investors would want to reduce investment risk. Such

information might therefore help in avoiding investing into bad organisations.

Some participants felt that information on remuneration policy and CEO’s salary
reflected on the credibility and transparency of the management. Such information
is viewed as reducing investment risk and increasing the chances of profitability, as
it also communicates the cost implication associated with the labour. It was revealed
that the information has the ability to reduce moral hazard problems associated with
staff remuneration. The responses from some of these participants were:

Yes, | would disclose information on remuneration policy because an
investor would want to know whether they are putting in their money that
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would go down the drain, where maybe 60% or 70% of it goes into
remuneration internally. Investors want a return on their investment not
costs associated with the return (BNK1 HRM, 6:29).

They would also look at the remuneration policies and practices to see if the
staff cost rate will be sustainable to give a return on investment. Information
on the salaries signals sustainability of the organisation (INS3 HRM,
11:26).

These days, a move is seen towards the reporting of CEO salaries, which
when done, it will increase transparency (TR2 HRM, 19:17).

Information on staff costs and staff composition was cited to communicate the cost
implications of an investment. Such information was revealed to be necessary to
foreign investors as it readily shows the capacity of an organisation to give a better
return on investment. Participants’ responses were:

When potential investors come, we always go through rigorous processes
of due diligence on the human capital side, as they look at the head count
trends of maybe over 5 years, what are the ratios in terms of things like staff
cost relative to total cost, staff cost relative to income, staff cost relative to
profitability levels. This information, | believe helps them to see the costs
associated with the investment (BNK1 HRM, 6:38).

They also need to understand the staff costs, which is however financial
also, so there is need for information on these costs to see the sustainability
of the organisation (INS3 HRM, 11:12).

Aligning with the sentiments of the need to communicate the cost implications on
the investment, some participants observed that training and development
initiatives communicate information on the investment already made in people.
Investors would then have to incur less cost through investing in people.
Information on training and development has some effects on the payback period
of the investment. These participants argued:

If the organisation is lacking certain skills, it might mean the organisation
will have to take time investing in the development of its people, which might
delay their return on investment (TLC HRM, 5:11).

Where training and development has been low, it might cost them in training
the employees to meet their skills requirement and more training initiatives
will likely cost them more, they need to know the cost implications of the
skills gaps within the organisation (BNK1 HRM, 6:31).
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It is evident from these findings that human capital information has the capacity to
communicate the profitability potential, cost implications and risks associated with
the organisation. Ultimately, human capital information signals the potential of an
organisation to provide a return on investment. However, it seems several human
capital information items and not a single one help in communicating the same
signal. For example, employee relations, staff turnover and succession planning
point to the risks associated with the organisation. These items can therefore
complement each other in communicating the position of the organisation with
regard to people. For the signal to be effectively communicated, several of these
human capital information items should be communicated. It therefore implies that
no single human capital item is considered strong enough to communicate the

intended signal.

However, there were sentiments from most of the participants that the effectiveness
of these signals to communicate important information to the users was being
weakened by the manner and context in which the human capital information was
being communicated. These participants argued:

As | have just mentioned, financial information is easily comparable unlike
this information on human capital. | am therefore of the view that the
investors give more attention to financial information, making human
capital information a bit less useful to them (TR2 HRM, 19:38).

Some of the investors focus more on financial information, as the credibility
of unverified information is usually questionable. Mind you we just report
this information at our own discretion (BNK3 HRM, 9:27).

Though human capital information is important, the problem is that the
reporting environment is dominated by financial information, so the
information, though we consider it vital, seems not to be considered
seriously for external reporting (INS1 HRM, 1:49).

Human capital information is more qualitative in nature, as such it also
produces more information to the extent that it becomes costly for it to be
disclosed externally. In most cases, | have realised that it remains internal
information for management purposes, with those external users interested
in such information, getting it though private means (TLC HRM, 5;18).

We provide this information internally and if such information is not being

demanded for to be put in the public report, maybe the users are not really
seeing the relevance of such information (BNK2 HRM, 16:18).
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The above responses from the participants suggest that this information is not
recognised for external purposes, and is more useful for internal management
purposes. Comparability, credibility and reliability of the information render
information more useful and more observable. If human capital information is to be
more observable for external use, it should have the characteristics which seem to
be more dominant in financial information. Furthermore, the fact that human
capital information is recognised as important, though not observable enough,
might also mean that the more the information is not observable, the more it
diminishes in terms of demand for such information. Observability of the

information therefore facilitates the relevance and usefulness of the information.

7.2.4.2 Screening using human capital information

The findings from this group of participants revealed that human capital
information can be used in screening, to reduce asymmetric information problems
with foreign investors. However, some limitations of human capital information in

the screening process have been highlighted.

Most participants acknowledged that human capital information was important in
reducing asymmetric information. Because human capital information signals some
cost, risk and profitability implications of a given investment opportunity, such
information could be inferred and used in decision-making to avoid bad investment
decisions. Some of the participants’ responses were:

To investors, indicators of the organisation’s competitive position can also
be shown. Through this information, investors can therefore weigh the
capacity of different organisations, costs associated with people, and levels
of trust within the management. No investor would want to invest in a risk
business, as such, levels of trust in management stewardship is needed
(BNK2 HRM, 16:19).

So as investors look, they distinguish different organisations through their
human capital base. It is this talent that will drive the organisation, and
ultimately the investment return for these investors. We are in a service
industry and the key thing is that ability to provide a service, and services
are an outcome of the capabilities of the people (INS4 HRM, 14:11).

They do use the information. Naturally, such information will have cost, risk
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and profitability implications, and the investors, being interested in the
return on investment, will prefer those organisations which have better
indicators of profitability, whilst reducing the selection of risk and costly
business (TR1 HRM, 17:16).

Some participants identified issues of management credibility when selecting the
organisations to invest in, as such credibility indicates the risks involved. These
participants’ responses were:

No investor would want to invest in an organisation which has a history of
fraudulent activities by the management. These investors critically do a due
diligence on key management. They look at their traceable history, and
obviously would avoid investing in organisations which had cases of
mismanagement. As we speak, the bulk of potential investors coming in our
organisations are skeptical about the management stewardship due to cases
of benefits and unwarranted loans that organisations usually avail to top
management (BNK1 HRM, 6:35).

Mind you when they are looking for investments, they are not only looking
for a single organisation, they look into several organisations, so if the
credibility and transparency levels of one organisation might be one of the
distinguishing features, they will obviously take that as a point to screen
some of the organisations. Investors are also busy, any relevant information
which distinguishes one organisation from the other becomes critical in the
decision-making process (INS2 HRM, 8:19).

There are some participants who argued that the relevance of human capital
information in aiding the screening process was minimal because of the challenges
posed by such information. Whilst acknowledging that human capital information
may assist investors in making informed decisions, issues of non- comparability,
qualitative nature of human capital information, lack of auditing of such
information and low levels of disclosure on such information were revealed as
reducing the relevance of such information. Some participants arguing in line with
the non-comparability of human capital information responded:

It was going to be easier if such information could be used to compare
organisations, but as it stands, organisations disclose this information on
voluntary and unsystematic bases, making the information less useful for
investors to compare and select best organisations (TLC HRM, 5:34).

This information would be more useful if every organisation was reporting
on the same things. But now, how do the investors compare and select the
best organisation when there is no guideline being followed? Yes, such
information might prove to be relevant if it was organised in a manner
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which makes it more relevant to these users. Look at financial information,
investors can easily comprehend such information because it is uniform.
Same measurements points are understood across all disclosing
organisations (BNK3 HRM, 9:39).

Investors are overwhelmed by a lot of information to consider, so if human
capital information is to be presented in a manner which enables
comparisons, then it will become more relevant and easy to use (INS1 HRM,
1:71).

Sentiments from these responses seem to reveal that comparability of information
makes it more useful as users can easily understand the information across
organisations. Comparability therefore brings about the same meaning across the

disclosing organisations, enabling users to compare and make informed decisions.

Those who cited the minimum disclosures of human capital argued that even if the
investors were to find such information useful in the screening process, most of the
human capital information was minimally disclosed in the corporate reports and the
investors had to find it from other private sources, which was an expensive and
time-consuming process. Some of the responses were:

The investors have to go through the process of due diligence in their search
for investment opportunities, for them to uncover most of the information
which would enable them to make decisions in terms of investment,
currently most human capital information is found under disclosure
agreements when the investors do their due diligence (INS1 HRM, 1:16).

So, some of this information can only be attained when the investors are
now doing their due diligence process, however, due diligence can only be
done to a few organisations which the investors would be seriously targeting
for investment, they cannot cover all organisations as the process becomes
costly to them (TR1 HRM, 17:25).

However, any investor who really wants to invest will have to do due
diligence to dig more information especially on aspects to do with human
capital, as the report only gives a summary. Also, they will need to verify
some of the information which would have been obtained through the
report. So, it is a verification and confirmation process. Also, you would
want to seek more information about the organisation (INS3 HRM, 11:29).

These responses suggest that human capital information is essential in the screening

process, in as much as the information is difficult to access. Pointing to the
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difficulties in using qualitative information to reach an investment decision, some
participants responded:

I am of the view that the major language that investors understand is
numbers, so human capital information is a bit weak in that regard. Most
reporting is not quantifying such information to show its relation with the
profits. Metrics of linking HR with the profits have not been developed to
enable such information to be more relevant for investment decision making
purposes (TR2 HRM, 19:38).

The information mostly comes in a qualitative nature which makes it less
useful in reaching a business decision (INS3 HRM, 11:31).

Two participants further explained the lesser relevance of human capital
information, arguing that such information also lacks credibility as it is not
externally verified and approved. The participants argued:
Some of the investors focus more on financial information as it is more
credible than voluntarily disclosed information (TR2 HRM, 19:39).

It does but to a limited extent due to the subjective nature of the information.
Investors want verifiable and hard facts to inform their decisions (BNK2
HRM, 16:34).

These responses reveal that screening is effectively done with information which is
considered credible. Verifiable and objective information is seen as credible
information for screening purposes. If human capital information is to be useful in
the screening process, these findings suggest that it has to be objective and reliable.
However, regardless of these challenges associated with the use on human capital
information, rendering it less relevant, participants were of the view that human
capital information is useful and can be used in screening to reduce information
asymmetry problems. Efforts should be made to enhance the comparability,
credibility and accessibility of such information so as to increase its effectiveness

in the screening process.

7.2.4.2.1 Self-selection though human capital information
The findings also revealed that the disclosure of human capital information not only
helps the investors to select the best organisations, but such disclosure enables a

natural screening of the organisations that provide such information. Self-selection
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has also been noted as a related screening mechanism (Spread, 2011). The
responses from some of the participants were:

Human capital disclosures, especially if it is done in an organised manner
also helps these organisations to compete for funding. So, those
organisations which are not attractive will not be selected by the investors,
but will automatically remove themselves from the possible list of attractive
investment. It creates a fair ground for every organisation competing to
attract capital (TLC HRM, 5:35).

The fortunate thing is that those organisations which seem to disclose more
of this information will position themselves as better organisations than
those doing minimum disclosure. The use of a standard guideline in
reporting might therefore create a better platform for our organisations to
showcase potential. As an organisation, we strive to do our best to reflect
the best of our assets and | believe it counts in attracting the funds that we
need (INS4 HRM, 14:27).

| believe the potential of organisations is portrayed by the type of
disclosures we make. Naturally, competitive organisations will always be in
the forefront in such disclosures. It becomes more of an offensive strategy
to attract more funding by exposing their potential. Those organisations
which hide their information will therefore be hiding from funders as well
(TR1 HRM, 17:27).

These participants’ perceptions are that better organisations will always be selected
through the disclosures that they make, which makes it easy for the screening
process as these organisation self-identify themselves as good or bad organisations
for possible potential investment. These findings therefore suggest that disclosure

of human capital information helps in screening through self-selection.

7.2.5 Harmonisation of human capital information disclosure

While signalling and screening are known to be the main solutions to asymmetric
information problems, some of the information problems might be perpetuated by
the fragmented disclosure of human capital information disclosure. Harmonisation
of human capital information might reduce information asymmetry problems by

facilitating signalling and screening.

7.2.5.1 Harmonisation benefits

Evidence from the participants revealed that the harmonisation of human capital
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information disclosure enhances comparability of the information, increases the
relevance of such information, enables easy access to information by the investors,
helps the disclosing organisations to benchmark and facilitates the decision-making
process. These benefits of harmonisation were therefore suggested to enhance
signalling and screening, thereby promoting the reduction of information

asymmetry problems.

All participants were in agreement that harmonisation of human capital information
enhances comparability of organisations, which is necessary in helping investors to
easily select good investments. Participants’ observed that:

1t’s a marketing point for organisations that are doing well as comparisons
can be made, as such, investors can easily identify good and bad
organisations (BNK1 HRM, 6:50).

Harmonisation also increases comparisons and enables investors to choose
the organisations that they want, allowing for bench-marking across
institutions (INS3 HRM, 11:28).

Harmonisation is important because it helps these investors to compare like
with like. This is because when investors are looking at the organisations,
they will now be able to compare, they will be looking at all oranges rather
than trying to compare oranges with apples (INS4 HRM, 14:21).

These responses suggest that comparability enables easier separation of good from

bad performing organisations, where the same performance signals are sent by all
organisations. Such signalling makes it easier for investors to screen and choose the
best organisations. The idea that benchmarking is done across organisations with
investors being able to compare the same information also suggests that
harmonisation of information disclosure brings about a common understanding
amongst different organisations themselves and amongst the preparers and users of

the human capital information.

Some of the participants further articulated that harmonisation of human capital
information was important as it increases the relevance of such information. These
participants explained:

Investors will be overwhelmed by a lot of information to consider, so if
human capital information is to be presented in a manner which enables
comparisons, then it will be more relevant and easy to use (INS1 HRM,
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1:17).

As organisations we need to have a standardised way of reporting such that
the information becomes more useful and user friendly. If investors can
compare such information and find almost similar trends across
organisations, it increases credibility of the information unlike in situations
where individual organisations disclose what they want. Chances of
misrepresentation by organisations will also be reduced (TLC HRM, 5:32).

Harmonisation will also increase such disclosure among organisations, as
they will be reporting in the same manner. As such, verifications can be
easily done which increases the reliability of the information whilst
reducing faking by organisations (TR1 HRM, 17:24).

These responses suggest that the harmonisation of human capital information
increases the credibility of the information as verification can be done from
different disclosing organisations, making the information more reliable and useful
for decision-making. Where comparisons and verification are easily done, the
responses reveal that this enhances the strength of the communicated information
in decision-making. Miscommunications are minimised, reducing the chances of

organisations taking unfair advantage of the less informed investors.

Other participants were of the view that the harmonisation of human capital
information disclosure increases the accessibility of such information for decision-
making purposes, which easily reduces information asymmetry. Responses from
these participants suggest that harmonisation brings more information together and
in a more understandable manner, reducing information costs on the part of the
investors. More information leads to more signals being sent, resulting in the
reduction of information gaps as investors would have easy access to the
information. These participants’ responses were:

In my view, we need to have industry, if not economy based reporting
processes where you look at the report across industries, across
organisations, and across banks. Having this information publicly provided
by all organisations makes it easily accessible to the foreign investor
without them having fo go the route of the due diligence. It’s very costly to
do the due diligence (BNK1 HRM, 6:43).

Yes, harmonisation of this information will obviously bring in better and

easy access of information to the foreign investors. It also means that more
information will be available for these users to make informed decisions
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(INS1 HRM, 1:68).

It will obviously increase the accessibility of such information because
currently, we are not even disclosing most of this information. So, it will be
made available and investors would not have to come and ask for it, as they
are currently doing through the due diligence process. More information
through multiple sources means better decisions (TR2 HRM, 19:40).

In support of easy access to information, some participants explained that the
harmonisation of human capital information disclosure helps organisations to
benchmark their quality and quantity of disclosure. This benchmarking encourages
more disclosure from organisations, providing more information for decision-
making. The participants observed that:

Comparisons and benchmarking can also be done to and by different
organisations respectively, such comparisons obviously become some
learning points in reporting where organisations will learn from each other
for improved reporting (TR2 HRM, 19:34).

If as organisations we can compare ourselves against each other, we can
easily benchmark and make some improvements on our own. Such
harmonised reporting will therefore not only help the users of the
information, but also improve the way we report as organisations (TLC
HRM, 5:34).

Some participants observed that the harmonisation of human capital information
disclosure helps in speeding up the decision-making process by investors. The
argument was that less time and costs will be needed to understand different
investment opportunities as information will be presented in the same manner.
Common ground for evaluating these organisations would be brought in through
harmonisation. The participants’ views were articulated as follows:

The disclosure of human capital information in an organised and agreed
manner where some form of guidelines is followed would help the investors
to quickly understand the information across different organisations and
make decisions. They will not waste much time and resources digging for
some information, which they are currently getting through private sources
(BNK1 HRM, 6:49).

There will be consistency in reporting for different time-frames within the
same organisation, such that investors can even trace back to see the
differences in each reporting year. Currently, the reporting is not
systematic, so these investors spend a lot of time and resources, searching
for the information that might aid them in reaching investment decisions
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(INS3 HRM, 11:38).

The different responses and views from the participants point to the idea that the
harmonisation of human capital information disclosure can reduce information
asymmetry problems with the foreign investors, leading them to make informed
decisions. These benefits of harmonisation facilitate better communication between
organisations and investors, enabling decisions to be made from an informed

position.

7.2.5.2 Harmonisation challenges

The major challenges on harmonisation of human capital reporting as revealed by
the participants were on the issue of reaching consensus on what to report, time and
resource consuming, resistance to change, and the issue of politics to overrule good
reporting. Participants responded:

Taking into consideration that different organisations have different
perceptions on their human capital and the information they deem relevant,
it might also be a challenge to reach an agreement to say what items are of
importance to be included in the HR external report (INS1 HRM, 1:75).

Harmonisation might reduce diversity in reporting, forcing organisations
to focus on same issues (TR1 HRM, 17:25).

One big challenge would be on lack of consensus amongst competing
stakeholders as to what exactly to focus on (TR2 HRM, 19:27).

I think the issue of time might be a challenge, as harmonisation takes a long
time. People need to co-ordinate and then come to an agreement to say,
what exactly should be included in the human capital reporting guidelines
at the end (TLC HRM, 5:19).

Harmonisation needs a lot of time, effort and resources, so it might take
long to agree on what issues to harmonise and then actually do the
implementation (INS3 HRM, 11:34).

Resistance to change will always be there, so some form of regulation
should be put in place if such harmonisation is to be achieved (BNK1 HRM,
6:49).

The other challenge is the reporting when it suits us syndrome. If I am not
looking for funding, why bother? So, to put some guidelines to such
organisations will be a waste of time because they would not report, unless
such disclosures are made mandatory (TR2 HRM, 19:29).
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You must understand that there is politics in reporting and other ulterior
motives when reporting; as such those with power will determine the
success or failure of such harmonisation (BNK3 HRM, 9:38).

The responses suggest that human capital information disclosure is diversified,
which might bring challenges regarding what to focus on. Sentiments also suggest
that such diversity will be compromised, forcing organisations to conduct

themselves the same.

While such challenges might affect the harmonisation of human capital information
disclosure, most participants believed that harmonisation can actually facilitate the

reduction of asymmetric information problems with foreign investors.

7.2.5.3 Voluntary harmonisation
Even though some sentiments of mandatory harmonisation were emerging as ways
to reduce resistance, most participants in this group suggested that voluntarily
following set guidelines was more effective than mandatorily enforcing some
guidelines to be followed. Participants argued:
I think the best will be to follow best practice in reporting where guidelines
could be done through professional bodies (INS4 HRM, 14:25).

The first port of call is setting up a framework to be voluntarily followed,
which will be further fine-tuned by specific sectors (BNK4, 16:28).

The best is to encourage best practice rather than putting regulations
because regulation does not always work (INS2 HRM, 8:27).

Harmonisation should be flexible enough to incorporate organisational
differences, so voluntary disclosure through guidelines would be more
appropriate (TLC HRM, 5:34).

Harmonisation by following guidelines would be better (TR1 HRM, 17:28).

7.2.6 Decision usefulness of harmonised human capital information

In understanding how the harmonisation of human capital information disclosure
can facilitate effective decision-making by foreign investors, the researcher drew

on the perceptions of participants with regard to the decision usefulness of
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harmonised human capital information disclosure.

7.2.6.1 Harmonisation enhances decision usefulness

Because of the benefits to be accrued from harmonisation, participants argued that
such benefits enhance decision usefulness of the information to be disclosed.
However, the subjective manner in which the information is disclosed reduces
reliability of the information in aiding decision-making. Some of the responses
from participants in this regard were:

What | can tell you is that human capital information is critical in making
investment decisions, as it is the human capital which drives other assets in
capital accumulation. The more this information is comparable, the better
decisions came be made. We communicate such information to inform users
in their decision-making (BNK1 HRM, 6:64).

Yes, such information might prove to be relevant if it is organised in a
manner which makes it more relevant to these users. Look at financial
information, investors can easily comprehend such information because it
is uniform (BNK3 HRM, 9:39).

Investors are overwhelmed by lot of information to consider, so if human
capital information is presented in a manner which enables comparisons,
then it will become more relevant and easy to use (INS1 HRM, 1:71).

Naturally, such information has cost, risk, and profitability implications as
I have mentioned earlier on, as such harmonising this information increases
the strength of the information in signalling future profitability, risk and
costs associated with the business (TR1 HRM, 17:19).

Harmonisation enables timely communication of information to the

stakeholders as a set of guidelines would be followed in preparing the

information (TR1 HRM, 17:10).
However, the study also revealed that human capital information was considered
less reliable, as it was provided on a voluntary basis and not regulated. The
participants argued that whether harmonised or not harmonised, most of the human
capital information provided was not audited as it was voluntary information, and
as such, the reliability of such information was questionable. Some of the
participants’ responses were:

Most of the investors focus more on financial information, as the credibility
of voluntarily disclosed information is usually questionable. Unlike
financial information, this information is not audited and as organisations,
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we usually disclose it for our own benefit (TR2 HRM, 19:39).

The main limiting factor on this information is the subjective nature of the
information. Investors want verifiable and hard facts to inform their
decisions (BNK2 HRM, 16:34).

The information mostly comes in a qualitative nature which makes it less
useful in reaching a business decision Sometimes it becomes very difficult
for investors to rely on qualitative information (INS3 HRM, 11:31).

These responses indicate that the quantification of human capital information would
increase the usefulness of such information and not necessarily harmonisation. In
as much as harmonised human capital information was considered less reliable, its
advantages of comparability, increase in relevance, access and the ability to give
timely information on the potential performance of the organisation made the
information to be considered decision useful. Such characteristics of human capital
rendered it more useful in facilitating investment decision-making by foreign

investors.

7.3 CONCLUSION

This chapter presented the findings from interviews which were done with one
group of the preparers of corporate annual reports, which were the Human Resource
Managers. The major findings from this group were that corporate annual reporting
is done to communicate information to stakeholders for them to make informed
decisions whilst also complying with the set regulations. However, because most
of the information being reported is mandatorily regulated, the findings revealed
that regulatory requirements also influenced the type of information found in these
corporate annual reports. The financial information was therefore perceived to
dominate as it was mandatorily reported, in as much as participants also revealed

that the information was considered relevant and useful in decision-making.

While acknowledging the relevance of financial information, the findings from the
participants revealed that human capital information was also voluntarily
communicated to enable users to make informed decisions. Human capital

information was therefore revealed to communicate futuristic information which
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was essential to the users. However, the study also revealed that such human capital
information was limited and disclosed in a fragmented manner, leading to

asymmetric information problems with foreign investors.

Because of its ability to communicate important information to the investors, the
study revealed that participants were of the view that human capital information
can be used as a solution to information asymmetry problems where it would be
used in signalling and screening. The study further found that harmonisation of
human capital information enhanced signalling and screening in solving
information asymmetry problems. The reduction of asymmetric information related
to human capital information was revealed to enable foreign investors to make
informed investment decisions as human capital was considered decision useful.

The views of Group 1 are summarised in Table 7.1.
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Table 7.1: Summary of evidence and emerging themes

Theme evidence

Theme indicator

Emerging theme

- We are required to do so through the ZSE listing requirements.

- Culture of reporting focuses on financial information.

-Culture of secrecy in reporting.

- In the Zimbabwean economy and in developing countries in general, there
is no culture of giving more information.

- I would say largely it’s cultural.

Macro environmental
context

-We do report for regulations reasons.

-We also report some information voluntarily.

-To communicate with various stakeholders for the purposes of decision-
making.

-Investors look for multiple information including financial information.
-Investors now look more into forward looking information which is found in
non-financial assets.

- We target current shareholders, potential shareholders (investors) and the
regulatory bodies. We are also required to do so through the Companies Act.

Corporate information
disclosure context

Signalling and screening
context

-The culture context
determines what is reported.

-Regulations influences what
gets reported.

- There is a lot of [HC] information which is not being provided in the annual
reports.

- What you see being reported on more often than not, are the financials.

- It’s [HC information] quite scant.

- Investors sometimes invest without this [HC] important information.

Inadequate reporting

- There are variations in reporting amongst the organisations.

- That information might be different to the next organisation.

- Without guidelines, it becomes a policy issue on each individual
organisation.

- Emphasis on what to focus on will also be different, thereby disclosing
information differently.

Fragmentation

Human capital information
asymmetry

- Inadequate and fragmented
reporting causing
information asymmetry.

212




Table 7.1 continued...

- Wrong investment decisions can be made due the lack of
human capital information.

- There are adverse consequences of having [human capital) information
asymmetries.

- The probability of making bad choices without the privilege of some of the
information to do with the human capital is there.

-Investors might invest in poor performing organisations unlike if all the
information is furnished to them.

adequate

Adverse selection

- We can get away with some of the negative information which we would
not be comfortable disclosing as we look for funding.

- The room to use the private information to our advantage will be there.

- There is leeway to abuse the information advantage at the expense of
these investors, mind you we have our own interests as organisations.

Moral hazard problems

Human capital information
asymmetry problems

-Human capital information
asymmetry results in bad
investment decisions.

- Human capital information
asymmetry facilitate
opportunistic behaviour by
organisations.

-Capacity of the management to execute the strategy and achieve
profitability.

- Industrial harmony brings in stability and better likelihood of good
performance.

- This [HC] information provides indicators on the stability and continuity of
the organisation.

-Shows the capability of the organisation to produce good performance in the
future.

- This information [HC] helps investors to see the costs associated with an
investment.

- It [HC] gives investors some clue on the risks of doing business.

Human capital information
signals

-The credibility of unverified information is usually questionable.

- The reporting environment is dominated by financial information which is
easily accessible.

- Investors want verifiable and hard facts to inform their decisions.

Signal strength

Signalling human capital
information

-Human capital information
signals important information
to foreign investors.

-Incredibility of human
capital information weakens
signalling.
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Table 7.1 continued...

- As investors look for investments, they distinguish different organisations
through their human capital base.

- Through this [HC] information, investors can therefore weigh the capacity
of different organisation.

- Investors will obviously take that [management credibility] as a point to
screen some of the organisations.

- For investors, indicators of each organisation’s competitive position can
also be shown through human capital.

- Investors prefer those organisations which have better indicators of
profitability, whilst reducing the selection of risk and costly business.

Investment selection by
investors

- Organisations naturally remove themselves from the possible list of
attractive investment.

- Those organisations which hide their information will therefore be hiding
from funders as well.

- The potential of organisations is portrayed by the type of disclosures we
make.

Self-selection by organisations

- Unsystematic reporting makes the information less useful for investors to
compare and select best organisations.

- But now, how do the investors compare and select the best organisation
when there is no guideline being followed?

- Investors have to do due diligence to dig up more information especially on
aspects to do with human capital, but how many companies can you do
diligence on?

Screening capacity

Screening through human
capital information

-Human capital information
enhances investment selection.

-Human capital information
helps organisations to separate
themselves.

-Fragmented disclosores
reduces effective selection of
investment choices.
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Table 7.1 continued...

- It [harmonisation] increases credibility of the information unlike in
situations where individual organisations disclose what they want.
-Information can be easily verified.

- It [harmonisation] will obviously increase the accessibility of such
information, making information to be more observed.

Signal fit

- Harmonisation will also increase disclosures among organisations, as
they will benchmark when reporting in the same manner (frequency).

- Harmonisation will mean that information is repeatedly seen in
several organisations.

-The more observed the information is, the more it will become more
relevant to several users.

-Harmonisation enables focused reporting, reducing costs of sending
the information.

Signal diffusion

- Several signals reduce miscommunication.

- It [Harmonisation] makes it difficult to fake as benchmarking can be
done.

- Harmonisation might reduce diversity in reporting.

Signal erosion

- Politics and ulterior motives in reporting derail harmonisation.

- Resistance to change will always be there.

- Lack of consensus by competing stakeholders on what to report.
- It requires a lot of resources and effort from the organisations.

Harmonisation challenges

- The best is to encourage best practice, rather than putting in
regulations.

- The first port of call is setting up a framework to be voluntarily
followed.

- Voluntary disclosures through guidelines would be more appropriate.

Nature of harmonisation

Harmonisation facilitates
signalling

- Harmonisation increases
credibility and accessibility of
information.

-Multiple information increses
relevancy and accessibility of
information.

- Harmonisation reduces faking
by organisations.

-Voluntary harmonisation is
effective in enhancing
signalling.
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Table 7.1 continued...

- Comparisons can be made and investors can easily identify good and | Screening Harmonisation facilitates
bad organisations. screening

-Effective communication helps in selection of better organisations.

-Harmonised human capital information is comparable. Usefulness of harmonised Harmonisation enhances
- Harmonised human capital information is more relevant. information decision usefulness of
-Harmonised human capital gives futuristic information. human capital information
-Harmonised human capital information is more credible.

Having presented the findings from Group 1 of the preparers of corporate annual reports, the next chapter will present findings from Group

2 of the preparers of corporate information, which are The Finance Directors.
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CHAPTER 8

FINDINGS FROM GROUP 2 INTERVIEWS: FINANCE
DIRECTORS

8.0 INTRODUCTION

This chapter present findings from the second group of preparers of corporate
annual reports. This group consisted of Finance Directors of the reporting
organisations. The need to do interviews with this group of preparers arose because
of their role in the disclosure of human capital information. It is this group of
participants who are involved in the final compilation of the annual report which is
then published for external users. They compile information from all the
departments, including human capital information, and then disclose the
information which is considered important by the organisation. This group was
therefore treated as preparers Group 2.

Ten Finance Directors agreed to participate, giving a response rate of 71%. Three
of the organisations whose corporate reports have been analysed declined to take
part, giving reasons of time constraints, sensitivity of the information and company
policy. One finance director who had agreed to participate could not participate due
to time constraints. The same interview guide used for Group | of preparers was

also used for this group (see Appendix B).

The key findings from this group were that human capital information was
minimally and fragmentally disclosed due to the nature of corporate information
disclosure. The importance of human capital information in signalling decision
useful information for investment considerations was acknowledged.
Harmonisation of human capital information was proposed as being necessary in
facilitating signalling and screening to enhance effective investment decision-
making by foreign investors. After brief background information of the participants
is given, the findings from this group are presented using data categories generated

from the participants’ responses.
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8.1 BACKGROUND INFORMATION ON PARTICIPANTS

Group 2 consisted of ten Finance Directors of the participating organisations. Of
these ten participants, nine were males with only one participant being female,
reflecting the dominance of males in this influential role. This is common in most
developing country structures where most influential roles in organisations are still
male dominated due to the nature of the cultural structures where work has been
considered a male role. The views of this group might therefore have been

influenced by male dominated responses.

The researcher established that all the Finance Directors had at least five years of
experience in their current roles, with most of them holding at least a minimum of
a Masters Degree qualification. Most of the participants had several professional
qualifications and were actively affiliated to professional bodies in their field. Also,
most of the participants fell within the 45-65 age group, reflecting the dominance
of middle to retirement ages in this group. The participants confirmed their
involvement in the preparation of the corporate annual reports for external
publication. These participants were therefore in a position to discuss issues
pertaining to the research questions, considering their experience and exposure

within the organisation and within the profession in general.

All the participants in this group occupied top management positions in the
structures of their organisation and reported directly to the Chief Executive Officer.
They had a seat on the board of directors, which could have implications on the
influence they may have on decisions regarding external disclosure of human
capital information. Sentiments of superiority of their positions as heads of their
departments were shared, as also reflected by the office space and a close

positioning of most of their offices in relation to the C. E.O’s office.

Given this background, the findings from this group are presented next, using data

categories generated from the participants’ responses.
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8.2 RESEARCH FINDINGS

8.2.1 Overview of corporate annual reporting

As explained in the previous chapter, the aim of having an overview of corporate
annual reporting was to have background information on the views of participants
and also to make sure that the participants are ready before moving on to the major
questions specifically focusing on human capital reporting. With the same set of
questions having been used with these two groups of participants, the same

presentation format is also followed.

8.2.1.1 Reasons for corporate annual reporting

Participants in this group observed that corporate reporting was done to comply
with the regulations, to communicate with stakeholders for them to make informed
decisions, to adhere to good corporate governance and to attract funding. In as much
as these reasons for corporate reporting were cited, most of the participants were of
the view that regulatory compliance and the need to communicate with stakeholders

were the major reasons behind such reporting.

Some of the participants who were of the opinion that corporate reporting was done
for compliance reasons argued:

Because we are listed on the Zimbabwe Stock Exchange it is therefore
mandatory for us to report, as such, we do it as one of the listing
requirements. We mainly report not because it is best practise to do so, but
we do it because we must comply with the regulation (INS2 FD, 12:1).

Mainly we do it because it is a legal requirement. We are a banking
institution and we report to the RBZ. We are also a stock listed company, as
such; we prepare these reports, as per the listing requirements. We
therefore report to fulfil legal requirements (BNK3 FD, 15:1).

The listing requirements of the Zimbabwe Stock Exchange require us to
periodically report on the activities of the hotel to its shareholders,
stakeholders and the public. Failure to stick to prescribed reporting
guidelines, the auditing of other organisation’s financial performance and
risk profile and governance issues, has serious repercussions to the
company that include delisting and heavy penalties for non-compliance
(TR2 FD,20:1).

For us we are a listed company, so, whether we like it or not it’s a matter of
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regulation. We are required to report (TLC FD, 3:1).

Most participants further articulated that, in as much as they follow regulations they
also do corporate reporting to communicate with stakeholders. These participants
responded:

Essentially the reason why we report is to give information to our
stakeholder, on how the institution has been doing. At the moment we are
reporting half yearly and also reporting at the end of the year (BNK1 FD,
2:1)

We have to advise our shareholders what is happening in their company
and the only way to do that is through the annual report, that’s when they
can know and understand what is happening in the company and where we
are going (TLC FD,3:2).

There are several reasons, but it is largely to provide information to various
users and the users come in various forms, which include the current and
potential shareholders, the regulators, customers and even competitors
(INS2 FD, 10:7).

We report to inform our shareholders both current and potential
shareholders on the performance of the organisation, during the reporting
period, which is usually done yearly... We also make use of this report to
communicate any other vital information, which might be important to the
stakeholders (TR1 FD, 7:1).

Whilst compliance reasons compel these preparers of corporate reports to report on
the activities of the organisation, it is worth noting that such reporting is also done
to communicate with the stakeholders. The need to communicate with these
stakeholders indicates that these preparers of corporate reports perceive the
corporate information to be vital to the external users, as it aids in decision-making.
Some participants commented that:

Corporate reporting has to be done because the company is owned by
shareholders and the shareholders need to know what is happening in their
company and they need to know the sort of decisions that they will then make
given the information they would have gotten from us (TLC FD, 3:3).

Information is given to allow users to make decisions and decisions maybe
made from various perspectives depending on who the user of that
information is. But the main issue is that we provide those reports for
decision makers and whatever form and for what purpose they may require
the information for, the essential reason is to provide information for
decision-making (INS2 FD, 10:8).
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Other participants observed that they also provide corporate information so that
they adhere to good corporate governance principles. These participants’ responses
were:

For our bank, I think we are prepared to embrace good reporting standards.
Well, we have no choice available because we also have to adhere to good
corporate governance principles if we are to survive in this industry. That
iIs why you realise that some of the information we further disclose has
nothing to do with the legal requirements, but we do it for good corporate
governance. This is a bank, and adherence to good corporate governance
gives assurance to the stakeholders that the company is run well (BNK1 FD,
2:55).

However, naturally because of corporate governance, we need to report
such information that we show our transparency as an organisation (BNK3
FD, 15:2).

These findings indicate that besides regulations, corporate governance principles
also influence the reporting practices of these organisations. This may explain the
reasons why most information which was disclosed under voluntary information
was also revealed from the content analysis, to be related to corporate governance.
It must be noted that these sentiments were expressed mainly by participants from
the banking sub-sector, which may indicate that corporate governance issues are

considered very important in the banking sector.

A few other participants supported the point about attracting funds and explained:

For the sake of getting funding, we also report corporate information such
that the potential funders can assess our suitability for such funding (BNK4
FD, 18:19).

We also report such information because it is a marketing tool for investor
relations. Potential investors might therefore be attracted to the company
through such disclosures (INS1 FD, 12:2).

From these reasons for corporate reporting, it may be inferred that these preparers
perceive the information to be useful to the external users, giving them the reason
to disclose corporate information. Mandatory reporting appears to play an
influential role in corporate annual reporting, which might suggest that such

information is very useful for it not to be reported, hence, enforcements are also put
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in place to make sure that the users get the information to make informed decisions.

8.2.1.2 Major stakeholders targeted for corporate reporting

Having explained that corporate reporting is also done to communicate with the
various users of corporate information; most participants were of the opinion that
there are some major stakeholders which the preparers of the report specifically
target for their reporting. Thus, in as much as other users also benefit from the
corporate report, the participants argued that their major stakeholders were the
current shareholders, the investors and the regulators. Some of the participants
revealed this by saying:

Our main concern is on whether the information has reached to the major
groups, which are our shareholders, potential investors and regulators.
However, the report is used by various users, and, once the report is out, it
then serves as a useful source of information for all our stakeholders (TLC
FD, 3:7).

In terms of the reports we are producing at the moment, the emphasis has
been on shareholders, both current and potential and then the regulators,
as you know we are a listed bank. Other stakeholders like tax authorities,
the employees, and customers, and even competitors also then can access
the report for their own purposes (BNK1 FD, 2:2).

Well, we look mainly at our current shareholders, who are the owners of the
entity, potential investors, our regulators, creditors, and then also
employees, labour unions, government, suppliers, and our customers. So,
you have got a broad range of people that you report to, each one will find
their kind of information within those reports and they then make their
decisions based on the information that they get. They may not be interested
in the rest of the report but find information that is relevant to their needs
(INS2 FD, 10:14).

There are some participants who were of the view that their major objective was to
communicate with the current owners of the organisation, who are the shareholders,
then all other stakeholders would be considered as secondary users. These
participants’ responses were:

These reports are primarily used in communicating with our shareholders,
but there are also several other users like potential investors, government,
regulators and even people who want to do research on our organisation.
Corporate reporting is therefore for quite a number of audiences (INS4 FD,
13:1).
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Mainly we use it to communicate with our shareholders, as it is also
mandatorily required to do so by the Companies Act, but ultimately the
information is also useful to other users like potential investors and
financial analysts (TR1 FD, 7:2).

While the current shareholders are considered the dominant stakeholder in the
provision of corporate information, the study also revealed that investors form one
of the core stakeholders whom that the preparers of the corporate reports have in
mind when communicating corporate information. The information needs of these
investors are therefore taken into consideration when organisations prepare their

corporate annual reports.

8.2.1.3 Regulations influencing corporate reporting

The dominance of compliance with regulations, as one of the major reasons for
reporting, revealed that regulations have some considerable influence on the
reporting systems of organisations. Some of the regulations cited as having
influence on reporting are the Zimbabwe Stock Exchange listing requirements,
International Accounting Standards, Companies Act and the Reserve Bank of
Zimbabwe’s guidelines. Participants’ explained:

The Zimbabwe Stock Exchange is one of our major regulators. We also have
the International Accounting Standards (IAS) where we are required as a
listed bank to conform to the rigorous demands of accounting and financial
reporting. Today, we must also be very cognisant of issues of corporate
governance that implore upon companies to report on their activities and
have in place sound and solid systems, policies and practices in how
organisations are governed. The recent gazetting of the National Code of
Corporate Governance in Zimbabwe by the RBZ sets the tone on reporting
requirements and expectations on company boards and how managers
conduct their daily activities (BNK4, 18:3).

We are a listed company, so our reporting requirements are stipulated by
the Zimbabwe Stock Exchange and the Securities Commission of Zimbabwe.
We now also have our own code on corporate governance, which means
that as a nation we are progressively moving towards adopting
internationally accepted governance standards (TLC FD, 3:14).

We have the International Accounting Reporting Standards which play a
very significant role in what sort of information comes out, and the
corporate governance standards as well. Regulators include the Zimbabwe
Stock Exchange, the Securities Commission of Zimbabwe, Hospitality
Association of Zimbabwe, Reserve Bank of Zimbabwe, ZIMRA, and other
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statutory bodies (TR2 FD, 20:5).

The International Accounting Standards guides us on the kind of
information we should provide in terms of reporting, so we don’t decide on
what to report when it comes to certain information which is regulated
(INS2 FD,12:5).

Even though guidelines on corporate governance principles are not legal
regulations, they seem to influence the reporting practices of the organisations.
Evidence from this group indicates that participants also adhere to good corporate

governance principles.

8.2.1.4 Dominant information in the corporate annual reports

Giving their opinions on current reporting practice, all the participants agreed that
financial information was the most reported information in corporate annual
reports. The relevance of such information, the influence of regulations and the
historical development of the corporate reporting system were cited as the major
reasons behind the dominance of financial information in the corporate annual
reports. Responding on the relevance of financial information, participants
contended:

Our main reporting is on finance because the main asset put by the investor
is the finance, so we report on this information. There will not be any
reporting if we do not report on financial performance of the organisation.
We believe that the users need that information most (INS4 FD, 13:7).

Financial information is quick to grasp as these will mostly be figures, as
such we give more of such information and users find it more useful in
making informed decisions. Financial information is more objective and
reliable in assessing the position of the organisation (TLC FD, 3:12).

Users want more of quantitative information that is why we provide this
information (TR2 FD, 20:4).

Demand of information determines the supply side. The more the
information is demanded, the more we provide it. This is the current
situation in our reporting space; users demand more of financial
information than any other information. Maybe that is why this information
is even mandatorily reported (BNK3 FD, 15:7).

Commenting on the influence of the regulations on financial reporting, some
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participants responded:
Currently, the focus has been mainly on financial information, which is
obviously required by the law (TR1 FD, 7:10).

Financial reporting is a requirement through regulations; as such you will
find that this information is always reported to abide with the regulations
(INS2 FD, 10:4).

With financial reporting, we have to report because it is also a legal
requirement; we have no choice when it comes to such information, unlike
with voluntary information which becomes an issue of what we want to
report in any given period (BNK4, 18:5).

Similarly, some participants pointed to the issue of the historical development of
corporate reporting, where traditionally the focus has been on financial information
only. Thus, these preparers were accustomed to, and continue to focus on, the
disclosure of financial information as this is the information which has been
reported on, since the initial development of the corporate reporting system. The
participants observed:

Well, 1 think it must have been because of the development of the corporate
reporting itself. Because it was initially financial reporting only, so the
emphasis was purely on financial information, with the assumption that all
the stakeholders are interested in just the financial aspects of the business.
I think previously, most of the information being voluntarily disclosed now,
was not considered important in terms of reporting (BNK1 FD, 2:5).

I think traditionally as organisations, we have tended to report on financial
information, as reporting was initiated from this area (TR2 FD, 20:7).

Otherwise the emphasis when we look at public reported information from
corporate reports is largely on financials as we are used to reporting on
this information from way back (INS2 FD, 10:3).

While it is evident from these responses that regulations and the development of the
reporting system have influence on the disclosure of corporate information, the
participants revealed that the relevance of the financial information to the users

greatly shapes the high levels of disclosure on this information.

8.2.1.5 Important information for decision-making

The views of most participants were that financial, governance and human capital
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information in their sequential order of importance were the most important
information that could be provided to the users of corporate information. To support
this assertion, some participants explained:

I think financial capital is more important because at the end of the day,
what we need in the organisation is the profit and such profit is represented
well by the financial information (TLC FD, 3:17).

I think financial information comes first because you cannot talk of running
any business without it (BNK3 FD, 15:7).

As a finance person, my bias is towards quantitative types of information.
As such financial information is key in showing the potential of an
organisation. With financial resources, the bank can leverage on this
capital to acquire other resources such as human capital and can also invest
in relational capital. These are more qualitative aspects that are dependent
on the hard capitals (BNK4 FD, 18:8).

Financial capital is obviously important, then governance where you look
at the structure of the organisation from the board to the management of the
company; that is who manages and how the organisation is managed (INS4
FD, 13:5).

I would prioritize financial information and corporate governance issues.
Financial indicators are important because every investor looks at the
numbers in pouring money into the business. There is specific information
that needs to be flagged such as return on investment (ROI), payback period
(PBP), internal rate of return (IRR) etc. Then | would also look at the
management behind these numbers (BNK4 FD, 18:7).

Governance details also need to be prioritised as information from
structures becomes the foundation that builds the confidence of the investors
in ploughing new capital into the organisation (TR2 FD, 20:7).

Human capital is also critical because it doesn’t matter whether you put in
a billion or a million, if it’s not managed and turned into productive value,

you can easily loose it in this sector (BNK1 FD, 2:13).

This sector also relies more on the skills and competences which resides in
people, so without them, finance alone will not suffice (BNK3 FD, 15:7).

Our key assets are the human capital, and then financial capital, why,
because this is an industry which is driven by people (TR1 FD, 7:8).

Whilst human capital is also considered an important capital in the performance of

an organisation, this group of participants seem to give more attention to financial
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and governance information.

8.2.1.6 Information needed by investors

Having acknowledged that potential investors are also considered as users of
corporate information, the findings from this group of participants revealed that
investors are interested in both historical and futuristic information. Their argument
was that such information allows investors to have a balanced overview of the
performance of an organisation. Some of the participants argued:

For potential investors, they would want to see how the company is
performing and get some indicators on how it is likely to perform in the
future. Because for these investors to put money in the organisation, they
would want to see how has the company performed and its potential for
future performance. Futuristic indicators are new areas of reporting which
are becoming essential as investors are also seriously considering such
forward-looking information (INS4 FD, 13:2).

So whilst investors are interested more in the future capacity of the
organisation, historical information remains particularly important
because it provides certain landmarks in the history of an organization and
also helps decision-makers to extrapolate certain information for that very
same past in order to try and project the future (BNK FD, 15:4).

They want to see how the organisation is performing and its likely future
performance (TR1 FD, 7:4).

These users are now realising that all contributors of value creation are
essential in understanding the position of the organisation. As an
organisation, we are now even asking ourselves: Can we not disclose
information relating to all these value contributors in the organisation?
(BNK1 FD, 2:54)

Human capital, having been considered too as an important capital, also provides
forward looking information. If these investors are perceived to find futuristic
information relevant and useful in decision-making, the provision of human capital
information might therefore assist investors in making informed decisions with

regard to the reporting organisation.

8.2.2 Human capital information disclosure

As mentioned in Chapter 7, the purpose of follow-up interviews, having done
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content analysis of corporate reports was to understand the reasons behind human
capital information disclosure in corporate annual reports and to understand if
preparers of corporate annual reports find such information disclosure adequate and

relevant to foreign investors as one of the users of such information.

8.2.2.1 Reasons for human capital information disclosure

Responses from the participants revealed that this group of preparers of corporate
information discloses human capital information to help the users make informed
decisions, to show the potential of the organisation, to embrace new changes in
reporting, and to increase transparency of the organisation. In portraying that most
of these preparers disclose human capital information for decision-making by users,
some of the participants responded that:

The reason why we disclose human capital information is that we want these
investors to be able to assess the organisation and make decisions for
investment before they even come to enquire more about investment
opportunities in the organisation (BNK1 FD, 2:30).

We want these investors and other users as well, to make informed
decisions. Whilst human capital information is not considered in isolation,
they use information on human capital information with other factors like
finance, legal environment and so on, to make decisions (INS4 FD, 13:20).

Yes, it is very relevant to them, especially when making investment
decisions. | think more disclosure might be helpful as it will also protect
investors and the public from making wrong decisions (BNK3 FD, 15:13).

We give them such information because we understand they use it to their
benefit. Investors in most cases look at wage minimums and the flexibility
of labour laws; that is the ability to hire and fire when market conditions
dictate. If labour is cheap and is readily available, investors use this
information to make investment decisions (TR2 FD, 20:16).

It is therefore inferred from these responses that these preparers of corporate reports
perceive human capital information to be decision useful to foreign investors; as

such they provide the information for decision-making purposes.

Other participants believed human capital information is necessary in portraying
the value creation capability of the organisation. Their argument was that investors

are interested in understanding the future potential of the organisation. These
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preparers therefore disclose such information to give some insight into the potential
of the organisation. The participants explained:

As | initially commented on its strategic importance, human capital is core
in this industry and the potential of the organisation lies in the human
capital of the organisation (TR1 FD, 7:14).

The human capital we are talking about, we disclose it to give the investors
some confidence, that though we have these financials that we give you year
in year out, we also have a sound team that is driving the organization so
increasing investor confidence in the capability to attain future performance
(INS2 FD, 10:24).

Well, human capital information is very important in decision-making. |
think we have to look at it as the pillar of the organisation, and that is why
we give out some of the information we think is useful to the users. The
service organisation can’t do without people. I know in some industries,
some organisations may say they can do with minimal people, but with the
service organisations, because we are offering a service, HR contributes
significantly and when you look at our costs 40%-50% of our costs are HR
related, it just shows the extent to which the organisation relies on human
capital (BNK1 FD, 2:28).

So, in this industry, the people skills in your organisation are the business
(TR1FD, 7:7).

From these responses, the perceptions of the participants are that human capital
information communicates valuable information about the potential of the
organisations. However, besides disclosing human capital information for decision-
making purposes and to show the potential of the organisation, most of these
participants further articulated that they were also responding to the changing
information needs of the users of corporate information. Some of the responses
from these participants were:

I think it is because the reporting environment is changing, just like
technology is changing rapidly. There is now a huge movement in all these
stakeholders in terms of information requirements and that puts pressure on
organisations in the way we are reporting that information. Emphasis on
equality through gender based movements has changed over time you know,
and also issues in terms of management transparency have also changed
over time. This therefore shifts the focus in terms of information
requirements by the users where qualitative information is also becoming
more relevant (BNK1 FD, 2:56).

There has been a move towards integrated reporting over the years. This is
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in recognition that users are now focusing on more than financial
information. Responsible authorities are already coming up with a standard
for the integrated report. So once the standard is there and it’s compulsory,
we will have no choice but to disclose more of such information. So, it might
be voluntary but there is an indirect coercion. So, we are already shaping
up as we move towards integrated reporting. As a company, we are already
producing the integrated report (TLC FD, 3:15).

Mind you, there are changes which are happening in the reporting space,
and we have been traditionally accustomed to financial reporting only. But
things are changing and we must embrace such change (TR1 FD, 7:11).

These responses imply that human capital information is becoming more relevant
and useful as the information needs of users are evolving due to the changing
environments. In line with the changing information needs of users, one participant
brought in the issue transparency of organisations becoming more vital in the
reporting space, explaining that:

I think maybe information like this would result in certain changes. For
instance, if we use the PSMAS example, oh, those figures were outrageous
and when we all read them in the newspaper we were like, what? How can
some people be paying themselves something like this? | can imagine if that
sort of information was coming from an annual report, it may not even have
happened because somebody would know that, it’s a matter of months
before this comes out. I don’t think anyone in their right senses would have
been awarding themselves a package like that, knowing that it would come
out in the annual report. The need to curb such problems is seeing the
reporting on human capital information and other information as well,
being pushed for (BNK2, 4:35).

This participant’s argument is that more disclosure of human capital information
might reduce some moral hazard problems in organisations when these

organisations become more transparent about their operations.

From these various reasons of disclosing human capital information, the overall
perception being brought out is that this group of preparers perceives human capital
information as becoming relevant and useful. These preparers therefore make such
disclosures to assist foreign investors in making informed investment decisions
while at the same time responding to the changing information needs of the users

of corporate information.
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8.2.2.2 Adequacy of human capital information disclosure

The evidence from the content analysis having revealed that most human capital
information was minimally reported, and also reported in a fragmented manner, the
researcher obtained from this group of preparers their views on the adequacy of
such information to the users. The data reveals that there are some mixed views on

whether human capital information was adequately disclosed.

Some of the participants acknowledged that human capital information disclosure
is still not enough for the users. Responses from some of these participants were:

On human capital information disclosure, | think we must decide as an
organisation, I am not saying we don’t place importance on human capital
as a resource. It is key and we make sure that we have key and important
people in those positions; that is given, but in terms of reporting | am afraid
there is a serious gap. Sometimes we think we are doing the right thing, but
sometimes we need an external factor to say guys the world has changed.
Probably that’s why these investors have to ask a lot of question when they
come to do due diligence. If we were probably providing such information
they wouldn’t ask a lot (BNK2 FD, 4:6).

There has not been particular emphasis coming out of published financial
information about human resources if you look at most annual reports for
listed companies you barely find sufficient information that relates to human
resources - obviously the bias has been towards financials. I think there is
scope to improve in that area, as an organisation we do acknowledge the
importance of human capital, it’s just that it has not been publicly reported
other than some of those areas | have cited as examples (INS2 FD, 10:3).

I think additional disclosure is required on most human capital items. Issues
such as remuneration systems, labour practices and recruitment policies
are currently not available in our reporting. That might be one of the
reasons why we get low funding, because our reporting standards are very
low, compared to what investors are used to, in their own home country
(TR1 FD, 7:29).

There is a difference in terms of the annual report, between what we disclose
and what we do. What we do internally that’s where we give detailed
information on management reports, focusing on internal issues which we
don’t report because the information is not for public consumption. The bulk
of intangible assets information is not available to everyone else; this is also
because such information is also not tangible enough to really talk a lot
about (BNK1 FD, 2:29).

Some participants however felt that what they are currently reporting might be
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adequate for the users to make informed decisions. Their responses in this regard
were:

We give the information that we think is relevant and useful to these
investors. That is why we focus on the top management who give direction
to the organisation. So such information | assume is enough, given that this
is discretionary information that we give them (BNK3 FD, 15:16).

We therefore try to summarise and give information which we think is vital
in terms of people. The bulk of the information will remain in the internal
management reports, for management purposes as we think that it is not for
public consumption (TR2 FD, 20:14).

We voluntarily disclose what we feel is pertinent to disclose. For example,
we say look, management qualifications are always readily available, we
can cut out on this and focus on this, but I really do not think that it is
because we are quite certain on what users want, so from that perspective,
I would say what we are disclosing is adequate (TLC FD, 3:37).

While some participants believed they give what they think is important, the fact
that they were also not sure of the adequacy of such information suggests that the
investors might not be getting enough of the human capital information. This was
supported by some of the participants who acknowledged that the current
disclosures on human capital information were not adequate. The general
perception from most of these participants was that the human capital information

being provided might not be adequate for users to make informed decisions.

8.2.2.3 Reasons for minimal human capital information disclosure

With participants having acknowledged that human capital information might be
inadequate for users to make informed decisions, reasons which might be leading
to minimal disclosure were also revealed by these participants. The major reasons
were the strategic importance of human capital information, human resource
department not providing the information, human capital not demanded externally,
fear of giving away negative information, and lack of reporting guidelines. The cost
associated with human capital information disclosure, culture of secrecy and lack
of awareness on the importance of disclosing human capital information were also

highlighted but not significant.
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Most participants were of the view that human capital information is not disclosed

in corporate reports because such information is of strategic importance. Thus, the

organisation would not want to expose its sources of competitiveness, resulting in

minimum disclosure. Some of the responses in support of this view were:

I’'m saying, some of the information then, might be competitive in that it has
competitive edge implications. So, that’s why we just stick to the minimum
requirements. We know and we are aware that everyone else is holding to
their information, especially for private companies, they benefit from
disclosure of public listed companies, whilst they do not disclose such
information themselves. So we also try to protect our organisations by not
disseminating competitive information, especially if it is voluntary in nature
(BNK1 FD, 2:40).

We would not want to give away our strategy. So, such reporting must be
balanced. Private companies are not reporting such information, so why
should we report? There are big companies like Unilever, what they do is
that they just file their financial statements with the Registrar of Companies
(TR1 FD, 7:13).

As an organisation, we also want to restrain giving away sensitive
information about the organisation. Some of the information should always
remain internal for competitive reasons. As an organisation, we would not
want to publish beyond minimum, so normally what we do is we publish
mostly the required information, and as well as that information that we
think will not bite us back. Even when the auditors are checking, they check
our compliance to the requirements (INS1 FD, 12:7).

Some participants further argued that the human resource department is not

providing the information deemed relevant for external reporting. Their responses

Were:

That information which is there was decided long back, but there haven’t
been any approaches from the HR to say this is important for disclosure in
the annual report. As the compilers of such information, we might not see
the need for the disclosure of such information, as professionally, the area
is also not technically our area of speciality. We therefore focus on what we
know most, and the standardised reporting (BNK1 FD, 2:27).

| also feel the HR practitioners are passive because if they were active, they
will be pushing for such information to be included. Other professionals are
pushing for their information to be included in the corporate reports. For
HR, there seems not to be any arm to push for the reporting of such
information. The organisation becomes reluctant in reporting and only that
information, which has advocates behind, will see its way into the report.
Look at how information on corporate governance is being reported. But it
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did not start way back. Look at the environmental reporting; all these are
areas where advocates had to push for such information to be reported are
seeing such information getting through into annual report (TR1 FD, 7:33).

Internally are they providing such information for the organization to
choose? Maybe there is nothing to report because there is nothing relevant
coming up from the relevant department? Year in year out we seem to be
reporting on almost similar things, so we end up just duplicating that last
annual report when it comes to this area. Any pertinent updates can then be
found on our company website (INS2 FD, 10:48).

So, lack of awareness of the importance of human capital information, may
be one of the challenges. The HR professionals should guide us on this.
These new areas of reporting, especially on these intangible assets, are just
coming in. We are more conversant with reporting tangible assets which
have material value, and even our reporting systems are crafted in such a
manner (BNK2 FD, 4:11).

Another reason articulated by most participants on the minimal disclosure of human
capital information was to do with the lower demand of non-numeric information
externally, as they perceived that information to be internal information for
management and operational purposes. These participants argued that:

With financial statements, users can make a comparison that is why maybe
there is also that demand for financial information by the investors. We do
our comprehensive reports internally, and then give out the financial
implications externally. |1 do not think the value creation process is of
necessity externally as it can be easily displayed by the financial outcomes
(BNK1 FD, 2:49).

That’s what will come out more. More numbers let us be convinced that
there is a return for taking this investment decision, there may be no mention
of human resources at that particular point, as such information becomes
mostly internal information (INS2 FD, 10:19).

Businesses means numbers, systems and controls. Human capital reporting
must embrace a quantitative nature for it to influence business strategies.
There must be a link between human capital information and the business
bottom line that is beyond doubt if such information is to be of value
externally. Investors are interested in business; as such they also want
information that talks the business language (TR2 FD, 20:29).

Some of the participants, however, raised issues to do with fear of giving away
negative information about the organisation. They argued:

But because we are human beings, it’s not so easy to disclose something
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which will paint a bad picture to the organisation. The choice is obvious, |
will choose that which favours and portrays a better picture of the
organisation. If certain disclosures will not cast us in the right sort of light,
we may decide not to do that (TLC FD, 3:47).

What is a selling document? A selling document you are taking the positive,
possibly of yourselves, right? And the negatives could be there but because

you are selling, you can’t start highlighting those unless it’s regulatory
(INS1 FD, 12:20)?

Other participants further raised the issue of lack of reporting guidelines, as

perpetuating minimum reporting of human capital. These participants contended

that:

The only problem is that there is no prescription to such information. We
just give the information that we think is necessary. If financial information
IS no longer adequate, then other types of information, if relevant, should
also be reported on. There should therefore be some guidelines on how to
report such information. That’s why I was saying if there were Human
Resource reporting standards, maybe human capital information could
easily find its way into the corporate board, and finally into the annual
reports, but at the moment there is basically nothing to talk about (BNK1
FD, 2:23).

If not regulated and with no reporting standards to follow, I may not even
put it. I still get away with it but still have an annual report (INS1 FD,
12:24).

It becomes discretionary information which we choose on whether to report
as there are no guidelines to follow (INS4 FD, 13:14).

These various reasons given by participants confirm the outcome of content

analysis that human capital information is not adequately disclosed in corporate

annual reports, creating information asymmetry with the users of corporate

information.

8.2.2.4 Fragmented human capital disclosure across organisations

All the participants believed that the reporting of human capital information was

different from organisation to organisation. The main reasons for such fragmented

disclosures pointed to the lack of guidelines in human capital reporting, lack of

regulations to enforce what was to be reported, lack of human resource professional

activism and the difficulties in reporting qualitative information in a similar
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manner.

Lack of reporting guidelines was viewed as a cause of fragmented reporting across
organisations. Some of the responses from these participants were:

We disclose what we feel is enough, why we do that is because this
information is voluntary and there are no guidelines to follow (INS4 FD,
13:24).

Perhaps if there was a guideline to say this is what you should disclose from
the HR perspective, and then the disclosing of such information will be
easier, but as we speak, there are no guidelines, as far as | know. We just
disclose the information that we think is necessary. There has been less
effort put in coming up with the metrics for human capital information
disclosures (TR1FD, 7:27).

Unlike with the financial reporting where we specifically follow set
standards, we give the information that we want to give when it comes to
this type of discretionary information. With such a reporting system, you
will find that there are variations from organisation to organisation, as
there are no guidelines to refer to (BNK3 FD, 15:21).

Some participants noted that human resource professionals were not being active
enough to make sure that human capital information is reported in a harmonised
way. These participants were of the view that there is lack of activism from these
professionals, who are internally mandated to report on the activities of the human
assets. The participants’ responses in this regard were:

| also believe that it is the role of the respective professionals from different
professional fields to make sure that information coming from their side is
disclosed in a quality way. But as it stands, it also looks like the HR
professionals are not active enough when it comes to this area. Many
activist groups are pushing for better disclosures of various kinds of
information. Look at corporate governance, environmentalist, financial
reporting, all these are pushing for better and organised disclosure of
information which falls in their professional lines. The HR people should
also do the same (TR1 FD, 7:29).

If we are to talk about financial information, there are some set standards
coming from the financial accounting bodies. These were developed by the
professional bodies. I think that is lacking from the human capital side. We
are not seeing anything from the IPMZ for example (BNK2 FD, 4:18).

The HR people should also be active advocates in coming up with the HR
reporting guidelines. They are the people who know better about this
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professional area. If they cannot push for the guidelines, who else can be
more interested than them? That is why you realise that ultimately that
information which is better organised will always be given more priority.
That is why we are always pushing for quantitative information from HR;
as such information is easier to report (BNK4 18:26).

Some participants argued in terms of the regulations where they pointed out that the
lack of regulatory enforcement in the disclosure of human capital information led
to such fragmentation. They argued that:

Without mandatory enforcement in terms of law, organisation will always
report on what they want. There must be a regulatory body to control such
disclosures if the unsystematic reporting is to be reduced (TLC FD, 3:32).

My view is that the lack of regulations on such disclosures leads to
fragmentation in reporting. As an organisation we usually focus on our
strength and neglect the weaknesses. So, without controlled reporting, then
every organisation will try to report on those areas they do best, to the extent
of reporting nothing when there isn’t anything worthy to report. So, such
information will always vary amongst organisations if not regulated (INS1
FD, 12:39).

Other participants further outlined that human capital information was qualitative
in nature, and therefore to disclose such information in a uniform manner was
difficult as people explain human capital information items differently if the
explanations are in a narrative form. Their responses were articulated as follows:

The information is primarily qualitative in nature and sometimes coming to
the form of reporting for everyone may be difficult. That is why we have
always been advocating for the development of quantitative ways of
reporting the contribution of human capital information to the bottom line
(TR2 FD, 20:15).

I am also of the opinion that it is difficult to come to report qualitative
information in a similar manner. Unlike the financial information, issues of
people management vary differently depending with the thrust of the
organisation. That is why we might be seeing these differences in such
disclosures (INS2 FD, 10:22).

These various responses from the participants reflect that human capital
information is reported in a fragmented manner. However, such fragmentation in
disclosing human capital information might worsen the information gap between

the providers and users of corporate information.
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8.2.3 Human capital information asymmetry problems

Evidence from the group indicated that the lack of adequate human capital
information by might cause information asymmetry problems. The main problems
highlighted by the group were bad investment selection and opportunistic behaviour

by organisations.

8.2.3.1 Risk of bad investment selection

The argument put forward by the participants was that information is powerful in
decision-making, and if decisions are made without the necessary human capital
information, then wrong and uninformed decisions could result. Some responses
from the participants were articulated as follows:

If these investors make decisions without adequate information, the chances
of making a wrong decision will also be high. Some human capital
information is important in aiding investment decisions, and that is why we
provide it to them (BNK1 FD, 2:28).

In as much as this information is not as important as the financial
information, it also gives some indicators on the potential of the
organisation, and without it, investors might invest in less profitable
organisations. That is why you see most of them make effort to do due
diligence in a way to unearth some of the hidden information on this human
capital asset (TLC FD, 3:20).

It is this type of unique information that might then differentiate bad and
good organisations. If these investors are not previewed to it, they may not
choose investment opportunities from a well-informed position (INS2 FD,
10:18).

This information communicates the cost implications of an investment,
having such information enables the investors to make sound choices and
avoid investing in bad investments (BNK4 FD, 18:14).

I would say deciding with less information always create uncertainties in
investment decisions. No investor would want to risk investing in a wrong
organisation (TR1 FD, 7:26).

8.2.3.2 Opportunistic behaviour
Participants discussed the use of human capital information advantage to further the

interests of the organisations as the more informed party and contended:
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We avoid reporting negative information for us to get the funding (BNK3
FD, 15:26).

Why voluntarily reporting negative information when we want to lure these
investors? (TR2 FD, 20:32).

The investment environment is like a game where you use information to
your advantage, so as organisations we also do that (INS4 FD, 13:1).

Neither do these investors also put their entire cards on the table, so we also
do not easily reveal our information to protect the organisation. They will
have to get this information under non-disclosure terms (INS1 FD, 12:16).

Some of these potential investors will ultimately be competitors, so we try
to safeguard the interest of the organisation by being selective to this
information (BNK1 FD, 2:28).

The findings from this group also suggest that human capital information
asymmetry causes asymmetric information problems with foreign investors.
Information asymmetry has the potential of creating adverse selection and moral
hazard problems where foreign investors make bad investment decisions due to
inadequate and unorganised information. The minimum and fragmented disclosure
of human capital information might lead the investors to make bad investment

decisions.

8.2.4 Solutions to human capital information asymmetry problems

In literature, signalling and screening have been proposed as the main ways of
dealing with information asymmetry problems. Findings from the participants with
regard to the ability of human capital information disclosure to help in signalling

and screening are presented in this section.

8.2.4.1 Signalling human capital information

The evidence from this group reveals that human capital information signals
different kinds of information to foreign investors. The signals that are sent by

human capital information are presented in this section.

Most participants felt that information on the board’s qualifications and
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experience communicates the capacity of the board to give direction to the
organisation. Some of the responses in this regard were:

First of all, you are looking at the board of directors which is the highest
level in an entity and say who is providing leadership direction in there. You
are looking for their experience, their qualifications, their integrity and
often also their independence in order to provide independent judgment in
the organisation. Information on these people brings out their ability to give
direction to the organisation (INS1 FD, 12:6).

I would say that investors may want to look at the top of the organisation to
see if the leaders, let’s say at board level like the chief executive officer and
others are they sufficiently qualified. Are they credible people in the
market? We have had several cases where the credibility of certain people
has been doubted. What | am saying is the investors out there would look at
this board line up and say I think these are people that are clean and have
the right skills and qualifications to give direction to the organisation. Then
they would be comfortable to put their investment where they have
confidence in the leadership (INS2 FD, 10:30).

As an institution, we realised that if we get the governance aspects of it
wrong, then even the profitability is affected. So, we make sure that our
corporate governance in terms of the board is well compliant as these
people are the face of the organisation (TLC FD, 3:31).

If you invest in a company, you ought to know who is running that company.
The board is not involved in the day-to-day management but they are
involved in the overall management of the institution. They are the ones with
the responsibility to give direction to the institution. They are the ones with
the responsibility to select the executive management (BNK4 FD, 18:22).

Several participants observed that information on top management’s
qualifications and experience communicates the capacity of the management to
execute the strategy. Some of the responses in this regard were:

In terms of qualifications, skills and experience of our top management, we
would want the investors to have confidence in the organisation, where they
will be assured that the people who are managing the organisation have got
the capacity to execute the strategy. It is through this information on their
profile, where you see the credibility of this management. The human capital
is therefore important because without credibility, the company can just go
down and fail (BNK3 FD, 15:10).

Information on the qualifications and experience of top management shows
some form of pointers to the capacity of the management to drive the
strategy. This information is important to the investors as it will indicate the
capability of stewardship, that is, whether these managers will be able to
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grow the investors’ money. Stewardship indicates the extent to which the
management is ready to work for the best interest of the investor (INS4 FD,
13:11).

Anyone would want to know about the skills, qualifications and experiences
of top management if they are to put money in that company. Investors want
to see the skills driving the company. What gives the integrity of the
company are the people running it (TR2 FD, 20:19).

Some participants further articulated that such information communicates the risk
associated with the investment. Thus, the participants argued:

The main reason behind such reporting is to show the character of the
people who are running the organisation. This creates some confidence and
some form of security on the investors as they invest their money in the
organisation (BNK3 FD, 15:8).

The credentials of this management will therefore communicate the security
of the investment. Ultimately, these are the people who run the organisation
and make policies for the organisation. They therefore direct the
organisation in a certain way (INS1 FD, 12:10).

Some participants explained the importance of employee skills in communicating
the capacity of the organisation to succeed as follows:

The issue here is about the sustainability of the organisation. The success
of the organisation is dependent on its people, and of course with other
resources. Labour has always been a key factor in company performance.
So, if the skills are there, then there is stability within the organisation in
terms of achieving its goals. So, in this industry, the people skills in your
organisation are the business as | have indicated earlier on (TR1 FD, 7:18).

Information on the experiences of key staffs their skills and competences are
important to foreign investors as these indicate the capacity of the
organisation to deliver good performance (BNK1 FD, 2:15).

Skills levels and other soft issues are also important as they point to issues
of integrity, stability and all that (TR2 FD, 20:17).

The competencies of our top management and technical staff, which we call
key employees, are crucial in making investment decisions. These
communicate the capacity of the organisation to execute its strategy (INS4
FD, 13:18).

From these responses, it can be said that information on the qualifications, skills

and competences of the organisation are important in understanding the capacity of
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the organisation to bring about good performance. Without this information, the
investors might find it difficult to make informed decisions about the organisation.

Similarly, regarding the need to communicate the potential for future performance,
a participant contended that training and development initiatives communicate
the attitude of the organisation in terms of investments for future performance. The
participant explained that:

They know the implications of investing in training and development. So, if
we are a company that is continuously developing itself, it means we are a
learning institution and we always strive to do the best. Thus, the potential
performance of the organisation is also seen though investing in these
people, as the investor will not waste the invested capital in skilling the
human assets (TLC FD, 3:26).

Other participants described training and development initiatives in terms of cost
implications, arguing that organisations that do not invest in its people put that
burden to future investors. As such, investors are usually interested in organisations
that have already invested in training and development. The argument is that well
trained and developed employees reduce the cost of investing, where the capital
will be not be washed away by training expenses. Responses from these participants
were:

An organisation with well-developed employees does not eat much into the
investor’s capital as the employees will be sufficiently skilled. It therefore
reduces the cost of investment and funds will be directed into production to
get more returns for the investors (BNK4 FD, 18:11).

Any employee development activity comes with some costs, so if most of the
employees are not skilled it will also mean that the investor must incur such
costs. So, this information also communicates the costs to be incurred by
the investors if they are to invest into the organisation. That is why most
investors usually prefer organisations with already trained staff (TR1 FD,
7:18).

Most participants were of the opinion that information on remuneration policy
and CEQO’s salary reflected on the credibility and transparency of the management.
Such information is also said to communicate the cost implications associated with
the labour. The responses from some of these participants were:

The information on employee benefits communicates the transparency
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levels of the organisation. Quite several corporate scandals came through
employee benefits and any shareholder, potential shareholder; any
regulator would obviously be interested in knowing how an institution is
managing that aspect (BNK2 FD, 4:24).

Internationally, organisations are moving towards such disclosures as it
increases transparency and accountability from the management side. They
are now unveiling that the CEO for this year went with $200,000 or s/he
went with a million. But | have realised that in Zimbabwe this is something
we haven’t gotten round to. Though we might say it infringes on the right to
privacy, | believe information like that also controls the mismanagement of
benefits, which reduces self-serving interests (TLC FD, 3:33).

They will also be interested in what we are paying our employees, especially
the top management because such information also brings out labour costs
associated with running the organisation (BNK1 FD, 2: 38).

The disclosures of top management remuneration increase transparency

and accountability so I think it’s positive information to be communicated
to the foreign investors (INS2 FD, 10:39).

Information on staff costs was revealed to communicate the costs associated with

an investment. Such information was said to give some indications on the capacity

of an organisation to give a better return on investment. Participants’ responses

Were:

We also give head count numbers as these will show the sustainability of the
business in terms of labour costs associated with such numbers (BNK3 FD,
15:12).

We put more information on the staff ratio and wage levels. These ratios
will give indicators on the attractiveness of the investment when the cost
implication of the productivity of the labour against the remuneration given
is shown (TR2 FD, 20:18).

Some participants suggested that information on staff composition reflected some

aspects of diversity management within the organisations. Such information was

also revealed to be becoming more relevant in decision-making. Their argument

was that these foreign investors come from countries where there are laws on

diversity and gender equality. They would therefore prefer to invest in those

organisations that meet their home standards. Participants contended:

The head count information we give is to show the gender balance and
diversity issues, as some investors are also eager to have such information,
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especially those which come from countries that are pushing for such issues
(BNK3 FD, 15:11).

You know in most of these western countries where most of our funders come
from, there is some legislation on gender equality and our investors would
want to invest in companies that are gender sensitive. Information on these
issues is therefore vital in communicating the thrust of the organisation in
terms of abiding to such standards (INS1 FD, 12:36).

Some participants were of the opinion that employment relations communicate
the stability of the organisation and the risk involved with the investment. Stability
was argued to be associated with a productive environment where the organisation
is able to thrive without any disturbances. According to these participants:

Industrial harmony brings about the stability and a good environment for
employees to be more productive. Conflicts and lack of industrial peace,
like issues of strikes and go-slows have adverse effects on the performance
of the organisation. Such information also communicates the risk of the
investment to the potential investors as lack of industrial peace might also
end up in the destruction of organisational assets (TR1 FD, 7:19).

They would also be interested in the working relations within the
organisation, because whether the working relations are good or bad, the
industrial climate will determine the success of the organisation going
forward (BNK2 FD, 4:38).

Employee productivity was also revealed as important in indicating the future
performance potential of an organisation. Participants argued that such information
helped the potential investors in avoiding investing in organisations that do not have
potential for future performance. Some of the responses were:

Performance management where individuals’ productivity levels are tightly
managed conveys the attitude of the organisation towards performance.
Thus, the management of individual effort translates to the potential of the
organisation to deliver profits. It also shows the culture of performance
(TR2 FD, 20:26).

We also aim to communicate the contribution of everyone in terms of their
performance in assigned jobs. Individual productivity levels when grouped
together translate to organisational performance (INS2 FD, 10:37).

On productivity, one participant raised the issue of staff turnover and argued that
staff turnover reflects on the stability of the organisation to be continuously

productive:
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It would be important for the investors to understand the staff turnover
levels as high labour turnover negatively affects the organisation’s
productivity. Replacement of employees and the time the new recruits take
to adapt to the organisational environment would surely affect productive
levels (BNK1 FD, 2:33).

Some participants cited succession planning to communicate the possibility of
future continuity of the organisation. Information on succession planning was
therefore communicated for foreign investors to reduce investment risks.
Responses in this regard were:
Succession planning shows continuity of the organisation in terms of
leadership availability (TR1 FD, 7:27).

If something happens to the top leadership is there a succession plan? What
are the qualifications of the people running that company? What is the
experience of the people running that company? All that will give you the
stable continuity of that company and its ability to survive in an event of exit
by any key member of the organisation (INS1 FD, 12:11).

The responses from the participants reveal that human capital information signals
the potential performance of the organisation, the costs that might be associated
with the investment, and also the likely risk involved. The provision of such
information might therefore help the investors to make informed decisions and
avoid adverse selection and moral hazard problems when making investment
decisions. However, these responses also suggest that several human capital
information items have to be communicated as reflected by different information
items suggested to send a single signal. No single human capital item might
therefore fully communicate the intended signal. It therefore suggests that a
combination of these signals will bring about effective signalling, which would in

turn result in better informed decisions by the foreign investors.

While acknowledging the potential of human capital information to communicate
valuable information for decision-making, most participants observed that the
ability of human capital information in communicating important information was
reduced by the disclosure of this information mainly in a qualitative form. These
participants argued that investors want information that is easily translated into

concrete investment information. Some of the responses in this regard were:
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It does but to a limited extent due to the subjective nature of the information.
Investors want verifiable and hard facts to inform their decisions. Effective
communication is mainly undertaken with financial information. Hence, if
the human capital information is to be reported in a quantitative manner, it
will be easier to translate into the financial information, which is more
significant in informing investment decisions (TR2 FD, 20:29).

Human capital information becomes secondary information that is used to
communicate with the investors. Why | say it is secondary information is
because the investors are more interested in the direct return of their
investment. They focus more on the quantitative information which in my
opinion is more objective and easy to assess than narrative information.
Human capital information can be more relevant if metrics for quantifying
it are to be developed (BNK4 FD, 18:17).

In as much as we appreciate the usefulness of human capital information
internally, most of this information becomes difficult to report externally as
it is mostly claiming information. Users want more factual information
which points to the payback period of their investment. We might have
brilliant and sophisticated human assets but to really describe that in terms
of value creation might be a long process. We therefore focus more on
figures which are more factual and reliable as well (INS2 FD, 10:39).

Human capital information is valuable and communicates important
information to the users that is why we also take some effort to voluntarily
report on some issues. However, if this information remains mostly
qualitative information, it will still be of less significance to the investors as
these users are more cognisant of financial information (TLC FD, 3:32).

While accepting the importance of human capital information in signalling
important information to the investors, this group of participants views human
capital information as being less objective and reliable. Thus, investors are
perceived to not observe a lot of signals from such information as the signals are
more subjective. Taking into consideration that this group of preparers are used to
mostly quantitative information, their bias towards quantitative information can

also be said to be reflected here.

8.2.4.2 Screening using human capital information

Though participants also highlighted some weaknesses of human capital
information in the screening process, evidence from this group of participants
reveals that human capital information can be used in screening to reduce

information asymmetry problems. Most participants agreed that human capital
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information can be used in the screening process by the investors. Some of the
responses from the participants were:

If you put ABC here, you put FBC and NMB, then they do an analysis on
the human capital information alone, these investors can differentiate the
best bank from the others. Information on human capital also gives some
indicators on the cost, potential and risks of the organisation. All 1 am
saying is that human capital can be the key differentiating factor, especially
when the other information seems to be almost the same. So besides even
going into other issues, the organisation’s human assets can be a key
differentiating factor (BNK2 FD, 4:18).

The disclosures of human capital information, especially if they are done in
a comparable manner across organisations enables investors to screen and
choose the best investment opportunity without much difficulty. Mind you
this information also communicates both the current and future potential of
the organisation. It is obvious that every investor wants to put their money
in an organisation which will be capable of giving better returns (INS4 FD,
13:24).

Some of the human capital information, especially that information which
is easy to translate into financial implications, gives some information on
the cost and profitability of the organisation. | can tell you that no investor
will choose to invest in an organisation where profitability will be low.
These investors are after financial return and some information on human
capital information also points to that effect. Any indicator of some capacity
to give a better return will attract these investors to an organisation which
has such potential. This information becomes vital in selecting a better
investment opportunity amongst the given opportunities (BNK3 FD, 15:14).

Some participants were of the view that while human capital is useful in the
screening process, the information can only be used as a secondary screening
criterion to complement financial information. The argument by these participants
was that investors first look at financial returns, then human capital information and
other information as secondary information. The participants responded:

They do use human capital information, but not as a primary criterion.
When they consider organisations for opportunities, they look in terms of
financial gains. We may have excellent employees but if the organisation is
not bringing in profits, then their money might not grow, so financial
performance becomes the number 1 indicator. Then when they have
identified that yes there are opportunities for profits, which is a financial
decision, they can now look at who is running the organisation, is there
credibility, are corporate governance principles being adhered to? That is
now looking at the people side (INS1 FD, 12:33).
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They will just have considered the financial performance. So, if they are
happy with the financial performance that’s when they come here now to
say they want to do due diligence with the organisation and through that
due diligence they then request additional information which sometimes is
not part of the financial statements. That is the time they also ask more about
the people issues. But first, financial information takes precedence. This
secondary information is used to beef up the information which is in the
financial statements (BNK1 FD, 2:11).

There were, however, some participants who argued that due to difficulties in
comparing human capital information amongst the organisations, the significance
of human capital information in aiding the screening process was minimal. Their
argument was that screening could only be effective if the investors could compare
similar information. Some of the responses to this effect were:

Currently, the information on human capital is varied across organisations.
Such a situation makes it difficult for investors to compare these companies
for them to select the best. That is why investors will tend to rely more on
financial information, as they can easily compare likes with likes. There is
need for a framework following the similar manner as accounting standards
if human capital information is to be more useful in assisting the investors
to make correct choices of the companies to invest in (BNK4 FD, 18:14).

There should be minimum standards on what should be disclosed in terms
of human capital information, otherwise if there are no standard guidelines,
the usefulness of such information to investors would be insignificant.
Comparability is important for investors. They should be able to compare
and choose the best investment opportunity. With financial statements, these
investors can make a comparison that is why maybe there is also that
demand for financial information by the investors (BNK1 FD, 2:47).

| think if there were some standard guidelines, there will not be any
challenges in terms of making the best choices on investment. But as it is,
as organisations we report on what we want. Investors must find some way
of making sense of this information on their own (INS2 FD, 10:43).

Some of these participants further cited that most of the human capital information
was minimally disclosed in the corporate reports, making it difficult for the
investors to use such information in the screening process. The participants
explained:

It is not information that is readily available to the external users.
Currently, they must go through due diligence to get such information, but
surely, how many companies can these investors really do this due
diligence? It only tells you that most of this information might not be then
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used due to inaccessibility (INS4 FD, 13:25).

In terms of potential investors into the organisation, normally what then
would happen is that for such information like human capital, they would
come into the organisation then we sign a non-disclosure agreement for
them to get the information they want. It’s not information that we just give
to the public because of its sensitivity. So, yes, it is useful in selecting
companies to invest in, but they can only get some of this sensitive
information under certain conditions (BNK1 FD, 2:10).

Participants further explained the limited relevance of human capital information in
screening, arguing that such information also lacks credibility, as it is not externally
verified and approved. These participants argued:

Some of the investors focus more on financial information as the credibility
of voluntarily disclosed information is usually questionable. Unlike
financial information, this information is not audited and as organisations,
we usually disclose it for our own benefit. The use of such information is
therefore carefully scrutinised (TR2 FD, 20:39).

It does but to a limited extent due to the subjective nature of the information.
Investors want verifiable and hard facts to inform their decisions. So, they
mostly make use of financial information which they consider to be more
reliable (BNK4 FD, 18:34).

Whilst human capital information is essential in aiding foreign investors in the
screening process, the responses suggest that the lack of comparability, credibility
and minimum disclosure of human capital information weaken the screening
capacity of this information. If these weaknesses are addressed, the relevance of

human capital information in the screening process will also be enhanced.

8.2.4.2.1 Self-selection though human capital information

Self-selection has been advocated for as one of the ways in which organisations
can naturally self-screen themselves through information provision (Spread, 2011).
The findings from this group of participants revealed that the disclosures of human
capital information might help the screening process through self-selection. The
responses from some of the participants were:

Chances are that through such disclosures, wheat will naturally dominate
the chaff. It will be a natural selection process where better organisations
with better human capital will become attractive to these investors.
Investors are interested in organisations which create better value for their
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money, they therefore shun organisations that do not show some form of
potential for future performance (TLC FD, 3: 36).

The reason why we withhold some negative information is because we know
that such information can naturally make us lose potential funding. We
know that some negative aspects of human capital information can reduce
our prospects of attracting investors. Yes, it is an unfair act to these users
but we also want to protect the organisation. We would not want to screen
ourselves out before these investors get to know us better. So, we make sure
that we attract them by providing the best of what we have (BNK1 FD, 2:28).

Human capital information if it is good brings in an added advantage to the
organisation reporting it. That is why we try our best to include the relevant
human capital information which we find necessary to report to these
investors. We will never know all the expectations of different investors, so
that might be the key differentiating factor amongst the competing
organisations (INS1 FD, 12:42).

These participants’ perceptions were that the disclosure of human capital
information makes it easy for the screening process as these organisations self-
identify as good or bad organisations for possible potential investment. From these
responses, participants therefore suggest that disclosure of human capital

information assists in natural selection to reduce information asymmetry problems.

8.2.5 Harmonisation of human capital information disclosure

While signalling and screening are known to be the main solutions to asymmetric
information problems, some of the information problems might be perpetuated by
fragmented disclosure of human capital information disclosure. The participants
revealed that the harmonisation of human capital information disclosure further

assist in signalling and screening.

8.2.5.1 Harmonisation benefits

Participants revealed comparability of the information, increase in the relevance of
such information, easy access to information by the investors and the acceleration
of the decision-making process as the main benefits of harmonisation. These
benefits have been revealed to facilitate signalling and screening in the reduction of

information asymmetry problems.
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All participants were of the view that harmonisation of human capital information
enhances comparability of organisations, making it easy for investors to
differentiate between good and bad investments. Participants explained:

For investors, there will be a difference in terms of the way they will be
evaluating the organisations. If we are disclosing the same information,
comparisons will be made easier amongst reporting organisations. Also,
investors do not operate in one country, so such harmonisation is even
important across countries (BNK1 FD, 2:39).

It helps for comparison purposes where you can find the same kind of
information across different organisations. Investors can therefore be able
to compare one entity from another because reporting will be done on the
same issues. In such situations, decisions can therefore be made from an
informed position (TLC FD, 3:39).

Reporting of this information in a harmonised way will be beneficial
because comparisons would be very easy. These investors might not even
have to go to companies, but just go through the reported information and
make their decisions, as they can easily compare likes with likes. They
would be able to just do their analysis without even talking to the
organisations (TR1 FD, 7:28).

Harmonisation will enable easy comparisons amongst organisations,
making it easy for investors to screen and choose the best investment
opportunity without much difficulty (INS4 FD, 13:24).

Most of the participants further articulated that harmonisation of human capital
information was important as it also increased the relevance of such information.
These participants explained:

So, it means when | take this annual report | know I should find directors’
information there, I know | should find shareholder information, so
although I may have more here and less here but when I ask for an annual
report | know there is some information | should get. It will make it easier
to make decisions with similar information, and you can easily infer the
authenticity of such information from one organisation to the other (INS1
FD, 12:37).

Harmonisation will also increase such disclosures among organisations, as
they will be reporting in the same manner; as such verifications can be done
easily by investors, enabling them to make decisions from an informed point
(BNK3 FD, 15:20).

Harmonisation is important because it brings about quality in such

disclosures, where organisations can benchmark and learn good reporting
practices. It also encourages organisations to report more as they will be
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compared against other reporting organisations Quality disclosures
increase the relevance of such information in decision-making (TR2 FD,
20:19).

Some participants argued from the point of information accessibility by saying that:
If that information is reported in the same manner, it becomes comparable,

lessening investors’ time in making investment decisions (BNK1 FD, 2:45).

It also reduces their time to look for such information from different
organisations (BNK3 FD, 15:19).

One participant contended that if information is easily accessible, it also helps in
speeding up the decision-making process by investors:

Harmonisation enables users to effectively do their analysis, reducing time
taken to make decisions and at the same time making better decisions, given
that the information will be accessible (TLC FD, 3:40).

The responses suggest that comparisons enhance easier understanding of
information across different organisations, implying that the same meaning will be
attributed to the signals sent from different organisations. The fact that verification
can also be done on information disclosed suggests that credibility of the
information is also enhanced. Credibility reduces the chances of sending fake
signals, as such decisions are made with correct information. Taking into
consideration that benchmarking is done, more signals are sent which reduces
information gaps by increasing the quantum of information available when

accessing different investment opportunities.

Citing the negative effects that might be brought by the harmonisation process,
some participants felt that precautions must be taken in the process of
harmonisation, based on the argument that it might lower standards of other
organisations that already have better human capital disclosure. The responses in
this regard were:

What probably people would need to be careful of, is on ensuring that
harmonisation process ups the standard for everyone rather than lowering
the standards because there could be some who are already well ahead of
others and if we then come up with ways of reporting that are much lower,
you will then entice those that were already disclosing quite a lot of
information to reduce their disclosure which I don’t think it’s good (TLC
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FD, 3:44).

However, if not done carefully, such harmonisation may lower the reporting
standards of some organisation, which were already doing better in that
area, as they will also follow the guidelines provided (BNK3 FD, 15:22).

The above responses suggest that harmonisation might actually create a situation
where all organisations might do the same things, resulting in the lowering of
standards for the organisations that already have better disclosure levels.
Harmonisation is therefore suggested to increase similarities amongst
organisations, which might make it difficult to separate good from bad performing
organisations. However, regardless of this disadvantage that result from
harmonisation, most of these responses reveal that the harmonisation of human

capital information is useful in reducing information asymmetry problems.

8.2.5.2 Harmonisation challenges

While acknowledging the benefits of harmonising human capital information
disclosure, all participants agreed that the process of achieving harmonisation had
its own challenges. The key challenges raised by this group of participants were
difficulties in reaching a consensus on what to report on, resistance to change, lack
of expertise and advocacy on such harmonisation, and time and resource

constraints.

Most participants were of the view that difficulties in reaching a consensus on what
to report might affect harmonisation efforts. These participants explained:

Because organisations place different emphasis on different human capital
issues, it might also be a challenge to reach an agreement on what to
disclose and what not to give priority in the report. Maybe if we start by
making efforts to harmonise at industry level, it might work (TR1 FD, 7:29).

It might take time to agree on what issues to harmonise, that is why you
realise that the financial accounting had to go through the regulatory way
(BNK3 FD, 15:23).

Consensus on what to report on might derail the effort (INS2 FD, 10:44).

Some participants raised the issues of resistance to change by arguing that:
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The biggest challenge is resistance to change by the HR Managers to
embrace the new concepts of reporting. There must be a paradigm shift on
how HR issues are reported at all levels within and outside the organisation.
HR professionals must drive the change and have more say in the board for
them to champion such harmonisation (BNK4 FD, 18:16).

The challenge obviously is resistance by players who don’t want to be
controlled. If you are used to certain ways of reporting and then you may
have to shift, it means there will be a form of external control and some
preparers might not want that (BNK2 FD, 4:17).

Two participants argued that time and resource constraints were challenges that
might affect the harmonization process:

Harmonisation usually takes a long time to be achieved. It will mean that
organisations must put in their time and resources in making sure that the
process comes to reality, however with the limited resources that
organisations are operating under, such a process might not be considered
as a priority (TR FD, 7:29).

The problem with such a process is that it requires a lot of resources and
effort from the organisations, which might not be available. That is why |
was saying it should be better to have professional boards as major
advocates driving such a move (TLC FD, 3:43).

Concurring with the point of having a professional board driving the harmonisation
process, a participant argued that harmonisation of human capital information
disclosure might be affected by lack of championship from the respective boards
which deal with people issues. This participant argued that:

In financial accounting, there is a board dedicated to accounting standards,
which 1 think is the lacking aspect in all these other professional areas. In
HR there are professional boards which are there but in terms of HR
reporting, | think they are lacking. Such lack of an organised board might
result in no harmonisation taking place. There must be some professional
advocates who push for such harmonisation to take place. That is why it’s
easier for financial reporting because there is a board which oversees to
say users are interested in this information and that information, therefore
we should report this and that information, to the extent that it is very
prescriptive and straightforward (BNK1 FD, 2:22).

These challenges suggest that organisations also do cost benefit analysis on the
benefits and disadvantages to be brought by the process of harmonisation. Where

disadvantages outweigh the benefits, resistance usually comes in. The benefits to
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be accrued from harmonisation should be attractive enough to influence
organisations to adopt harmonised disclosures. Despite the mentioned challenges
that might affect efforts to harmonise the disclosure of human capital information,
participants were of the view that harmonisation of human capital information

disclosure reduces asymmetric information problems with foreign investors.

8.2.5.3 Mandatory harmonisation
Given the articulated challenges on harmonisation, most participants felt that
mandatory harmonisation of human capital information disclosure would be more
effective than voluntarily following some set guidelines. While acknowledging the
role of professional advocates in facilitating the harmonisation process, sentiments
were that mandatory enforcement through some laws was also necessary to reduce
resistance. These participants argued:
Some form of regulation should be put in place if such harmonisation is to
be achieved (INS2 FD, 10:45

It might take time to agree on what issues to harmonise, that is why you
realise that the financial accounting had to go through the regulatory way.
The same stance can also be adopted in human capital disclosure to
enhance effectiveness of the process (BNK3 FD, 15:23).

| think regulation is the effective way to do it [harmonisation] (BNK2 FD,
4:17).

Ultimately, it might then need some form of mandatory reporting if such

harmonised reporting is to really succeed (TR FD, 7:29).

8.2.6 Decision usefulness of harmonised human capital information

To understand how the harmonisation of human capital information disclosure may
facilitate effective decision-making by foreign investors, inferences were drawn on

the decision usefulness of harmonised human capital information disclosure.

8.2.6.1 Harmonisation enhances decision usefulness
Evidence from the participants suggests that harmonisation increases the decision
usefulness of human capital information. Some of the sentiments from the

participants were reflected as follows:
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Investors can therefore be able to compare one entity from another because
reporting will be done on the same issues. In such situations, decisions can
be made from an informed position (TLC FD, 3:39).

It [harmonisation] will make it easier to make decisions with similar
information, and you can easily infer the authenticity of such information
from one organisation to the other (INS1 FD, 12:37).

Harmonisation is important because it brings about quality in such
disclosures...Quality disclosures increase the relevance of such information
in decision-making (TR2 FD, 20:19).

HR contributes significantly and when you look at our costs, 40%-50% of
our costs are HR related. It just shows the extent to which the organisation
relies on human capital. Harmonisation therefore makes this information
more relevant for decision making (BNK1 FD, 2:28).

Reporting of this information in a harmonised way will be beneficial
because comparisons would be very easy....They [investors] would be able
to just do their analysis without even talking to the organisations (TR1 FD,
7:28).

The disclosures of human capital information, especially if they are done in
a comparable manner across organisation enable investors to screen and
choose the best investment opportunity without much difficulty (INS4 FD,
13:24).

Harmonisation enables users to effectively do their analysis, reducing time
taken to make decisions and at the same time making better decisions (TLC
FD, 3:40).

This information becomes vital in selecting a better investment opportunity
amongst the given opportunities (BNK3 FD, 15:14).

Because harmonised human capital information disclosure enables comparability,

increases relevance of the information, reduces time to be taken in decision-making,

points to future profitability while giving feedback on the current and historic

performance, harmonisation is viewed to enhance decision usefulness of the

information to be disclosed.

8.3 CONCLUSION

This chapter presented the findings from interviews which were done with the

second group of the preparers of corporate annual reports, which are the Finance
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Directors. The major findings from this group were that corporate reporting was
done mainly to comply with regulations and to communicate information to
stakeholders for them to make informed decisions. However, because most of the
information being reported is mandatorily regulated, the findings also revealed that
regulatory requirements influenced the type of information found in these corporate
annual reports. The financial information was therefore perceived to dominate as it
was mandatorily reported, in as much as participants also revealed that the

information was considered relevant and useful in decision-making.

Whilst acknowledging the relevance of financial information, the findings from the
participants revealed that human capital information was voluntarily communicated
to enable users to make informed decisions. Human capital information was
therefore revealed to communicate futuristic information which was essential to the
users. However, the study also revealed that human capital information was limited
and disclosed in a fragmented manner, leading to asymmetric information problems

with foreign investors.

Because of the ability of human capital to communicate important information to
the investors, the study also revealed that human capital information could be used
as a solution to information asymmetry problems where it would be used in
signalling and screening. The study established that harmonisation of human capital
information was perceived to solve information problems caused by fragmented
disclosure of human capital information. It was also revealed from these
participants that the harmonisation of human capital information disclosure would
enhance signalling and screening as a solution to asymmetric information problems,
enabling foreign investors to make informed investment decisions as human capital
was considered decision usefulness. The views of Group 2 are summarised in Table
8.1 below.
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Table 8.1: Summary of evidence and emerging themes

Theme evidence

Theme indicator

Emerging theme

-We report to fulfil legal requirements.
-We have to comply with the regulations.
-The Zimbabwe Stock Exchange is one of our major regulators.

Macro environmental context

-We voluntarily report unregulated information.

-Besides mandatory reporting, we further disclose for good corporate governance.
-To communicate vital information for decision-making.

-We have to adhere to good corporate governance principles if we are to survive in
this industry.

-Our main reporting is on finance.

-Investors are seriously considering such forward-looking information.

-Focuses more on our shareholders, potential investors and regulators.

Corporate information
disclosures context

Signalling and screening
environment

- Compliance with
regulations.

-Reporting to fulfil
corporate reporting
objectives.

-If we were providing such [HC] information they wouldn’t ask a lot.

-You barely find sufficient information that relates to human resources.

-1 think additional disclosure is required on most human capital items.
-The bulk of intangible assets information is not available to everyone else.

Inadequate human capital
information reporting.

-There are variations from organisation to organisation, as there are no guidelines
to refer to.

-Reporting standards are lacking from the human capital side.

-Lack of regulations on such [HC] disclosures leads to fragmentation in reporting.

Fragmentation

Human capital
information asymmetry

- Inadequate reporting due
to lack of guidelines
causing human capital
information asymmetry.

-Chances of making wrong decision will be high.

-Without it [HC], investors might invest in less profitable organisation.

-Such [HC] information enables the investors to make sound choices and avoid
investing in bad investments.

-If these investors are not previewed to HC, they make not choose investment
opportunities from a well informed position.

Adverse selection

Human capital
information asymmetry
problems

- Human capital
information asymmetry
leads to bad investment
decisions.
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Table 8.1 continued...

-We avoid reporting negative information for us to get the funding.

-Why voluntarily report negative information when we want to lure these
investors?

-The investment environment is like a game where you use information to your
advantage, so as organisations we also do that.

Moral hazard problems

-Human capital
information asymmetry
facilitates opportunistic
behaviour by organisations.

-Qualifications and experience of top management shows the capacity of the
management to drive the strategy for profitability.
-What give the integrity of the company are the people running it.

-The credentials of this management communicate the security of the investment.

-Skills communicate the stability within the organisation in terms of achieving
profit.

-Employee development initiatives communicate costs to be incurred on training.

-Information on employee benefits communicates the transparency levels of the
organisation.

-Staff ratio and wage levels give indicators on the cost implication of the labour
against the remuneration given.

-Industrial harmony brings about the stability of an organisation.

-Individual productivity levels translate to organisational performance.
-Conflicts and lack of industrial peace communicates the risk levels of the
investment.

-Succession plan