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Abstract 
 
The objective of the study was to determine the relationship between human capital management 
(HCM) practices and performance of commercial banks in Kenya. It was carried out using a 
cross sectional survey design as well as a correlation research. The study population and sample 
was 45 commercial banks. A total of 23 banks took part in the final survey. The primary data 
was generated through questionnaires whose respondents were head of human resource 
departments in banks while secondary data was sought from the financial statements of banks by 
means of content analysis. In order to test for the relationship between HCM practices and firm 
performance, the ordinary least squares (OLS) method was used to perform a regression analysis.  
 
The investigation established that the most used human capital management practices were in 
recruitment excellence, collegial and flexible work place and rewards and accountability. The 
least used practice was communications integrity. The study also noted that with the exception of 
communication, other human capital management practices had a positive influence on turnover 
growth. It is concluded that most commercial banks adopt human capital management practices 
to an average degree. The study further concludes that human capital management practices 
generally have a positive influence on performance as measured by both turnover growth and 
return on assets. The study recommends that there is need for commercial banks in Kenya to 
enhance the human capital management practices.  
 
 
Key Words- Human capital management, competitive advantage, technological change, human 
capital advantage, intangible assets, organizational performance and human capital.  
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Introduction 
 

Background of the Study 
 
The concept of “human capital” has gained tremendous attention in today`s study. Bontis (1999) 
defines human capital as representing the human factor in an organisation; the combined 
intelligence, skills and expertise that gives the organisation its distinctive character. Armstrong 
(2006) defines human capital as all human abilities whether innate or acquired attributes, whose 
value could be augmented by appropriate development investments. Davenport (1999) observed 
that human capital consists of intangible that workers provide for their employers. Human capital 
can also be defined as knowledge, skills, aptitudes and other acquired traits contributing to 
production (goode,1959).Skills represent individual capacities contributing to production as an 
argument in the production function(Bowles,gintis and Osborne,2001).According to 
Blundell,deardean,meghir and sianesi (1999),there are two main components of human capital 
with strong complimentarity;early ability(whether acquired or innate) and skills acquired through 
formal education or training on the job. Human capital differs from other assets because it yields 
market returns only in proportion to the workers supply of labour ( Hall and Johnson, 1980). 
 
Ishikawa and Ryan (2002) suggest that it is the stock of human capital that predominantly 
determines the earnings of individuals. In the opinion of Mayo (2001), the essential difference 
between HCM and Human Resource Management (HRM) is that the former treats people as 
assets while the latter treats people as costs. Kearns (2005) believes in HCM “people are value 
adders, not overheaders’’while in HRM “people are treated as significant cost and should be 
managed accordingly’’.Fombrun et al (1984) quite explicitly presents workers as a key resource 
that managers use to achieve competitive advantage for their companies. 
  

Organizations have different motivations. According to Divenney et al.(2008),firm performance 
encompasses these specific areas of firms outcomes: (a)financial (profits, return on assets, return on 
investments); (b) market performance (sales, market share);and (c) shareholder return (total 
shareholder return, economic value added) Academically, firm performance is the ultimate 
dependent variable of interest for those concerned with just about any area of management: 
accounting is concerned with measuring performance; marketing with customer satisfaction and 
market share; operations management with productivity and cost of operations, organizational 
behaviour with employee satisfaction and structural efficiency; and finance with capital market 
response to all the above. March and Sutton (1997) found that roughly 28% of articles in the strategic 
management journal, the academy of management journal and administrative science quarterly 
included some measures of firm performance. 

Performance is so common in organizational research that it is rarely explicitly considered or 
justified; instead it is treated as a seemingly unquestionable assumption (Devinney et al., 2005).The 
multidimensionality of performance covers the many ways in which organizations can be successful; 
the domain of which is arguably as large as the many ways in which organizations operate and 
interact with their environment. 
 
Commercial banks are licensed and regulated under the banking act and prudential regulation 
issued there-under. There are currently 45 commercial banks in Kenya. Out of the 45 institutions, 
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33 are locally owned while 12 are foreign owned. The locally owned financial institutions 
comprise of 3 banks with significant government shareholding and 28 privately owned 
commercial. The foreign owned financial institutions comprised 8 locally incorporated foreign 
banks .Of the 42 private banking institutions in the sector, 71% are locally owned and the 
remaining 29% are foreign owned (CBK, 2010). 

Human resource professionals, along with all other banking executives and line managers, must 
adapt to the inexorable globalization of the financial services industry, which can make it 
difficult to manage, evaluate, and deploy employees across business units, regions, and 
continents. Similarly, the ongoing consolidation trend means banks must prepared to blend work 
forces from acquired companies, making sure that valued employees don’t defect during periods 
of uncertainty. Regulatory pressures are also mounting, placing increased emphasis on risk 
management and driving the need for enhanced visibility, transparency and reporting of HR 
processes. 
There are two fundamental challenges that must be addressed by any bank that seeks to survive 
and prosper in the intensely competitive financial service arena :-HR-related expenses must be 
reduced to meet profitability goals, and workforces must be equipped  and trained to handle 
value adding initiatives such as personalised customer service, new product development, and 
cross-selling.  

Statement of the Problem 
 
Rapid technological change, increasingly sophisticated customers and the importance of 
innovation has shifted the bases of competition for many business away from traditional physical 
and financial resources(Cuganesan,2006).The challenge is to ensure that firms have capability to 
find,assimilate,compensate and retain human capital in the shape of talented individuals they 
need who can drive a global organisation that is both responsive to its customers and ‘ the 
burgeoning opportunities of technology (Armstrong,2006)`.The banking industry is being 
buffeted by a storm of trends and challenges. Customers perceive banking products and services 
as commodities; shareholders demand healthy growth and fat margins; employee turnover is a 
persistent problem; and skilled talent is in short supply. While these challenges are faced in all 
corners of the banking enterprise, they have a special impact on human resource departments. 
 
Studies on Human Capital Management Practice in the banking industry are few and those that 
have attempted to link human capital management practice to performance have given 
conflicting results (Bassanini and Scarpetta, 2001).Furthermore, most of these studies were done 
in different environments from Kenya and thus the results cannot be generalized to Kenya. For 
instance, a study by Olufemy (2009) sought to gain a better understanding of the theoretical and 
empirical relationship between human capital development practices and some dimensions of 
organisational effectiveness of Nigerian Banks. 
 
The only studies available on Human Capital Practice in Kenya are those of Musyoka (2008) and 
Nafula (2005).However, the present study shifts focus from Musyoka (2008) on methodoly and 
industry focus. Musyoka (2008) was based on establishing the practice of Human Capital 
Management at the National Social Security Fund (NSSF). Further, the present study differs 
from that of Nafula (2005) on the focus as the study was done on sugar companies in Kenya. 
This therefore constitutes a gap that this study seeks to bridge.  
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Objective of the Study 
 
The objectives of the study are to:- 

a) Determine Human Capital Management practices adopted by the banking industry. 
b) Establish the relationship between Human Capital Management Practices and Firm 

Performance.  
 

Contributions of the Study 
 
The findings of this study will be of benefit to various stakeholders. 
 

a) Human Resource Practitioners. 
The HR practitioners will gain an understanding of how critical the development of 
human capital is to organizations and therefore recommend strategies to fast track the 
development of human capital as a source of competitive advantage for organizations. 

 
b) Management in the Banking Industry 

The results of this study will be useful in terms of enlightening Management in the 
Banking Industry on the industry practice as regards human capital management. The 
recommendations given shall help the Managers in increasing their investment in 
attracting and retaining the best talents in their banks. 
 

c) Other Industries 
The findings of the study will be a useful resource by pointing out the importance of 
human capital in other industries. The link between human capital management practice 
and performance may not necessarily be confined to the banking sector thus the results 
may be a pointer towards what may happen in other knowledge intensive sectors of the 
economy. 
 

d) Other researchers 
Other researchers and students of human resource management will find this study a 
useful guide in carrying out more research in this area and more discussions on the 
importance of developing human capital in organizations. 

              

 Research Design and Methodology 
 
Introduction 
 
This part of the research report covers the research design used in conducting the study, 
population of the study, sample size and the sampling procedure, data collection instruments and 
procedures, and data analysis techniques. 
 

Research Design  
 
This study was carried out using a cross sectional survey design as well as a correlational 
research. It was a cross-sectional survey because data was gathered from various commercial 
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banks at one point in time helping to establish the human capital management practices adopted 
by various commercial banks in Nairobi. It is also a correlational research because it was 
concerned with assessing the relationship among the variables of the study: human capital 
practices and organizational performance. Graeme and Moutinho (2008) justified the use of 
correlation research in determining whether a relationship exists between or among variables.  

  
 
Population of the Study 
 
The study targeted commercial banks in Kenya. According to the central bank of Kenya website 
(2009), there were 45 commercial banks operating in Kenya. All the 45 commercial banks 
formed the sample size for the study.  
 

Sample Characteristics 
 

The demographics presented here are for the commercial banks in Kenya from 2007-2009.The 
results show the number of branches, employees and ATMS for the period. 
 

Table 1 Demographics 
Year/Statistic Number of 

Branches 
Number of 
Employees 

Number of ATMS 

2007 740 21657 1012 
2008 887 25491 1325 
2009 996 26504 1717 

 
 
The statistics shown in Table 1 reveal that the number of bank branches has been growing 
steadily from 740 in 2007 to 996 in 2009 for the banking industry in Kenya. As shown the 
number of employees has also grown from 21657 in 2007 to 26504 in 2009 while the number of 
ATMS has exponentially grown from 1012 in 2007 to 1717 in 2009.These results are also 
represented in Figure 1, 2 and 3 on the next page.  
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Figure 1 Number of Branches 
 
 
Figure 2 Number of Employees
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Figure 3 Number of ATMS 

 

 Data Collection 
 

Data for the study was generated through primary and secondary sources. The primary data was 
generated through questionnaires titled `Research instruments on HCM practices’. The 
instruments were administered using drop and pick method on participating banks to determine 
the impact of HCM practices on the performance of commercial banks. The respondents to the 
questionnaires were the head of human resources in the commercial banks.  
 
The questionnaires had two sections named A and B.Section A gathered data on the following 
features:-Staff strength, number of branches, number of ATMS.The second part gathered data on 
HCM practices based on the following variables:-recruitment excellence, collegial and flexible 
work place, communication intergrity, clear rewards and accountability. These items were scored 
on a five point likert scale. The instrument was measured for reliability and a reliability 
coefficient of 0.72 obtained that was acceptable. 
 
The secondary data was sought from the financial statements of the banks by means of content 
analysis. These were obtained from the banks premises, websites and the Capital Markets 
Authority (CMA).The same data was also available from the banking survey booklet (2010).The 
indicators of the firms performance that were sought in this study were:-the turnover growth and 
return on assets (ROA).A three year average was used for these indicators in order to obtain an 
average performance for each of the performance indicators.   
 
Data Analysis 
 
Data was collected and checked for completeness and coded into the statistical package for social 
sciences (SPSS) version 17.0.In order to establish the HCM practices adopted by commercial 
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banks descriptive statistics especially the mean scores and standard deviations were used. In 
order to test for the relationship between practices and firm performance, the ordinary least 
square (OLS) method was used to perform a regression analysis. This was done based on the 
following model:- 
 
PERF=α+β1 (RECRUIT) +β2 (COLLEG) +β3 (COMMS) +β4 (REWARDS) +µ 
 
Where: 
 
α, β, andµ are constants 
 
PERF                  = measured using turnover growth and ROA 
 
RECRUIT           = measured by the mean score on recruitment excellence 
 
COLLEG             = measured by the mean score on collegial and flexible workplace 
 
COMMS              = measured by the mean score on communication integrity 
 
REWARD            = measured by the mean score on clear rewards and accountability  
 
Given that human capital management was not only the factor that affected firm performance, 
this study used several variables to control for the other factors that help to measure the creation 
of surplus value in an organization. These control variables were: - advertising expenses to 
control for the brand names and new products; leverage to control for the financial effects; and 
assets to control for firm size. 
 
Data Analysis and Findings 

Introduction 
 

The study sought to determine the relationship between human capital management practices and 
firm performance with a specific focus on commercial banks in Kenya. The findings are 
presented here in tables and charts where necessary. Out of the 45 questionnaires administered 
during the data collection process, 23 were collected within the time frame and found usable for 
analysis. This shows a response rate of 51.1%. 

 

 Human Capital Management Practices 
 
The results in Table 2 below show the mean scores and standard deviations on recruitment 
excellence. The mean scores range from 1-5 with 1 showing ‘least agreement’ and 5 showing 
‘highest agreement’ with the statements.  

. 
Table 2 Recruitment Excellence 

 Mean Std. 
Deviation 

Professional new hires are well equipped to perform their duties 4.25 0.689 
Recruiting efforts are designed to support the business plan 4.98 0.258 
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Firm has a reputation among applicants as a desirable place of work 4.15 0.145 
Easy to find applicants with the skills the firm needs 4.11 0.478 
New applicants interview with a number of individuals 3.68 0.598 
Lower annual turnover rate for recently hired college graduates 3.72 0.874 
Formal recruiting strategy for filling critical positions 4.02 0.045 
Managers evaluated on success in achieving training goals 3.99 0.009 
Employees have access to training for current position 3.97 0.578 
Have formal policy of hiring internal candidates 3.38 0.968 
There is more work force with tenure of at least 2 years 4.47 0.784 
Training programs maintained in less favourable conditions 3.22 0.241 
Employees have access to training for higher positions 4.12 0.178 
More professional positions are filled internally 2.15 0.624 

 
Thus it can be noted that new professional hires were well equipped to perform their tasks (mean 
of 4.25),recruitments are designed to support the business plan(mean of 4.98) and that most firms 
had a reputation among applicants as desirable place of work (4.15).The rest of the mean scores 
are shown in table 2. 

Collegial and flexible work place 
 
Table 3 Collegial and Flexible Work place 

 Mean Std. 
Deviation 

Primary role of managers is to coach and mentor employees 4.85 0.247 
Firm flexible in work hours and arrangements 4.25 0.368 
Firm emphasizes employment security 4.08 0.058 
Titles are not intentionally designed to designate authority 3.68 0.256 
Firm culture encourages team work and cooperation 3.58 0.245 
Employees are more satisfied at this firm than at others 3.57 0.478 
Employees are on a first name basis with top management 3.04 0.895 
Perquisites do not vary with position and job level 2.42 0.145 
Physical office space does not vary with position 1.98 0.698 

 
The results in table 3 show the mean scores and standard deviation on collegial and flexible work 
place. The respondents agreed that the primary role of managers is to couch and mentor 
employees (Mean 4.85), firms are flexible in work hours and arrangements (mean of 4.25) and 
that the bank emphasizes employment security (4.08). 
 
 
 

Communication Integrity 
 
Table 4 Communication Integrity 

 Mean Std. 
Deviation 

Employees understand how their jobs affect customers 3.85 0.985 
firm shares business plans and goals with employees 3.08 0.789 
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Employees have input in how the work gets done 2.47 0.178 
Firm shares financial information with employees 2.38 0.241 
Employees give direct feedback to senior management 2.24 0.478 
Easy access to technologies for communication across the bank 2.14 0.358 
Employees have input in hiring decisions 1.05 0.558 

 
The results in table 4 indicate that employees understand how their jobs affect customers (3.85) 
while firms share business plans and goals with employees (3.08).However employees have very 
low input in hiring decisions (1.05).The employees do not also have easy access to technologies 
for communication across the banks (2.14) and that employees do not give direct feedback to 
senior management (2.24). 
 

Rewards and accountability 
 
Table 5 Rewards and Accountability 

 Mean Std. 
Deviation 

Pay is used to engage employees in improving business performance 4.51 0.269 
firm terminates employees who continue to perform unacceptably 4.15 0.524 
People skills are important to leadership and positions 4.08 0.125 
Firm positions ,its pay above the market 3.87 0.228 
Role of performance appraisals-set pay 3.85 0.785 
Firm does a good job of promoting the most competent 3.85 0.961 
More employees are eligible for stock plan programs 3.56 0.398 
Firm does a good job helping poor performers improve 3.25 0.478 
Employees participate in profit sharing plans based on operating units 
success 

3.12 0.064 

Top performers get significantly more pay that average performers 3.05 0.114 
Pay is linked to firms business strategy 2.55 0.378 
Employees participate in profit sharing plans based on overall firm 
success 

2.14 0.541 

Employees have input in evaluating their peers 1.25 0.147 

The study reveals that the pay is used to engage employees business performance (4.51) the 
banks terminate employees who continue to perform unacceptably (4.15), and that people skills 
are important to leadership positions (4.08).the study also reveal the employees do not have input 
in evaluating their peers (1.25), employees do not participate in profit sharing plans based on 
overall firm performance (2.14) nor is pay linked to firms business strategy (2.55). 
 

Relationship between human capital and management and performance  
 
The dependent variable, performance, was measured on two fronts:-turnover growth and return 
on assets. The independent variables were human capital management practices. The results for 
the relationship between performance and human capital management are shown in table 6. 
 
Table 6 Turnover Growth and Human Capital Management 
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  Recruitment 
excellence 

Collegial 
and 
flexible 
workplace 

Communication 
Integrity 

Rewards and 
accountability 

Turnover Growth Pearson 
Correlation,R 

.102 .023 -.210 .082 

P-Value  .644 .918 .335 .710 
Return on Assets Pearson 

Correlation,R 
-.055 .172 .407 -.081 

P-Value .803 .431 .054 .713 

 
Pearson Correlation, R reveals that there was a low positive correlation of 0.102 between 
turnover growth and recruitment excellence as a human capital management practice. The P-
value was 0.644 implying that the influence of recruitment excellence on turnover growth was 
not significant.However, recruitment excellence was negatively correlated with Return on Assets 
(-.055) but the relationship was not significant (P value=.803). 
 
Collegial and flexible work place had a positive correlation with turnover growth (0.023) and 
also with return on assets (0.172) but these relationships were not significant (P=value= 0.918 
and 0.431 respectively).Communications integrity was found to have a negative correlation with 
turnover growth (-0.210) but a positive correlation with return on assets (0.407).The P-values 
reveal that these correlation were not significant (0.335 and 0.054 respectively). 
 
The study also revealed that rewards and accountability were positively correlated with turnover 
growth (0.082) but was negatively correlated with return on assets (-0.081).these relationships 
were however insignificant (P-value=0.710 and 0.713 respectively). 
 
Summary of Findings 
 
The study revealed that new professional hires were well equipped to perform their 
tasks.Recrutiments were designed to support the business plans and most banks had reputations 
among applicants as desirable places of work. The results showed that the respondents agreed 
that the primary role of managers was to coach and mentor employees. The banks were flexible 
in work hours and arrangements and that the banks emphasize employment security. The results 
indicated that employees understood how their jobs affected the customers and that employees 
did not have input in hiring decisions and did not have easy access to technologies for 
communication across the banks and that they did not give direct feedback to senior 
management. Pay was used to engage employees in improving business performance.Further, the 
study revealed that the banks terminated employees who continued to perform below acceptable 
levels and that people skills were important to leadership positions. Employees did not have 
input in evaluating their peers and did not participate in profit sharing plans built on overall firm 
performance nor was pay linked to firm`s business strategy.  
 
The Pearson correlation shows that there was a low positive correlation of 0.102 between 
turnover growth and recruitment excellence as a human capital management practice. The study 
also found that recruitment excellence was negatively correlated with return on assets (-0.055). 
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The study found that Collegial and flexible work place had a positive correlation with turnover 
growth (0.023) and also with return on asset. Communication integrity was also found to have a 
negative correlation with turnover growth but a positive correlation with return on assets. 
Rewards and accountability was positively correlated with turnover growth but negatively 
correlated with return on assets. 

 

Conclusion 
 
The study sought to determine the human capital management practices adopted by the banking 
industry. It was noted that the most human capital management practices were in recruitment 
excellence, collegial and flexible workplace and rewards and accountability. The least used 
practice was communication intergrity.It can therefore be concluded that most banks practice 
human capital management to an average degree. 
 
 The study also sought to establish the relationship between human capital management practices 
and firm performance. The results indicated with the exception of communication integrity, other 
human capital management practices had a positive influence on turnover growth.Further, 
recruitment and rewards were negatively related to return on assets while collegial and flexible 
work place as well as communication integrity had positive correlation with return on assets. It 
can be concluded that human capital management practices generally have a positive influence 
on performance as measured by turnover growth and return on assets. 
 

Recommendations 
 

The results of the study are interesting in a number of ways but especially due to the fact that the 
relationship between human capital management practices had no significant influence on 
performance. As such, the study makes the following recommendations:- 
 

1) There is need for banks in Kenya to take more measures by enhancing the human capital 
management practices as the scores are still low. This may help in improving the impact 
that human capital management practices has on performance. 

2) Communication is a major problem in most banks. There is need for management to 
undertake serious measures that will help improve the communication between top 
management and other cadre employees. The communication distance between top 
management and other employees need to be reduced by employing more communication 
techniques. This may be done through rigorous training and workshop for managers and 
employees. 

 
 

Suggestions for further research 
 

The study suggests that there is a need to replicate this study to other industries in Kenya in order 
to ascertain whether the same results can hold. This will help in enhancing the knowledge on 
human capital management practices in Kenya. 
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