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ABSTRACT 

The purpose of this study is to examine the impact of Intellectual Capital on firm performance 

The study made use of secondary data sourced from annual reports and financial statements of 

these companies from audited and reliable sources like company websites and Y charts. The 

study reveals that value added intellectual capital and its components have a significant 

association with the company’s financial performance and profitability. The study therefore 

recommends, inter alia, to the management of the company to endeavour to provide adequate 

information and a supportive work environment and development programs that will 

automatically increase the efficiency and productivity of the labour.The study will be very 

beneficial to the different policy makers by considering the importance of intellectual capital in 

evaluate the financial performance of the company. However, among the main limitations, this 

study does not cover other sectors such as the service sector in the same region 
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INTRODUCTION 

The knowledge assets or Intellectual assets are forming part of Intangible assets which is 

presented in the balance sheet with an optimum level of disclosures. Intangible Assets include 

knowledge, experiences , Skills and traits etc…which are difficult to measure, whereas both 

Physical  and financial assets of a firm include tangible assets like building, machinery, plants 

etc and working capital, owner’s equity, retained earnings etc has been reported without force. 
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We are witnessing the notable difference between the Market Value and Book Value of assets, 

this difference is due to the performance of Intangible assets or Intellectual Capital of the firm. 

Knowledge and Intellectual Capital (IC) contributes largely to the competitive edge (Wiig: 

1997). IT, ITeS ,BPO, KPO companies are having appreciable amount of intellectual assets in 

the form of Human Assets with good grade of intelligence and academic credentials and 

Intellectual Properties like patents, trademarks, licensing, copyrights etc.. The Directors and 

BOD members including CEOs of major IT companies are either expelled or retained in the 

business to withstand the keen competition in the technology field. They are paid highest 

remuneration and other compensation to carve the fruitful outputs of intelligence from them. 

Even the technicians and designers like personnel have been paid high in this sector all that costs 

are treated as Human cost with respect to conventional accounting standards and written off 

against profit in the Income statements. Ante Pulic (1998) identifies these costs as Human Assets 

and he developed an intellectual capital measurement tool called VAIC™. 

The Intellectual Capital of an organization is said to be a source of competitive advantage and 

there is evidence that the success business can be partly influenced by its Intellectual Capital. 

Earlier literatures in Intellectual Capital argues that the difference between the company’s market 

value on the stock exchange and its book value is relies on its intellectual capital. The value of 

the employees’ knowledge of organizations, business training and any exclusive information that 

may give an upper hand to the organization. Intellectual Capital is considered as an asset, and 

can comprehensively be characterized as the gathering of every information resources an 

organization has available and that can be used to drive profits, increase new clients, make new 

products, or otherwise enhance the business. Intellectual Capital is a real business asset, although 

measuring it is a very subjective task. Organizations spend millions every year preparing their 

employees in business-particular topics and otherwise paying for enhanced ability in their staff. 

This capital employed gives return to the organization, one that can contribute toward many 

years of business value. As innovation and process enhancements turn out to be all the more a 
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differentiating factor within present day organizations, Intellectual Capital is probably is likely to 

become an even stronger force in the marketplace. 

As indicated by Stewart (2002), the new economy stands on three pillars; first, knowledge has 

become what we buy, sell and do. Second, knowledge based resources have turn out to be more 

essential to organization. Third, in order to prosper new management techniques, new 

technologies and new methods are expected to clarify the knowledge based resources. 

OBJECTIVES OF THE STUDY 

● To examine the impact of Intellectual Capital on firm performance. 

● To analyze the impact of Intellectual Capital components on firm performance. 

Research Hypothesis 

H1: There is a significant effect between MVAIC and ROA 

H1a:  There is a significant between human capital efficiency (HCE) ROA  

H1b: there is a significant effect between structural capital efficiency (SCE) and ROA  

H1c: There is a significant effect between capital employed efficiency (CEE) and ROA  

H1d: There is a significant effect between relational capital efficiency (RCE) and ROA 

H2: There is a significant effect between MVAIC and ROE 

H2a:  There is a significant between human capital efficiency (HCE) ROE  

H2b: there is a significant effect between structural capital efficiency (SCE) and ROE  

H2c: There is a significant effect between capital employed efficiency (CEE) and ROE  

H2d: There is a significant effect between relational capital efficiency (RCE) and ROE 
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ANALYSIS AND INTERPRETATION 

This chapter deals with the Analysis part of the model and Hypothesis developed. Analysis part 

include Huasman test for Fixed or Random effect decision, Descriptive Statistics analysis were 

made to assess the characteristics of the variables, spearman’s  correlation analysis to check the 

relationship between variables and Panel Regression Analysis has been done to arrive at the final 

result for the hypothesis developed.  

Unit Root Test 

Unit Root test has been conducted to test the stationary of the variables. The result of the analysis 

is shown in the table below. EPS, CEE and NPM were found not stationary in the result. 

Table Showing Unit Root test results to check the Stationarity of the variables in the Models 

Test  

 

ROE        

Coefficient 

(probability) 

 

ROA     

Coefficient 

(probability) 

 

MVAIC       

Coefficient 

(probability) 

 

HCE       

Coefficient 

(probability) 

 

SCE             

Coefficient 

(probability) 

 

RCE        

Coefficient 

(probability) 

 

EPS        

Coefficient 

(probability) 

 

CEE       

Coefficient 

(probability) 

 

NPM     

Coefficient 

(probability) 

 

Levin,Lin 

& Chut 

-4.535 

(0.00)*** 

-4.50 

(0.00)*** 

-5.54 

(0.00)*** 

-4.86 

(0.00)*** 

-4.63 

(0.00)*** 

-3.30 

(0.00)*** 

-3.00 

(0.00)*** 

-2.12 

(0.01)** 

-2.5 

(0.00)*** 

Im, 

Pesaran 

and Shin 

W-stat  

-2.003 

(0.00)*** 

-1.87 

(0.00)*** 

-2.26 

(0.01)** 

-2.5 

(0.00)*** 

-1.84 

(0.00)*** 

-1.90 

(0.03)** 

-0.906 

(0.18) 

-0.87 

(0.19) 

-1.029 

(0.15) 

ADF - 

Fisher 

Chi-

square 

 

30.11 

(0.01)** 

28.32 

(0.02)** 

30.81 

(0.01)** 

32.3 

(0.00)*** 

27.7 

(0.00)*** 

29.29 

(0.00)*** 

21.29 

(0.16) 

20.83 

(0.18) 

22.39 

(0.13) 
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PP – 

Fisher 

Chi-

square 

40.31 

(0.00)*** 

25.8 

(0.04)** 

32.92 

(0.00)*** 

34.40 

(0.00)*** 

30.8 

(0.00)*** 

48.29 

(0.00)*** 

19.48 

(0.24) 

39.82 

(0.00)*** 

21.33 

(0.16) 

*** Significance at 1% level, ** Significance at 5% level                                                                   Table No. 1 

 

Stationarity Results 

Test  D(EPS) D(CEE) D(NPM) 

Levin,Lin & Chut -7.93 

(0.00)*** 

-10.10 

(0.00)*** 

-5.96 

(0.00)*** 

Im, Pesaran and Shin W-stat -3.55 

(0.00)*** 

-4.20 

(0.00)*** 

-2.98 

(0.00)*** 

ADF - Fisher Chi-square 45.03 

(0.00)*** 

50.83 

(0.00)*** 

40.76 

(0.00)*** 

PP – Fisher 

Chi-square 

56.36 

(0.00)*** 

84.78 

(0.00)*** 

56.96 

(0.00)*** 

Table No. 2 

*** Significance at 1% level, ** Significance at 5% level  

The non-stationary EPS, CEE and NPM put into first difference analysis and then found to be 

stationary. (Table No. 2) 

FIXED EFFECT OR RANDOM EFFECT 

In order to choose between fixed effect and random effect the HAUSMAN test has been carried 

out (Greene, 2000). If the null hypothesis is not valid Housman value has a chi-square 

distribution with a number of degree of freedom equal to the number of repressors. If the 

probability is lower than 5% we reject null hypothesis and conclude that the best model is the 

one using fixed effect otherwise random effect (Clark and Linzer, 2012).  
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Fixed Effect or Random Effect Result 

              Test      
Models 

Chi-Square Degree of 
Freedom 

Probability Fixed effect or 
Random effect 

Model 1 0.45683 1 0.493 Random 

Model 2 0.408 1 0.522 Random 

Model 3 3.825 1 0.045** Fixed 

Model 4 0.961 1 0.32 Random 

Model 5 0.961 4 0.0005*** Fixed 

Model 6 7.63 4 0.106 Random 

Model 7 5.92 4 0.20 Random 

Model 8 12.24 4 0.01 Fixed 

Table No. 3 

*** Significance at 1% level, ** Significance at 5% level  

Descriptive Statistics 

Table No. 4 
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Table 4 indicates descriptive statistics of the variables under this study. It assesses the effect of 

MVAIC and its components (HCE, SCE, RCE and CEE) on ROA, ROE, EPS and NPM. As 

shown in the table, the mean (median) values of HCE, SCE, RCE and CEE are 1.90(1.75), 

0.43(0.44), 0.42(0.36), and 0.52(0.49) respectively. The mean (median) values of MVAIC are 

3.26,(3.30). In the case of ROA, ROE, EPS and NPM, the mean (median) values are 0.11(0.11), 

0.26(0.21), 2.92(2.01) and 5202.13(2250.50).  

N= 80 (Number of observation) 

HCE = Human Capital Efficiency; SCE = Structural Capital Efficiency; CEE = Capital 

Employed Efficiency; RCE = Relational Capital Efficiency; MVAIC = Modified Value Added 

Intellectual Coefficient. 

Correlation Analysis 

Table 5 shows the pair wise correlation matrix between the variables. 

Table No. 5 
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Correlations in the bold are significant at p < 0.01 

● ROA is positively and significantly related ROE, EPS MVAIC, NPM, HCE, and CEE and 

negatively related to SCE. 

● ROE is positively and significantly related to EPS, HCE, and CEE and negatively related to 

SCE. 

● EPS is negatively and significantly related to RCE. 

● MVAIC is positively and significantly related to NPM, HCE, CEE, RCE and SCE. 

● NPM is positively and significantly related ROA, MVAIC, HCE, SCE and negatively 

related to RCE 

● HCE positively and significantly related SCE, ROA, ROE, MVAIC, and NPM and 

negatively related to RCE. 

● CEE positively and significantly related RCE, ROA, ROE and MVAIC. 

● RCE positively and significantly related with MVAIC, CEE but  negatively and 

significantly related to EPS, NPM, HCE and SCE. 

● SCE is positively and significantly related MVAIC, NPM, HCE and negatively related to 

ROA, ROE and RCE 

Result of Regression Analysis 

Variables Model 1 – ROA 

Co-efficient 

(p- value) 

Model 2 – ROE 

Co-efficient 

(p- value) 

Model 3 – EPS 

Co-efficient 

(p- value) 

Model 4– NPM 

Co-efficient 

(p- value) 

Intercept 0.027 0.129 -1.96 -3.09 

MVAIC 0.029 

(0.0096)*** 

0.039 

(0.045)** 

0.67 

(0.0034)*** 

10.20 

(0.0019)*** 

Adj. R2 0.28 0.60 0.02 0.044 
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R2 0.35 0.64 0.13 0.15 

F-value Stat. 4.90 15.9 1.2 1.4 

F- value 
(prob.) 

(0.00076)*** (0.0000)*** (0.29) (0.20) 

Durbin 
Watson  

1.88 1.80 2.3 2.4 

Table No. 6 

*** Significance at 1% level, ** Significance at 5% level  

Model 1 (Table No. 6) empirically examines the relationship between Intellectual Capital 

(MVAIC) and ROA. The test result shows a positive and statistically significant relationship 

between IC and ROA at a value of (P<0.05). 

Model 2 examines the relationship between IC (MVAIC) and ROE. The test result showed a 

statistically significant and positive relationship (P>0.05). 

Model 3 established a positive and statistically significant relationship between IC (MVAIC) and 

EPS (P>0.05). 

Model 4 showed a positive and statistically significant relationship between IC (MVAIC) and 

NPM. 

Variables Model 5– ROA 

Co-efficient 

(p- value) 

Model 6– ROE 

Co-efficient 

(p- value) 

Model 7– EPS 

Co-efficient 

(p- value) 

Model 8– NPM 

Co-efficient 

(p- value) 

Intercept 0.078 0.050 -1.08 -6.9 

HCE 0.113 0.19 1.12 4.6 
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(0.00)*** (0.00)*** (0.00)*** (0.00)*** 

SCE -0.09 

(0.00)*** 

-6.21 

(0.00)*** 

-0.89 

(0.00)*** 

2.3 

(0.67) 

RCE 0.014 

(0.53) 

0.046 

(0.37) 

-0.86 

(0.12) 

5.6 

(0.00)*** 

CEE 0.02 

(0.29) 

0.03 

(0.54) 

5.25 

(0.00)*** 

5.6 

(0.00)*** 

Adj. R2 0.83 0.91 0.78 0.334 

R2 0.86 0.92 0.81 0.437 

F-value 
Stat. 

33.94 68.34 24.002 4.24 

F- value 
(prob.) 

(0.000)*** (0.000)*** (0.000)*** (0.000)*** 

Durbin 
Watson 

1 1.5 2.2 2.1 

Table No. 7 

*** Significance at 1% level, ** Significance at 5% level  

Model 5 to 8 (Table No.7) were empirically testing the components of Intellectual Capital (HCE, 

SCE, RCE and CEE) with the performance indicators (ROA, ROE, EPS and NPM). In model 5 

HCE is significantly and positively related to ROA but SCE showed a negative and statistically 

significant relationship with ROA.  RCE and CEE failed to establish any statistically significant 

relationship with ROA. In model 6 HCE shows a positively and statistically significant 

relationship with ROE where as SCE showed negatively and statistically significant relationship 

with ROE. RCE and CEE does not give a significant relationship with ROE. In model 7 HCE 

and CEE gives a positively and statistically significant relationship with EPS but SCE shows 
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negatively and statistically significant relationship with EPS. RCE does not have any relationship 

with EPS. In model 8 HCE, RCE and CEE were shown a positively and statistically significant 

relationship with NPM but SCE failed establish any statistically significant relationship with 

NPM. 

FINDINGS 

● In the regression analysis it is found that the Intellectual Capital has a positive 

relationship with Return On Asset 

●  Intellectual Capital has a positive relationship with Return On Equity 

● Intellectual Capital has a positive impact on Earnings Per Share 

● There is a positive influence of Intellectual Capital found on Net Profit Margin 

● Most of the components of Intellectual Capital have a positive relationship with the 

performance indicators. The IC components such as HCE has positive relationship and 

SCE has negative relationship with ROA where as RCE and CEE didn’t find any 

relationship with ROA 

● HCE has a positive relationship and SCE has negative relationship with ROE where as 

RCE and CEE couldn’t find any relationship with ROE. 

● It is found that the HCE and CEE has a positive relationship and SCE has a negative 

relationship with Earning Per Share where as RCE didn’t have any relationship with 

Earnings Per Share 

● HCE, RCE and CEE were positively influenced the Net Profit Margin and SCE didn’t 

have any influence on Net Profit Margin. 

CONCLUSION 

The study titled “a study on the  impact of intellectual capital on firm performance” is a benign 

attempt to examine the relationship between Intellectual Capital (MVAIC) and firm performance 

measures (ROA, ROE, EPS and NPM). The study also explores to test the relationship between 

IC and CAPM Expected Return, IC and Risk (VAR). The components of Intellectual Capital 
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(HCE, SCE, RCE and CEE) are also subjected to analyze its relationship with performance 

measures. India’s top 10 IT MNCs has been taken for the study with 10 years of requisite data 

from 2007-2016. The collected data have been subjected to panel regression with respect to 

Fixed Effect or Random Effect using Hausman test. The test result showed that the Intellectual 

Capital and firm performance is positively related, more clearly, if the Intellectual Capital 

coefficient tends to increase the performance will also increase. Nevertheless relational capital 

and capital employed efficiencies didn’t show related. 
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