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Abstract 

Design/methodology/approach 

Using 2018 as a sample period, content analysis is used to evaluate the annual reports 

of the 25 largest British and 25 largest Korean firms to demonstrate the propensity of 

British/Korean firms to disclose human capital information as numerical and textual 

data.  

Purpose 

Human capital is considered by many to be a firm's most important asset. However, 

because no international human capital reporting framework exists, firms can decide to 

include/exclude human capital details on annual reports. Based on legitimacy theory, 

firms that disclose high levels of human capital information can be considered 

congruent with the expectations of society. However, firms can also choose to include 

human capital information on annual reports for symbolic purposes as an image 

management strategy. 

Findings 

We report that South Korean firms provide high levels of human capital information 

using narrative and numerical data, including value added human capital elements 

included on Integrated Reports. British firms on the other hand tend to use primarily 



positive narrative and limited numerical human capital data to present human capital 

information. 

Originality/value 

The results imply South Korean firms provide robust human capital information on 

annual reports as a legitimacy strategy. On the other hand, the UK's human capital 

reporting requirement can be considered as a form of image management. The results 

therefore have important policy implications for legislators, labour unions and firm 

stakeholders with incentives to enhance human capital information transparency. 

Keywords: annual reports; human capital; legitimacy theory; UK; South Korea; 

accounting policy 

 

1. Introduction 

  Human capital is considered by many to be a firm's most important asset (Audea 

et al., 2005; Chen et al., 2008; Curado et al., 2011; Guthrie et al., 2012; Guthrie and Petty, 

2000; Johanson, 2001; Mouritsen et al., 2001; Sung et al., 2018; Sveiby, 1997). Resource-

based theory implies that firms can be considered homogeneous. However, the value 

adding abilities of employees are a heterogeneous driver which provides firms with a 

comparative advantage relative to peers (Barney et al., 2001, Branco and Rodrigues, 

2009; Edvinsson and Sullivan, 1996; Hitt et al., 2016). Whilst it is widely recognized that 

human capital can enhance firm performance, the value adding ability of employees is 

opaque because human capital information is not reported on a consistent, comparable 

or structured basis internationally. Based on the current reporting paradigm, firms can 

choose to report human capital information to varying degrees using one of three 



reports. The first report that provides firms with a platform to report human capital 

information is the annual report. The annual report is considered the most important 

document for investors (Dumay, 2016), with arguments that all other reports are 

considered to be of secondary status (Caddy, 2000; Gowthorpe, 2009; Power 2001). 

However, there are no rules that mandate human capital should be recorded on annual 

reports. The second report with the potential to provide human capital information is 

the Corporate Social Responsibility (CSR) report. CSR reporting is valued by market 

participants as an ethical and environmental benchmark. However, CSR reports have 

been criticised as having limited human capital disclosures (Beattie and Thomson, 

2007; Brennan, 2001; Guthrie and Petty, 2000) and credibility (Cho et al., 2012; 

Hopwood, 2009; Merkl-Davies and Brennan, 2007; Moneva et al., 2006). Third, the 

Integrated Report (IR) is recognized as a document with the potential to overcome the 

opaqueness of human capital reporting because IR is a single document that links 

intellectual capital values such as human capital and firm performance (Abeysekera, 

2013; Cuozzo et al., 2017; Dumay, 2016; Melloni, 2015; Veltri and Silvestri, 2015; Vitolla 

et al., 2019). However, whilst IR can enhance human capital reporting quality, few firms 

report human capital details using the IR framework.  

  There is increasing impetus in the accounting profession and accounting 

literature to find solutions to the human capital problem (Bassi et al., 2015; Fincham 

and Roslender, 2003; McCracken et al., 2018; Roslender et al., 2012). Over the past 60 

years, arguments about how best to resolve the human capital problem have varied. The 

first field of research considers the association between human capital and firm value. 

There have been arguments that human capital should be directly recorded on financial 

statements as asset or equity values (Flamholtz, 1974; Hermanson, 1964; Hekimian and 

Jones 1967; Wall et al., 2003). However, others argue that human capital should not be 



recorded on a firm's balance sheet because humans cannot be owned by firms 

(Flamholtz, 1975). Thus, more recent studies measure the value added by investment in 

human capital including training, amongst others (Ballot et al., 2006; Sun et al., 2020). 

The second field of research is based on legitimacy theory, a critical perspective 

underpinned by the logic that a firm's values are congruent with society (Deegan, 2009; 

Lindblom, 1993). Firms that provide robust human capital information can be 

considered as meeting the expectations of society (Abeysekera and Guthrie, 2005; 

Guthrie et al., 2004, 2006). However, in the absence of structured human capital 

reporting rules, powerful groups may report human capital as an image management 

strategy, not as a genuine legitimacy strategy (Guthrie and Parker; 1989; Tinker, 1980; 

Tinker and Neimark, 1987). Thus, the second field of research identifies potential 

limitations in annual reporting to offer solutions. This paper is designed to be a critical 

piece to address the limitations of British annual reporting compared to an emerging 

economy, South Korea.  More specifically, the study will identify whether human capital 

reporting quality can be empirically captured as being relatively transparent/opaque in 

both countries.  

  This study has several motivations. First, increasingly, there are arguments that 

annual reports are limited (Power, 2001; Siegel, 2006). Based on the current annual 

reporting paradigm, the influence of skilled, high quality human capital may be 

considered a black box in relation to firm performance (Lev and Zambon, 2003). Others 

argue that without more precise metrics or disclosures, the credibility of corporate 

accounting reports are undermined (Adams, 2015; Eckstein, 2004; Khan and Khan, 

2010). Whilst various reports exist to report human capital information, the report 

most commonly used by market participants including shareholders is the annual 

report. Various scholars suggest that additional notes and disclosures have the potential 



to improve the transparency and information quality of annual reports (Caddy, 2000; 

Gowthorpe, 2009; Power, 2001). This study aims to capture the levels of available 

human capital information to provide examples of best practice based on a comparative 

analysis basis. Therefore, this study will capture the usefulness of human capital 

information on the annual reports in South Korea and the UK to offer suggestions to 

policymakers and legislators.  

 Second, La Ferle et al. (2013) surmise that the literature can be extended by 

international comparative analysis studies that determine whether/or not the attitudes 

of firms and individuals are equal in specific geographical locations. Ferraris et al. 

(2019) show that several moderating factors influence the attitudes of groups in specific 

countries, implying that there may be a divergence in the perceived importance of 

human capital reporting quality internationally. Recent studies report that human 

capital reporting is generally higher in developed countries compared to developing 

countries. However, there is evidence that the UK has lower levels of human capital 

compared to other developed countries (Bassi et al., 2015; Fincham and Roslender, 

2003; Li et al., 2008; Vandemaele et al., 2005). Therefore, this study is motivated to 

report whether a developing country such as South Korea (WTO, 2021) that has been 

considered equivalent to a Sub-Saharan country in 1953, has the potential to surpass 

the human capital reporting quality of a developed economy. 

  Third, the study is designed to show whether South Korea and the UK have 

different attitudes towards human capital reporting. South Korea has put human capital 

development at the heart of its national productivity strategy following the Korean War 

(Hundt, 2015; Kim et al., 2010; Kim and Rowley, 2006; Lee, 2005; Lee, 2015; Lim and 

Mali, 2020). On the other hand, following the Second World War, many argue that in the 



UK the rights of employees have decreased with shareholder profit being considered of 

a higher priority (Koumenta and Williams, 2019; Metcalf, 1989; Nolan, 1989, 2011, 

2012). Therefore, the study questions whether these different human capital strategies 

are represented on the annual reports of both countries. Furthermore, in the UK, there 

is an increasing focus on diversity as a sustainability issue (Agyemang-Mintah and 

Schadewitz, 2019; Martin et al., 2008). In South Korea, due to the rapidly declining birth 

rate, paternity/maternity issues can be considered an important sustainability issue. 

This study is therefore motivated to report whether based on country specific 

sustainability issues, if firms have a higher/lower propensity to report specific human 

capital values. 

  Fourth, management have a strong incentive to legitimize business activities. The 

literature suggests that numerical information is considered of higher quality compared 

to narrative on annual reports because it confirms a firm's actions (Abhayawansa, 2011; 

Guthrie and Petty; 2000; Melloni, 2015). However, firms can choose to use narrative, 

numerical data or both to report human capital information. This study considers 

narrative information to be symbolic relative to numerical information in tables and 

sentences that include both narrative and numerical data. Thus, the paper is motivated 

to discover the propensity of Korean/British firms to report human capital information 

using comparable numerical disclosures or unstructured narrative on annual reports. 

Fifth, likewise, this paper is motivated to report the propensity of human capital 

information disclosed as positive/ neutral language. Reporting the majority of human 

capital information as positive narrative could be considered as symbolic whilst 

reporting numerical data using neutral language could be considered a true legitimizing 

strategy. Thus, disentangling the use of how language is used in both countries can 



provide important insight to the human capital and accounting literatures, 

policymakers, labour unions and market participants.  

  Sentence structure content analysis is used to capture the occurrence of human 

capital disclosures on the annual reports of largest 25 British firms and 25 of the largest 

27 South Korean firms where annual reports were available in English. The results of 

empirical tests show that i) South Korean firms have a higher propensity to report 

human capital data compared to British firms. ii) Based on a top 50 ranking system, 21 

of the top 50 firms are Korean based on human capital occurrences, iii) The information 

quality of the 22-25th ranked Korean firm is low, as is the information quality of the 22-

25th ranked British firms. Taken together, the results show that there is a disparity 

between the reporting quality of the firms with the highest/lowest reporting quality, iv) 

Correlation analysis based on human capital occurrences and Fortune 500 listing, firm 

assets, market value and profit is insignificant for British firms. There is a negative 

correlation between asset value and human capital occurrences for South Korean firms. 

The results suggest that smaller firms provide higher levels of human capital 

information to attract employees and accommodate stakeholders relative to the most 

dominant firms. v) South Korean firms report higher levels of numerical data compared 

to British firms. vi) South Korean firms report higher levels of important human capital 

information identified in Integrated Reports as value adding compared to British firms. 

vii) There is also evidence that specific country characteristics/attitudes are present in 

annual reporting. British firms have a higher propensity to include diversity and benefit 

variables. South Korea reports paternity/maternity details at a rate of 1,700% higher 

compared to the UK. The results suggest that the sustainability issues that are important 

in both countries can be represented on annual reports to different degrees. viii) 



Empirical tests also report that higher levels of human capital occurrences are reported 

as being positive in the UK, but neutral in South Korea.  

 For brevity, contributions are discussed in detail in the conclusion and 

discussion section. Highlights are listed below: i) British human capital information is 

primarily recorded using positive narrative. The results suggest that human capital 

information on British annual reports is not comparable, consistent or structured.  

Taken together, the results suggest that human capital reporting on British annual 

reports can be considered an image management strategy and not a genuine 

legitimizing strategy. ii) South Korea firms provide statistically significantly higher 

levels of human capital data compared to the UK. South Korean firms also provide 

human capital data using primarily numerical data and neutral language. Therefore, 

human capital information in South Korea is provided on a comparable, consistent and 

structured basis. In short, Korean market participants can compare the training 

expenses, contract type and gender pay gap for all of the top 25 Korean firms. This is not 

possible in the UK using the same sample. The results demonstrate that relative to the 

UK, Korea has a commitment to reporting human capital values consistent with a 

genuine legitimacy strategy. Thus, if South Korea (a developing economy) adopted the 

human capital policy of the UK (a developed economy), there is the potential that its 

workforce would be disadvantaged, because human capital information is required by 

labour unions for collective bargaining. iii) Integrated Reports are considered to be 

important documents for investors because they provide intellectual capital variables 

shown to add value to firm performance. However, these values are not required to be 

explicitly stated in annual reports. Korean firms provide high levels of IR information on 

annual reports. IR disclosures for the UK sample are limited. iv) The results also imply 

that specific sustainability issues in both countries are presented with differing 



propensity. v) There are ongoing debates about ways to improve human capital 

reporting with evermore reports being developed. A normative approach is applied to 

offer policy suggestions.  It is suggested that legislators should mandate that human 

capital information be included on annual reports on a comparable basis internationally 

to enhance annual reporting quality.  

 The remainder of this paper proceeds as follows. In section 2, relevant literature 

is reviewed, and hypotheses are developed. In section 3, sample selection details and 

the study's research design are introduced. In section 4, empirical results are provided. 

Section 5 concludes by discussing the main findings, listing contributions and providing 

avenues for future research.  

2. Literature review and hypothesis development 

Literature review 

 No single intellectual capital definition exists (Dumay 2014; Gowthorpe, 2009; 

McPhail, 2009; Sveiby, 1997).  Intellectual capital refers to all forms of intangible assets 

that contribute to a firm's value creation (Ashton, 2005; Dumay, 2016; Lev and Zambon, 

2003). Intellectual capital is subdivided into three components in the extant literature, 

i) internal (structural) capital, ii) external (social/relationship) capital, and iii) human 

capital. i) Intellectual capital includes a firm's culture, systems, databases management, 

philosophy and information technology (Bontis, 1998; Meritum, 2002; Mouritsen and 

Roslender, 2009). ii) External capital is a measure of a firm's relations with stakeholders 

including partners, customers, supplier and policymakers, that can be measured using 

customer loyalty, client satisfaction, brand value and firm reputation (Tsai and Ghoshal, 

1998; Vitolla et al., 2020).  Human capital refers to the knowledge, ability and skills of a 

firm's workforce. Human capital is recognized as being a firm's most valuable asset 



(Curado et al., 2011; Guthrie et al., 2012; Guthrie and Petty, 2000; Johanson, 2001; 

Mouritsen et al., 2001; Sánchez et al., 2001; Sveiby, 1997). The value added by human 

capital is linked to resource-based theory. Resource-based theory implies that firms are 

homogeneous; however, the value adding ability of employees is heterogeneous 

amongst firms, which leads to a comparative advantage (Barney et al., 2001, Branco and 

Rodrigues, 2009; Edvinsson and Sullivan, 1996; Hitt et al., 2016). Bounfour et al., (2008) 

report that human capital investment will have economic implications for firms.  

However, accounting legislation does not mandate that non-financial information such 

as human capital should be recorded on annual reports on a structured, consistent and 

comparable basis internationally. Thus, there is academic tension about developing 

potential strategies to enhance human capital information transparency.  

 Of the three reports that are recognized as providing human capital information, 

the annual report can be considered the most important document for investors 

(Dumay, 2016).  Annual reports are designed to give (potential) shareholders and 

stakeholder information for investment decision making purposes (IFRS, C., 2018). 

There have been various attempts to develop a methodology to empirically measure 

intangible assets on annual reports (Branstorm et al., 2009a, 2009b; Marr and Chatzkel, 

2004). However, the current policies to report intellectual capital are IFRS 3, 'Business 

Combinations' and IAS 38 'Intangible Assets'. Both allow intellectual capital to be 

recorded as intangible goodwill. El Haj et al. (2020) report that annual reports are 

divided into three sections. i) At the start of a document and at the discretion of 

management, narrative including the CEO's message is reported on an unstructured 

basis. ii) The financial statements follow. Financial statements must adhere to accepted 

accounting rules, but there are no rules that require human capital to be recorded on a 

consistent basis. iii) Footnotes provide management with an opportunity to disclose any 



additional information relating to financial statement value. In the footnotes, 

information is recorded on an unstructured basis. Overall, the current annual reporting 

framework allows management to disclose human capital information on an ad hoc 

unstructured basis. Abeysekera and Guthrie (2005) report that without the 

requirement for management to include intellectual capital information on annual 

reports on a structured basis, management are provided with an opportunity to only 

disclose positive information as an image management strategy. It is therefore possible 

for firms to 'cherry pick' human capital achievement as narrative at the start of the 

annual report but provide very little numerical data regarding human capital 

investment on financial statements or footnotes.  

  Because there are no requirements regarding the disclosure of human capital 

amongst other forms of intellectual capital on annual reports, critics of the current 

reporting system suggest that the accounting profession must respond to the limitations 

of how intangible assets are measured (Power, 2001; Siegel, 2006).  Barth and Clinch 

(1998) argue that in a knowledge economy, the propensity of a firm to create value 

through intellectual capital as opposed to physical assets is increasing. Lev and Zambon 

(2003) report that the traditional historical cost model means that intangibles such as 

human assets are unknown. As a result, the true causes of firm performance can be 

considered opaque without considering a human capital component. Numerous studies 

suggest that additional notes and disclosures are demanded by market participants to 

improve information quality and transparency (Caddy, 2000; Gowthorpe, 2009; Power, 

2001). Taken together, the literature suggests that in the absence of a clearly defined 

human capital component in annual reports, the association between human capital and 

firm performance is opaque, leading to a situation in which market participants are 



likely to demand higher levels of human capital information, based on what is currently 

required by law in many countries.  

  Critics surmise that annual reports are focused on financial performance 

excluding a social reporting element, which limits the potential for market participants 

to evaluate a firm's ethics in conjunction with financial information (Cho et al., 2010). 

CSR reports offer organizations a platform and a framework to report a firm's 

environmental, human rights and business impact, with the Global Reporting Initiative  

being  the most commonly referenced framework in academic studies (Abeydeera, et al., 

2016; De Villiers and Sharma, 2020; Khan and Gray, 2016).  CSR reports can be 

considered an important public tool that identify a firm's ethical responsibilities 

including human capital (rights) practices and sustainability objectives (Wilburn and 

Wilburn, 2013). Increasingly, organizations are adopting CSR reports to enhance their 

reputation and to legitimize business activities (Leung and Gray, 2016; Mistry et al., 

2014; Rao and Lilit, 2016). However, CSR reporting has been criticised in the literature 

for its lack of relevance and credibility (Husillos et al., 2011). Studies report human 

capital disclosures/information included on CSR reports are limited (Beattie and 

Thomson, 2007; Brennan, 2001; Guthrie and Petty, 2000). There is also evidence that 

CSR reporting is symbolic (Michelon et al., 2015).  Critics also surmise that CSR 

reporting can be considered as a tool, utilized by firms to manage their corporate image 

(Cho et al., 2012; Hopwood, 2009; Merkl-Davies and Brennan, 2007; Moneva et al., 

2006). Therefore, the literature suggests that CSR reporting can be used as a means to 

hold firms accountable for business ethics; however, a limitation is that the link 

between firm performance and social/environmental responsibility is not explicitly 

made in CSR/sustainability reports.  



  The International Integrated Reporting Framework (IIRC) is a recently 

developed framework established with the ambition to overcome the limitations of 

annual/CSR reporting. An Integrated Report is a single document designed to provide 

market participants with information about organization effectiveness by illustrating 

the relationship between various forms of intellectual capital and firm performance, 

using comparable intellectual capital measurements (IIRC, 2015).  The primary purpose 

of IR is to report how improvements in capital management can achieve improvements 

in performance over an extended time period (Atkins and Maroun, 2015; De Viliers and 

Sharma 2020; IIRC, 2013, 2015). IR provide insights about six forms of intellectual 

capital (natural, financial, manufactured, social, relationship and human), with all 

measures being defined using numerical measurements (Busco et al., 2013; Melloni, 

2015). IR can therefore be considered somewhat of a breakthrough in human capital 

reporting because it provides market participants with valuable insights about how 

investment in human capital, using a standardized empirical measurement influences 

relative organizational effectiveness. 

   Increasingly, the human capital metrics included on IR are shown to add value. 

Vitolla et al. (2019) find that robust human capital management is associated with 

increasing financial performance (return on equity). Lee and Yeo (2016) show that the 

quality of IR is associated with increasing firm value. Zhou et al. (2017) report that firms 

with a close alignment to IR are associated lower cost of equity capital and a reduction 

in analyst forecast errors. There is also evidence that firms that adopt IR as well as 

traditional measures are likely to enjoy lower borrowing costs (García‐Sánchez and 

Noguera‐Gámez, 2017). Barth et al. (2017) report that firms with high IR quality are 

associated with higher firm value and strong cash flows. In addition to establishing a 

positive relationship between organizational effectiveness and firm performance, 



studies show that IR enhances reporting quality. Knauer and Serafeim (2014) 

demonstrate that firms that adopt IR are more likely to attract long-term investors as a 

result of greater transparency. Serafeim (2015) shows that companies with robust IR 

reporting have lower levels of transient investors, likely as a result of reduced 

information asymmetry (inequality). Whilst IR information can be considered 

important for market participants, the adoption of IR is slower than the IIRC would have 

liked (Dumay et al., 2017).  Flower (2015) suggests that the adoption of the IIRC 

framework is the victim of 'regulatory capture' suggesting that IR adoption may be 

resisted by powerful political interests including the accounting profession amongst 

others. 

 Because human capital can be considered a firm's most valuable asset, there 

remains an impetus in the accounting literature and profession to determine best 

practice for human capital reporting (Bassi et al., 2015; Fincham and Roslender, 2003; 

McCracken et al., 2018; Roslender et al., 2012). Historically, there have been arguments 

that human capital should be recorded as an asset on the balance sheet (Flamholtz, 

1974; Hermanson, 1964; Hekimian and Jones 1967). Others argue that human capital 

can be considered a form of equity (Wall et al., 2003). However, Flamholtz (1975) 

surmises that reporting humans on financial statements is flawed because it treats 

employees as objects to be used by firms when employees cannot be owned outright by 

an organization.  

 Because no consensus exists about the best method to record human capital 

information on annual reports, non-financial reporting (NFR) has the potential to 

enhance financial reporting quality and transparency (Baboukardos and Rimmel, 2016). 

NFR refers to the formal communication of information that can be considered 

important to stakeholders, but not emphasised within mainstream accounting 



frameworks (Jackson et al., 2019; Stolowy and Paugam, 2018). Stolowy and Paugam 

(2018) report two reasons why firms have a growing propensity to disclose NFR 

information. First, NFR disclosures enable market participants to associate intellectual 

capital and firm value. If two firms were considered equal based on financial 

fundamentals, in a situation where firm X disclosed a higher level of  NFR human capital 

information (such as employee turnover, satisfaction and well-being) compared to firm 

Y on a structured year-on-year basis, investors are likely to have greater confidence 

regarding the organizational effectiveness of firm X. Second, transparent NFR 

disclosures can be considered a signal of business ethics. Deloitte (2015) surmises that 

to maintain the delicate balance between human and business needs, information about 

human capital can provide insights to preserve business ecosystems. Jackson et al. 

(2019) surmise that NFR information promotes socially responsible values. Taken 

together, in the absence of structured human capital information, stakeholders' ability 

to make informed decisions about firm ethics and firm performance is limited. 

Increasingly, there is a growing impetus to acknowledge that NFR information has the 

potential to enhance corporate governance legislation worldwide (KPMG, 2016). Thus, 

studies that recognize variations in human capital reporting internationally can provide 

policymakers with insights to enhance governance codes and extend the accounting 

framework. 

 Duff (2018) analyses the voluntary disclosures of British accounting firms. The 

study shows that human capital information is not reported on a structured basis on 

annual reports. Moreover, British accounting firms are shown to report human capital 

values including employee information, education, training, satisfaction amongst others 

as a legitimacy strategy to communicate status and reputation. Abeysekera and Guthrie 

(2005) conduct content analysis to investigate the robustness of the human capital 



reporting framework in Sri Lanaka. The study reports that Sri Lankan firms are 

increasingly providing a higher level of human capital on annual reports. The increasing 

propensity to issue robust human capital information is underpinned by legitimacy 

theory. Legitimacy theory implies that a firm is congruent with expectations of society 

(Lindblom, 1993; Deegan, 2009). Guthrie et al. (2006) report that management have an 

incentive to report human capital information because it legitimizes business activities 

over and above mandatory requirements, in order to meet the expectations of 

stakeholders. Guthrie et al. (2004) posit that management can control the perception of 

market participants if human capital information in effectively communicated. 

 However, critics argue that human capital reporting can be used by management 

as an image management strategy (Tinker, 1980; Tinker and Neimark, 1987). Guthrie 

and Parker (1989) imply that accounting reports are designed to sustain and legitimise 

the private economic and political interests of firms, as opposed to providing accurate 

information to stakeholders. Thus, in the absence of an accepted human capital 

framework, human capital information can be recorded by management on an 

unstructured basis. Abeysekera and Guthrie (2004) conduct content analysis using a 

broad range of human capital values including health and safety, innovation, diversity, 

career development and employee competency (to proxy for human capital) to 

determine whether the human capital information demanded by stakeholders is 

supplied by Sri Lankan/Australian firms. They find that the propensity of Australian 

firms to report human capital data is higher compared to Sri Lankan firms, suggesting 

that both countries attach a different value on human capital data. Vergauwen and 

VanAlem (2005) demonstrate that there is variation in human capital information based 

on the country's legal infrastructure. The study surmises French, German and Dutch 

firms can be ranked by descending disclosure quality from the former to the latter. The 



study implies that there is a requirement for a convergence in accounting standards and 

practices to enhance corporate governance. Taken together the literature demonstrates 

a situation has emerged in which the quality of human capital information differs by 

country, leading to a situation where management is free to disclose a different level 

and quality of human capital information. Thus, a situation has emerged where 

international comparative analysis of human capital reporting quality/quantity can 

offer insights about the legitimacy of national accounting frameworks. 

 In this study, we are interested in whether human capital reporting quality is 

different in the UK compared to South Korea. The UK is a major international financial 

hub with a strong reputation for policymaking and legislation. However, the literature 

reports that human capital reporting is not robust in the UK. Vandemaele, et al. (2005) 

show that human capital disclosure quality of Swedish firms is higher compared to 

British firms. There is also evidence that Scandinavian counties have higher levels of 

human capital information on annual reports compared to other European countries 

including the UK (Fincham and Roslender, 2003; Roslender and Stevenson, 2009). 

Furthermore, numerous other studies show that human capital reporting is relatively 

weak in the UK (Bassi et al., 2015; Li et al., 2008; Steen et al., 2011; Striukova et al., 

2008).  Critics of the UK system report that following the Second World War, the reason 

why British organizations have lower human capital reporting quality is because the UK 

has moved away from a philosophy of being employee focused to be controlled by 

private equity holders (Metcalf, 1989; Nolan, 2011, 2012). In the UK, the current 

paradigm has led to a situation in which zero hour and non-standardized contracts are 

becoming the norm, replacing full time employment (Koumenta and Williams, 2019). 

The reduction of staff working conditions and a lack of human capital information can 

be considered linked based on labour unions requiring human capital information for 



collective bargaining (Americ, 1985; Craft, 1981; Maunders and Foley, 1984; Mautz, 

1990), but this information may be absent. Because firms are not required to report 

human capital information on a structured, consistent and comparable basis on annual 

reports internationally, a situation may have emerged in which the potential 

deterioration of British employees' working condition cannot be quantified. Managers 

have the potential to maintain the status quo by managing their public image using 

narrative and not disclosing numerical human capital data, which provides firms an 

opportunity to place shareholder wealth above employees.  

  The reason why South Korea can be considered as having a different outlook on 

human capital reporting to the UK is because: firstly, following the Korean War, the 

economy could be considered equivalent to a modern day Sub-Saharan country. Due to 

limited national resources, South Korea's post-war productivity policy has been based 

on developing human capital (Hundt, 2015; Kim, 2010; Lee, 2005; Kim and Rowley, 

2006; Lee, 2015; Lim and Mali, 2020). Therefore, robust human capital reporting can be 

considered important to South Korean legislators. Second, weak legislation was 

considered to be a major contributing factor in the Asian Financial Crisis in 1997 

(LaPorta et al., 1997).  During the financial crisis period, Newson and Deegan (2002) 

surmise that South Korea's corporate reporting quality was considered lower compared 

to Singapore and Australia. A study by Subbarao and Zegna (1997) also report that 

South Korean firms are also more likely to exclude important human capital 

information compared to the UK and USA. A more recent report by FTSE stock exchange 

report that South Korea meets the criteria of a developed country, however its legal 

frameworks can be considered weaker than developed nations (Woods, 2013). The 

economy is now ranked 11th based on GDP. More recently, South Korea has adopted 

various financial reporting quality strategies to improve its international image (Choi et 



al., 2017; Lim and Mali, 2020; Mali and Lim, 2018, 2019, 2020, 2021). Therefore, to 

legitimize the business activities of Korean firms, South Korean firms have an incentive 

to report higher levels of human capital information compared to other countries. 

However, whether or not South Korea and the UK report a different level of human 

capital information/quality is a question left unanswered. 

 

Hypothesis development 

  Listing sufficient human capital information as both narrative and numerical 

data can be considered congruent with the expectations of society and in a firm's best 

interest because it legitimizes business activities (Deegan, 2009; Guthrie et al., 2004; 

Lindblom, 1993; Schuman, 1995). However, because there are no explicit human capital 

reporting rules internationally, it is at the discretion of managers the level of human 

capital information included on annual reports. As a result, management can choose to 

report human capital information using predominantly positive narrative as an 'image 

management' tool. On the other hand, management can choose to report human capital 

information using numerical data and neutral narrative as a genuine legitimacy 

strategy. As a further legitimizing strategy, firms can choose to report IR values. This 

study will demonstrate which strategy is adopted by Korean and British firm samples. 

 It is hypothesized that British firms will include higher level of human capital 

information as narrative compared to numerical data.  It is also hypothesized that South 

Korean firms are more likely to provide i) more human capital information compared to 

British firms, ii) a higher percentage of  human capital information using numerical data 

(or both narrative and numerical data in a single sentence), and iii) provide higher 

levels of IR human capital information data. The above hypotheses imply that the 



human capital reporting quality of South Korean firms is higher than British firms. The 

hypotheses also imply that British firms are also likely to report human capital 

information as an image management tool; by comparison South Korean firms' human 

capital reporting can be considered as a genuine legitimacy strategy. South Korean 

human capital information is considered to be higher than British firms based on the 

following. First, South Korean legislators have incentives to mandate that all firms have 

transparent reporting systems. South Korea's legal infrastructure has been considered 

relatively weaker compared to developed nations (LaPorta et al., 1997; Woods, 2013). 

To repair its image, the South Korean government and financial institutions have taken 

numerous steps to improve financial reporting quality (Choi et al., 2017; Mali and Lim, 

2018, 2019, 2020, 2021). Internationally, the opaqueness of human capital data is 

referenced as a black box in relation to firm performance (Lev and Zambon, 2003). 

Thus, for South Korea, robust human capital reporting can be considered a legitimizing 

strategy to enhance investor confidence. On the other hand, the UK is one of the largest 

financial markets. Therefore, because it is an established international financial market, 

policymakers and legislators have no incentives to challenge the status quo by 

mandating that firms include additional human capital data on annual reports. 

  Second, South Korea and the UK have different philosophical outlooks on human 

capital. The UK is recognized as having lower levels of human capital information 

compared to many other developed economies (Bassi et al., 2015; Fincham and 

Roslender, 2003; Li et al., 2008; Roslender and Stevenson, 2009; Steen et al., 2011; 

Striukova et al., 2008; Vandemaele, et al., 2005). A potential reason why human capital 

information is not robust in the UK is because following the Second World War, 

shareholder profit has superseded employees' wellbeing as an organizational strategy 

(Koumenta and Williams, 2019; Metcalf, 1989; Nolan, 1989, 2012). On the other hand, 



following the Korean War, the Korean government placed human capital development 

at the heart of its international productivity strategy (Hundt, 2015; Kim, 2010; Kim and 

Lee, 2015; Lee, 2005; Rowley, 2006). Third, as suggested by Hofstede (2001), language 

has an important influence on firm behaviour. There is evidence that due to a lack of 

English language awareness, Korean market participants can misunderstand narrative 

(Cho and Yoon, 2013; Jung, 2012). Therefore, Korean firms may report human capital 

information using unambiguous language and numerical data to avoid any potential 

misunderstandings or conflicts. Based on the above, the following hypotheses are 

developed:  

H 1.1 South Korean firms will include higher levels of human capital information (IR, 

numerical and narrative). 

H 1.2 British firms will include higher levels of human capital information using narrative 

(as opposed to numerical data) compared to South Korean firms. 

3. Methodology 

Research Design 

  Details of the research strategy are included in Appendix 1. Content analysis is 

employed to analyse the differing levels of human capital information on Korean and 

British annual reports. Content analysis is a form of textual analysis that is extensively 

used in the accounting  literature to code qualitative and quantitative data into 

predefined categories to identify the context, conventions and the patterns of texts 

(Abeysekera and Guthrie, 2005; Abeysekera and Guthrie, 2004; April et al., 2003; 

Beattie et al., 2004,2005; Beattie and Thomson, 2007; Bontis, 2003; Bozzolan et al., 

2003, 2006; Brennan, 2001; De Silva et al. , 2014; Duff, 2018; Guthrie et al., 2004, 2007; 



Guthrie and Petty, 2000; Striukova et al., 2008).  The primary objective of the study is to 

discover whether British firms and Korean firms provide higher or lower levels of 

human capital information using narrative, numerical data or both. Therefore, the initial 

research design step has been to determine which human capital information is 

important to the extant literature and readership. Human capital occurrences are 

categorised based on previous studies (Abeysekera and Guthrie, 2005; Duff, 2018; 

Guthrie and Petty, 2000; Huang et al., 2013; McCracken , 2018; Striukova et al., 2008). In 

Table 1, the human capital variables identified in this study are listed. A secondary 

objective of this study is to determine whether British or South Korean firms have an 

equal propensity to list the human capital variables included on Integrated Report. 

Human capital values with a corresponding (IR) reference are those important 

numerical human capital variables that are recognized as being value adding in IR.  

<Insert Table 1 roughly here> 

  The next step is to capture human capital variables empirically. To measure an 

occurrence (non-occurrence) of human capital information as narrative or numerical 

data, the sentence count method is chosen as the context unit. The sentence count 

methodology has been chosen instead of page, paragraph or word count because a 

whole sentence is considered to be recognizable for meaning and categorization 

purposes (Carney, 1972; Gray, 1995).  The sentence count also has advantages because 

information included in tables and charts can easily be converted into equivalent 

sentence structures (Abeysekera and Guthrie, 2004). All titles and headings are 

excluded from the analysis. To discover whether a sentence unit includes human capital 

information, the following steps were taken. First, the Wordsmith program is used to 

evaluate all the linguistic content of the two largest South Korean and British firms. 

Then after carefully analysing words associated with human capital, a Wordlists was 



developedi. Second, Beattie and Thomson (2007) explain that content analysis requires 

a clear description of how a category occurs to make qualifications to categorize 

information resulting from its existence/non-existence to avoid 'boundary problems'. 

To avoid boundary problems, a group of words in a sentence is treated as a text unit, as 

suggested by (Beattie et al., 2004). Therefore, if different elements are included in the 

sentence, they are treated as a single occurrence. For example, if staff satisfaction and 

training were referenced in a single sentence, both elements would be considered as an 

occurrence and coded as two separate occurrences. However, if training was referred 

twice in a single sentence, it would be treated as a single occurrence.  

  Third, after completing a list of all sentences that include a human capital 

occurrence, the next step is to record whether information is recorded as narrative or 

numerical data, or both. Studies emphasize the importance of narrative information in 

intellectual capital reporting (Bozzolan et al., 2006; Husin, et al., 2012; Striukova et al., 

2008). However, Guthrie and Petty (2000) argue that intellectual capital reporting using 

narrative is of lower quality compared to numerical information. Duff (2018) reports 

British accounting firms disclose intellectual capital regularly using numerical data, 

implying that narrative information is of lower quality. Critics of a narrative reporting 

explain that empirical information is more verifiable compared to narrative exclusively 

(Abhayawansa, 2011; Melloni, 2015). In this study, numerical data is also considered to 

be of higher quality compared to narrative.  To capture whether human capital is 

recorded as narrative (NAR) or numerical data in tables (NUM), each sentence 

occurrence is identified as a value of 0/1 on a cumulative basis. If both NAR and NUM 

are included in a single sentence, it is coded as (BOTH). Total occurrences are 

referenced as TOTAL.  



  Next, pilot tests were conducted by both reviewers with a single annual report to 

ensure that the methodology was well-designed. Based on previous studies, because the 

population of the largest firms (in the UK and South Korea) would be equivalent 

(Abeysekera and Guthrie, 2005; Gray et al., 1995; Kirkman and Hope, 1992; Mitchell et 

al., 1995), it was decided that t-test mean difference analysis would be an appropriate 

data analysis method. T-test analysis is used because it allows a direct comparison 

based on established statistical significance measures. As a good practice strategy and 

to reduce subjectivity, two individuals conducted content analysis and coded the results 

independently. To reduce researcher bias, the reviewers (authors) are from South 

Korean and the UK respectively. Because the reviewers are from the countries which 

are the basis of the content analysis, it is likely that any unconscious researcher bias 

would be mitigated as a result of both reviewers having equal bias towards their 

country of birth. As an additional good practice strategy, a single reviewer conducted 

content analysis for all 50 annual reports. Next, the second reviewer independently 

reviewed 24 annual reports, 12 from the UK and 12 South Korea. Then, the two 

reviewers compared results in a series of meetings. It was discovered that the analysis 

of both reviewers was largely equivalent. Thus, taken together, the agreed final dataset 

coding can be considered free from researcher bias.  

Sample selection  

  To capture how human capital information is recorded on annual reports, the 

annual reports of the largest 25 British firms based on the 'Fortune 500' ranking are 

downloaded from company websites for the 2017-2018 financial period. Due to data 

unavailability, the (English) annual reports for 25/27 largest Korean firms have been 

downloaded in the 2017-2018 financial period and utilized for this study because the 



annual report for the 22nd and 26th largest Korean firm were unavailable in English. In 

Table 2, the financial details of selected firms are shown. All values are listed in millions 

of dollars. Overall, British firms have slightly higher levels of revenue and profit 

compared to Korean firms. However, British firms are larger based on assets and 

market value.  

<Insert Table 2 roughly here> 

 

4. Empirical results  

  In Table 3, the levels of human capital occurrences are recorded for the top 25 

Korean and British firms (where data is available). Table 3 is dived into two main 

columns. The left column provides details about human capital occurrences as raw data. 

On the right hand side, a weighting of (*)2 is added to NUM and a weighting of (*)3 is 

added to BOTH to account for previous studies that suggest numerical data is more 

informative compared to narrative (Abhayawansa, 2011; Guthrie and Petty, 2000; 

Melloni, 2015). Using the raw data occurrence values, 21 of the top 25 Korean firms 

have more human capital information (occurrences) compared to the highest ranking 

British firm. The firms ranked 22nd to 39th are British firms. The results demonstrate 

that whilst Korean firms provide higher levels of human capital information compared 

to British firms, there are a handful of Korean firms (4) that also offer very little human 

capital information. There is strong support for hypothesis 1.1 based on evidence that 

Korean firms provide higher levels of human capital information compared to British 

firms. However, it must also be recognized that some South Korean and British firms 

offer very little human capital information. The next column of interest is 'percentage' 

(left side) that represents the number of NUM and BOTH occurrences divided by TOTAL 



occurrences. The results show that all but 1 of the top 21 Korean firms provide human 

capital information using numerical data at a rate of higher than 40%. On the other 

hand, most British firms provide very little NUM or BOTH human capital information 

(<40%). The results suggest that British firms report human capital data mainly using 

narrative, as conjectured in hypothesis 1.2.  

<Insert Table 3 roughly here> 

  The next columns of interest are the relative ranking(s). On the left side (raw 

data), ranking is estimated by dividing a firm's human capital occurrence value with the 

value of the highest occurrence (374). On the right side, the value is estimated by 

dividing the highest occurrence (699) with all other firm's relative occurrences based 

on the weighting structure. A comparison of relative human capital occurrences shows 

that when a numerical data weighting is added to the raw data, the relative ranking of 

the British (Korean) firms becomes lower (higher) compared to the Korean (British) 

firms. The results provide evidence in support of hypothesis 1.2, by demonstrating that 

Korean firms are likely to have a higher propensity to issue human capital information 

using NUM or BOTH, compared to British firms that are more likely to provide 

information as NAR. 

Table 4 is an extension of Table 3 and provides the results of empirical (t) tests 

comparing the human capital occurrences of British and Korean firms as NAR, NAR and 

BOTH or as a TOTAL. The first two rows show the propensity of Korean firms to report 

human capital information using numerical data. The results show that British firms 

(29.61%) are much less likely to provide human capital information as NUM or BOTH 

compared to Korean firms (49.30%). This evidence is again consistent with hypothesis 

1.2. Next, t tests are conducted to compare the reported levels of i) NAR ii) NUM and 



BOTH combined and iii) TOTAL (NAR, NUM and BOTH). T test are calculated as Korean 

data minus British data. Therefore, a positive (negative) value suggests that the Korean 

(British) firm sample has higher human capital occurrences compared to the British 

(Korean) firm sample. The results show that Korean firms have a higher propensity to 

report human capital as NAR (3.71***), NUM and BOTH combined (6.54***) and for 

TOTAL occurrences (6.50***).  The results allow us to accepted hypotheses 1.1 and 1.2. 

<Insert Table 4 roughly here> 

  The top 25 firms from both Korea and the UK are included in this analysis on the 

basis of the Fortune 500 ranking. Therefore, a question emerges, whether firms at 

higher/lower rankings have higher/lower human capital occurrences? To answer this 

question, Pearson correlations are conducted with Fortune ranking and a) NAR, b) NUM 

and BOTH, and c) TOTAL occurrences. This process is then repeated for other firm 

specific determinants including i) revenue, ii) assets, iii) firm value and iv) profit (see 

Table 2). In Table 5, there is a positive association between a firm's Fortune ranking and 

revenue, assets, firm value and profit, as can be expected. There is also a correlation 

between TOTAL occurrences and NAR, NUM and BOTH, as can also be expected. The 

associations of interest are firm performance rankings and human capital disclosure 

occurrences. The results show that for British firms, there is no statistically significant 

association between human capital occurrences and Forbes rankings, revenue, assets, 

market value and profit. The Korean data suggests that there is a negative association 

between assets and TOTAL occurrences (-0.67***) and NAR (-0.51***), NUM (-0.71***) 

and BOTH (-0.46***). The results can be interpreted as firms with lower levels of assets 

having an incentive to legitimize business activities or attracting staff through robust 

human capital reporting relative to the largest more established firms.  



<Insert Table 5 roughly here> 

  Table 4 shows that based on the entire sample, Korean firms provide higher 

levels of human capital information using NUM and BOTH, NAR and TOTAL. In Table 6, 

each occurrence is sub-divided into specific human capital variables (see Table 1). Then, 

60 t tests are conducted to compare the occurrence level of each variable based on NUM 

and BOTH, NAR, and TOTAL. If the sample value is lower than 50, the results of t tests 

are excluded. Values identified with (IR) are highlighted as those important human 

capital values reported on Integrated Reports. Consistent with Table 4, positive values 

can be considered as higher levels of human capital occurrences by Korean firms 

compared to British firms. The TOTAL t test results show that apart from benefit (-

6.10***) and diversity/equality (-1.91*), South Korean firms have higher TOTAL human 

capital occurrences for 16 out of 20 variables. Again the results are consistent with 

hypothesis 1.1. 

  In the NUM and BOTH columns that measure the propensity of firms to issue 

numerical data, for all but one of the important (IR) numerical values, Korean firms 

have a higher propensity to issue IR information compared to British firms. Moreover, 

excluding benefit and diversity, South Korean firms provide higher levels of numerical 

data for the human capital variables. The results demonstrate that Korean firms have a 

higher propensity to issue numerical human capital data compared to British firms, 

consistent with hypothesis 1.2. South Korean firms also provide higher levels of NAR 

human capital details for 10 out of the 20 variables (at a significance level of 0.01) 

compared to British firms. But British firms provide higher levels of NAR information 

for diversity/equality (-5.01***) and benefits (-4.31***). The results suggest that there 

are some human capital values that are important to British firms, thus disclosed more 



often compared to Korean firms. This evidence combined with paternity/maternity 

TOTAL occurrences in South Korea (a country with a very low birth rate) being 

significantly higher than in the UK (1,700% higher) implies that human capital 

occurrences can be influenced by the sustainability ideology of a specific country.  

<Insert Table 6 roughly here> 

 Because there is evidence human capital information disclosures may be linked 

to the sustainability reporting ideologies of different countries, whether South Korean 

and British firms have a higher propensity to report human capital information 

occurrences as positive or neutral language is analysed. All negative occurrences (6) are 

excluded. Neutral and positive coding underwent an identical procedure with NAR, 

NUM and BOTH. To determine whether an occurrence is positive/neutral, the 

Wordsmith program concordance feature was used to determine the sentence tone for 

each occurrence. Sentences were determined to be positive/neutral/(negative) using 

adjectives and adverbs. Again, each occurrence was reviewed to ensure that the results 

were consistent with the program's output. Firms with higher levels of positive 

occurrences can be interpreted as potentially attempting to engage in an image 

management. Firms with more neutral language can be considered as providing human 

capital information as a genuine business legitimizing strategy. In Table 7, human 

capital occurrences are compared using t tests. For all but the benefit variable, UK firms 

use positive language when referring to human capital. The final column divides 

positive occurrences by total occurrences. 

 The results show that overall, British firms are more likely to use positive 

occurrences (59%) compared to Korean firms (25.55%). In Panel B, t tests are 

conducted to compare positive occurrences and neutral occurrences. Even though the 



TOTAL occurrences of Korean firms are higher, the difference between positive 

occurrences is statistically insignificant (-0.67). However, Korean firms are far more 

likely to provide human capital disclosures using neutral language (3.84***). Taken 

together with previous findings, relative to British firms, the results suggest that South 

Korean firms report human capital information as a genuine legitimacy strategy.  

<Insert Table 7 roughly here> 

5. Conclusion and discussion 

  The results of content analysis demonstrate that Korean firms have higher levels 

of human capital information reported on annual reports compared to British firms. 

Moreover, Korean firms provide (neutral) numerical human capital information 

including IR values on a structured, consistent and comparable basis. On the other hand, 

British firms provide human capital using positive narrative with limited numerical 

data. From a legitimacy theory perspective, the results suggest that South Korean 

human capital reporting is a genuine legitimizing strategy, consistent with society's 

expectations that firms report higher levels of human capital information than is 

currently required in the accounting framework (Guthrie et al, 2004; 2006).  The human 

capital information reported on British annual reports can be considered of lower 

quality. Therefore, human capital information reporting on British annual reports can 

by comparison be considered an image management strategy, not a genuine attempt to 

legitimize business activities.  

  The results of this study have important implications for market participants, 

policymakers and the general public for several reasons. First, it is established that 

labour unions require human capital information for negotiating collective contracts 

(Americ, 1985; Craft, 1981; Maunders and Foley, 1984; Mautz, 1990). However, the UK 



is recognized having weaker human capital annual reporting compared to other 

developed nations (Bassi et al., 2015; Fincham and Roslender, 2003; Li et al., 2008; 

Roslender and Stevenson, 2009; Steen et al., 2011; Striukova et al., 2008; Vandemaele, 

et al., 2005).  The British economy is also criticized for prioritizing shareholder wealth 

over employee welfare (Metcalf, 1989; Nolan, 1989, 2011, 2012). Therefore, the current 

paradigm that allows human capital information to be provided as unstructured 

narrative may be a contributing factor why zero-hour contracts are becoming the norm 

in the UK (Koumenta and Williams, 2019). If human capital information would be 

recorded as structured numerical data, reductions in employee conditions would be 

more clearly identified. Future studies may consider collecting interview and 

questionnaire data to crystalize why human capital information is (not) reported in the 

South Korea (UK). There are numerous potential reasons why different countries have 

high/low human capital reporting quality including; maintaining the status quo; lack of 

expertise or skills, and no benchmark frameworks to follow. Identifying the existence of 

variations and why they exist has the potential to provide insights to why international 

accounting frameworks do not report human capital reporting as a more prominent 

feature.  

  Second, South Korea was one of the poorest countries on earth following the 

Korean War. Due to a lack of natural resources, South Korea's productivity strategy 

following the Korean War was based on developing human capital (Hundt, 2015; Kim, 

2010; Kim and Rowley, 2006; Lee, 2005; Lee, 2015; Lim and Mali, 2020). Based on its 

productivity strategy amongst other factors, South Korea can be considered as having a 

higher incentive to report human capital information on a consistent, structured and 

comparable basis compared to the UK.  In South Korea, numerical human capital 

information (such as continuous employment/tenure and average male/female salary) 



is regularly reported on annual reports. Thus, current (future) employees, the 

government, the general public and shareholders amongst other stakeholders can 

evaluate firms based on human capital investment. The results imply that robust human 

capital reporting can be a transparency comparative advantage for Korean firms based 

on the increasing importance of ethical investment.  

  Third, South Korea provides paternity/maternity information at a rate of 1700% 

higher compared to British firms. The UK on the other hand only provides higher levels 

of human capital information for diversity/equality and staff benefits characteristics. 

The results imply that market conditions, economic strategies and the rhetoric 

associated with specific sustainability issues has led to a situation where both countries 

focus on specific employee level characteristics. However, South Korea has higher levels 

of information quality for virtually all human capital categories. These finding are linked 

with resource-based theory. Resource-based theory implies that firms are 

homogeneous. However, it is the heterogeneous characteristics of employees that 

provide firms with a comparative advantage. This study shows that in South Korea, the 

effect of employee characteristics' (input) in developing a comparative advantage 

(output) can be estimated using structured data. On the other hand, because of weak 

human capital reporting quality in the UK, this relationship is opaque to information 

users due to data unavailability.  We would encourage studies where human capital is 

widely available to associate human capital and firm performance or risk. Such studies 

can extend the literature by demonstrating how human capital potential can enhance 

organizational effectiveness.  

  Fourth, there are ongoing debates about the advantages/limitations of reporting 

human capital information on i) annual reports, ii) CSR reports and iii) IR. IRs are 



increasingly being considered important documents because they report how human 

capital  add value and influence organizational performance (Barth et al., 2017; García‐

Sánchez and Noguera‐Gámez, 2017; Knauer and Serafeim, 2014; Lee and Yeo, 2016; 

Serafeim, 2015; Vitolla et al., 2019; Zhou et al., 2017). However, the adoption of IR is 

reported as being slower than expected, potentially as a result of 'regulatory capture ' 

(De Villers and Sharma, 2020; Flower, 2015). Therefore, a situation has emerged where 

some important human capital information determinates are recognized in IR but 

excluded from annual reports. The empirical results of this study demonstrate Korean 

annual reports include IR human capital information at a statically significantly higher 

level than the UK. Numerous studies show that shareholders demand higher levels of 

human capital information on annual reports (Eccles et al., 2001; Upton, 2001). This 

assertion is consistent with the view that including additional human capital 

information on annual reports is a solution to the human capital and intellectual capital 

reporting problem (Caddy, 2000; Gowthorpe, 2009; Power 2001). Based on evidence 

that IR information is included on Korean annual reports, we believe that legislators 

may consider mandating that the IR human capital information shown to be included on 

Korean annual reports are adopted internationally as a reporting quality policy 

enhancement. 

 Fifth, the majority of  human capital and intellectual capital studies comparing 

developed and developing nations report that the human capital reporting systems of 

developed countries are more robust compared to developing countries (Abeysekera 

and Guthrie (2005; April et al., 2003; Goh and Lin, 2004; Singh and Kansal, 2011). This 

study shows that a developing country (South Korea) based on WTO assessment has a 

far more robust human capital reporting system than a developed country (UK). Dumay 

(2016) surmises that maintaining the current reporting system in Anglo-American 



economies is in the self-interest of equity holders and the accountants; suggesting that 

the political interests of powerful groups can influence policy decisions. If South Korea 

adopted the annual reporting system of a developed country like the UK, employees 

may be in a weaker position because human capital information can be considered a 

direct incubator of  working conditions (Abeysekera and Guthrie, 2004; Dumay and 

Garanina, 2013; Roslender and Stevenson, 2009). This paper demonstrates that based 

on the top 25 British and Korean firms, the top 21 firms ranked using human capital 

occurrences are Korean firms. Therefore, in this instance, if a developing country based 

on the assessment of the World Trade Organization (WTO, 2021) adopted the human 

capital reporting system of a developed country, it would have a negative effect on 

reporting quality and transparency. 

 Sixth a normative statement is presented. Flamholtz (1975) surmises that 

because employees are not bound to an employer, human capital should not be treated 

as a numerical asset/capital value on financial reports. Whilst we agree that placing a $ 

value on an employee is unlikely to be accepted by accounting policymakers, we posit 

that a more robust mechanism is required to associate the effect of a firm's workforce 

on organizational effectiveness. The Non-Financial Reporting literature implies that 

information outside of the mainstream accounting framework, such as human capital 

data can provide market participants with information about firm value, and business 

ethics (Baboukardos and Rimmel, 2016; Jackson et al., 2019; Stolowy and Paugam, 

2018). From a practical perspective, evidence from this study clearly shows that Korean 

market participants can make inferences about the effect of; staff turnover on firm 

performance; or employee loyalty on default risk. Korean market participants can also 

base investment decisions on information associated with human capital ethics. For 

example, changes in full/part time and permanent/temporary contracts can be 



compared on a yearly basis. However, because workforce human capital data is not 

widely reported in the UK, similar firm performance and business ethics inferences 

cannot be made. Therefore, to generalize this study, we surmise that comparing the 

propensity of firms to include important human capital information on annual reports 

in different countries is necessary. By demonstrating that that human capital reporting 

quality is high/lower in specific countries, there is the potential that governments and 

legislators may consider passing legislation to enhance information quality, which will 

benefit employees, market participants and potentially society.  

 Finally, limitations are listed. In South Korea and the UK, public companies are 

required to publish annual reports in their native language. The British annual report is 

required by law. The 800-page Korean annual report written in the Korean language is 

also required by law. The English annual report is not required by law in South Korea. 

The English written annual report combines all information included on the Korean 

annual reports including financial statement information, performance disclosures, 

management communication and sustainability information. Thus, there is the potential 

for Korean firms to develop a hybrid financial/sustainability annual report as an image 

management tool. British firms on the other hand are expected to follow annual 

reporting conventions. However, the Korean annual reports are the most accessible and 

primary source of financial information for market participants. It is at the discretion of 

firms how much sustainability and human capital information is disclosed.  

  Furthermore, whilst the sample size is equivalent to previous studies 

(Abeysekera and Guthrie, 2004, 2005; Duff, 2018; Striukova et al., 2008), the sample 

size can be considered relatively small. We are unable to increase our sample size 

because not all Korean firms provide annual reports in English. It would not be possible 

to compare the annual reports of the top 50 Korean firms and 50 British firms because 



to the best of our knowledge, data is unavailable for 16 of the top 50 Korean firms. Thus, 

as the sample size of Korean firms increase, it would also increase testing bias. Likewise, 

we only compare the human capital occurrences of Korean and British firms over 1 year 

because prior to 2008, roughly half Korean firms did not publish annual reports in 

English. In 2018, 2 firms are missing from the dataset. Thus, we conduct content 

analysis using a 2018 dataset, when 25 of the top 27 Korean firms issue annual reports. 

It is established that firm size is an important factor when considering reporting quality 

because larger firms are more visible, have more assets at their disposal to manage 

their image, and have a higher incentive to protect their reputation through additional 

human capital disclosures (Abeysekera and Guthrie, 2005; Gray et al., 1995; Kirkman 

and Hope, 1992; Mitchell et al., 1995). Thus, a comparison of the largest Korean and 

British firms can be considered a robust sample selection process because the top 25 

Korean and British firms are likely to have similar traits. As more Korean firms publish 

annual reports in English, future studies may conduct a multi-year study to analyse 

whether human capital information is becoming a more prominent feature in South 

Korean annual reporting. 
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