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Abstract: While the Human Capital (HC) perspective has been widely applied to research in conventional
aspects, less attention has been paid to Islamic approach. This exploratory study amns to investigate the
association between HC and organizational performance, moderated by Tslamic ethics. Tn Tslam, entrepreneurs
are advised to search for the needed knowledge for human capital development and manage it comprehensively
towards the betterment in this world and the hereafter. The study scrutinizes the researches of Al-Ghazali which
1s based on Sufism (incorporation of Al-Quran and Hadith interpretations with reason). Al-Ghazali’s thought
depicts Islamic ethics that offer practical implications for entrepreneurial activities. What is the effect of human
capital on firm performance. Following Tslamic business ethics by Al-Ghazali will entrepreneurs with HC be
successful. Established on previous contributions in this stream of hiterature, the present study 1s pursuing to
provide conclusive evidence of the relationship between human capital and firm performance as impacted by

Al-Ghazali’s Islamic ethics.
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INTRODUCTION

Human Capital (HC), an integration of the attributes,
knowledge, experience, skills, mnovation, energy and
passion that people mvest in a firm (Florin ef al.,
2003; Sexton and Bowman, 1986) 1s an essential resource
for firm success (Cassar, 2006, Florin et al., 2003;
Pfeffer, 1994; Sexton and Bowmarn, 1986). What is more,
due to mtensified knowledge-based research activities in
the future, it is estimated that human capital would be
more significant (Bosma et al, 2004; Sonnentag and
Frese, 2002; Homig, 2001, Penmngs ef al, 1998).
Although, some studies highlight on the embellishment of
the connection between human capital and
entrepreneurial success (Baum and Silverman, 2004),
others assert that human capital acts as one of the
fundamental elements in the entrepreneurial process
(Haber and Reichel, 2007). Hence, there is incongruity
about the relative importance of human capital in
mfluencing firm performance. More importantly, the
magnitude of the relationship between human capital and
organizational success remains unidentified. Despite the

fact that some findings indicate mediocre or even high
relationships (Duchesneau and Gartner, 1990; Frese et al.,
2007), other studies claimed low relationships (Davidsson
and Honig, 2003; Gumeno et al., 1997). The reason belund
this is may be the existence of moderator variables.
Surprisingly, to the authors’ knowledge, studies
investigating Al-Ghazali’s Islamic ethics as moderator in
human capital success relationship have never been
conducted before.

Previous literature on intangible resources
confers several variables that possibly moderate the
HC-performance relationship. However, little agreement
arrived at the constitution of appropriate moderators.
There are diverse findings on the effect of moderating
variables on the HC-performance relationship. For
instance, past research has found both significant
positive (Roos et al., 1998) and negative (Blunch, 2007)
relationships between Islamic religiosity and HC. Despite
the fact there are a lot of potential clarifications for results
inconsistency regarding a moderating variable, this does
not defeat the demands for scholarly attention from
researchers who continuously provide more convincing
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proof of the effect these variables have on the strength
and direction of the HC performance relationship. As
asserted by Crook et al. (2011), there are numerous
possibly essential moderators of the human capital
performance relationship. Considering the eminence of
human capital as a determining factor of firm performance
and the preliminary evidence indicating that the empirical
evidence 1s mixed, a theoretical moderator of the human
capital performance relationship to elucidate extant
evidence seems both judicious and warranted.

Taking into account Imam Al-Ghazali’s economic
theory, the purpose of this study 13 to lughlight
knowledge gaps in the existing literature and to suggest
a conceptual framework for the association of human
capital and firm performance. Researcher’s mspiration to
select the classical Mushim scholar, Al-Ghazali 1s based
on the views of Islamic ethics that he started the
discussion by grounding the Islamic viewpoint in
assessing aspects of business and economic growth.
Al-Ghazali’s thoughts are based on the values and ethics
that come from the Quran and Hadith. Al-Ghazali also
provides a comprehensive thought, linking social and
political aspects of society, physical and non-physical
aspects and values of divimty with the idea of business
and economic growth.

Specifically, this study operates past research to
examine the relationship between human capital and firm
performance as well as the moderating impact of
Al-Ghazali’s Tslamic ethics. Tt is anticipated that the
results of this study will contribute to the prevailing body
of knowledge by providing an enhanced understanding
of the relationship between human capital and
performance. The study will also offer a foundation to
researches on the humean capital-performance relationship.
Furthermore, it is envisioned that the findings of the
study will uncover knowledge gaps and help researchers
to gain profound understanding of human capital and
how it influences on firm performance.

In order to posit human capital within the broad area
of Islamic entrepreneurial studies, the first section begins
by defining what is meant by human capital both from
conventional and Tslamic perspective. Then, the study
attempts to explain Al-Ghazali’s approach to Islamic ethics
and its moderating effect on HC-performance relationship.
Finally, it analyses the contributions of Al-Ghazali,
showing how these are relevant for theory and research
n the expanse of ethical-economic virtues.

THE CONCEPT OF HUMAN CAPITAL

Research in the field of Human Capital, a component
of intellectual capital primarily started appearing m the
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prevalent magazines early 1990°s (Stewart, 1994).
Such research has mainly evolved from the scholars like
Bassi and Buren (1998), Bontis (1996), Darling (1996),
Edvinsson and Sullivan (1996) and Onge (1996).
Accordingly, Elliott (1991) developed Human Capital
Theory (HCT) concerning the quality, not quantity, of the
workforce. Supported by other researchers, HC 1s defined
as knowledge, skills, education, abilities (Garavan et al.,
2001, Youndt et al, 2004), competency, attitude and
behavior (Rastogi, 2002) of a person. Roos et al. (1998)
further categorised HC imto three: competence
{competencies, skills and knowhow), attitude (motivation
and leadership) and intellectual agility (creativity,
innovativeness, mental flexibility and problem solving).
Accordingly, HC has been recogmsed as an important
determinant for economic growth (Schultz, 1961), since 1t
is regarded as the competences (knowledge and skills)
entrenched in an individual (Beach, 2009).

According to Human Capital Theory (HCT),
entrepreneur’s competences, knowledge, skills and
abilities will contribute to firm competitive advantage.
HC theorists believe that the more education one has in
terms of skills, knowledge and abilities, the more he can
provide productivity to the firm (Kwon, 2009). At firm
level, HC can be a source of justifiable competitive
benefit (Barney and Wright, 1998; Kraaijenbrink, 2012)
and this outlook draws on Resource-Based View (RBV)
{Barney, 1991).

Resource Based View (RBV) was expressed into a
theory by Wernerfelt (1984). The theory states that the
firm’s valuable and non-substitutable resources are the
roots for competitive gams. In securing sustamable
competitive advantage, RBV proposes that the firm
uphold the growth of competencies, heighten social
relationship or networking and create tacit knowledge.
RBV also identifies mternal resources, like HC as
invaluable and irreplaceable resource for the firm to utilize
successfully in order to achieve growth and
competitiveness (Hagan, 1996, Lado et al, 1992
Castamias and Helfat, 1991). In promoting Human
Resource Management (HRM) particularly human capital,
RBY attempts to bring about integration between the
strategies and HRM (Wright e af., 2001) by attaining the
best degree of fit between the intemnal firm resources and
external opportunities (Conner, 1991; Chandler, 1993;
Sloan, 2015). Precisely, RBV emphasizes the importance of
humen capital, lnghlights the role of managers (Teece and
Pisano, 1994) and fortifies the strategic human resource
management for the ultimately sustained competitive
advantage.

In conventional perspective, the concept of human
capital generally emphasizes on the development of
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knowledge, abilities and skills of people as the most
important of productivity and
development. Human beings are considered as asset and
mvestments which can lead to getting better pro?ts.
Contradictory, human beings are social creatures so the
production return for their investment will not be exactly
the same as that of the machine. Nevertheless, scholars
have reached an agreement that it 1s crucial to develop
knowledge, skills and capabilities of people for achieving
economic growth. As reminded by Imam Ghazali,
Muslim entrepreneurs must gamn thorough understanding
of business transaction rules prescribed in shariah
(Ghazali and Imam, 1998).

source economic

AL-GHAZALI-A BRIEF INTRODUCTION

Al-Ghazali was well-known as Hujjatul Islam al-Tmam
AbuHamid Al-Ghazali. His real name was Muhammad bin
Muhammad bin Muhamimad At-Tusi. He had a nickname;
Zainuddin. He was bom i Thus, Khurasan in 450 AH/
1058 AD (Shakirah, 2008). His intense mastery of
philosophical resolutions is apparent from the scholarly
rebuttals specified to his writings by highly honored
philosophers. Scholars consider Al-Ghazali as the most
unusual Tslamic thinker who is the expert in theology. He
the prominent intellectual,
philosopher, legal expert, theologian, sacred reformer and
mystical thinker of Islam (Macdonald, 2009). Al-Ghazali
accentuated on the purification of the soul which had
been paid less attention by other scholars. His writing on
ethics and morality has very thorough and detailed
discussions, containing the factors and required sources.
He talked about the impurity of heart, its causes and
treatments (Syami, 1993). Additionally, it 1s fascinating to
note that al-Ghazali’s writings cover a decent number of
economic thoughts which are deliberated m an ethical
perspective.

was most influential

Al-Ghazali’s philosophy on Islamic economics and ethics:
Al-Ghazali’s Islamic economics 18 comnected primarily
to the Islamic principles of the Qu’an and Sunnah.
Al-Ghazali’s  philosophy encompasses both Tslamic
economics and ethics since mtermediation of ethical
codes and moral conducts are vague in contemporary
economics. Ethics subjugate a major place in Tslam as in
a hadith the Prophet Muhammad (SAW) upholds that the
aim of his mission is to complete the good characters. In
the area of “Earnings, Trade and Commerce” discussed in
Thya ulum-id-din, Al-Ghazali has also emphasized on
ethical issues when involving in business and economic
activities (Ghazali and Imam, 1998). Islamic economy 1s
contained by the considerations of its specific ethical
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system (Naqvi, 1994). Therefore, Islamic economics is
considered as a vital part of Shariah deliberating the
ethical path. Al-Ghazali’s Shariah-based
concept of economics incorporates all human activities
that are realised as a means to attain goals in serving the
community. The concept of malaa and its relation to
Islamic economics, concerming social welfare 13 well
defned by Al-Ghazali (Daghistani, 2016). The promotion
of maslaha (public good) in the society is regarded as
the noblest act in the sight of Allah (SWT). Accordingly,
Al-Ghazali presents five obligatory Shariah-based
mechanisms for the benefits and justice of the people and
society din (religion) nafs (life of soul) nal (family) mal
(wealth) and “aql (intellect) (Choudhury, 1992). In specific,
Al-Ghazali’s Islamic economics embraces the rudimentary
concepts of mdividual righteous behaviour as economic
mediators, for example the concept of property, social
welfare, market values and ethics, market growth, demand
and supply, prices and profits, barter system, production
and functions of money and the state m the economy
(Trijanto et al., 2015).

The association of Al-Ghazali’s philosophy on
Islamic economics and ethics with the concept of Islamic

righteous

beliefs recounts to the explanation of individual rights and
social responsibilities, thus it cannot be approached
merely on material grounds. Moreover, the philosophical
foundation of the Islamic moral economy establishes
on the collective ethical system mdicating that
business strategies must not limit the opportunity for
individual skill development, independency or duties for
taking action (Asutay, 2007). Islam epitomizes the
inclusive order of Islamic economics and other systems
connected to daily life. Hence, these systems are
assimilated m the tie of ethucal dealings (Choudhury and
Malik, 1992). Consequently, in managing firm profitability
and sustamability within the Shariah principles, it is
essential that entrepreneurs retain pertinent competencies
as they are the human capital of the firm. Fundamentally,
in the literature, human capital defmes as skalls and
abilities that are valuable, exceptional and difficult to
emulate (Barney, 1991). More importantly, the human
capital of the firm must be nurtured according the values
and ethics prescribed mn the Quran and Hadiths

Al-Ghazali’s Tslamic ethics: Basically, Al-Ghazali’s
Islamic ethics render upon four elements wisdom,
courage, chastity, justice clarifying the notion that any
other factors are only consequences of those components
(Gendy, 2005). Al-Ghazali recognized Islamic ethics as man
spiritual custom, entrenched in his soul and conveyed
over the actions. It 1s the guiding principle to secure the
virtuous deeds and to abstain from evils. Al-Ghazali’s
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Tslamic ethics encompasses of the right actions
towards God, family members and the public (Quasem,
2009). Al-Ghazali highlights on the notion of faith which
was an unconditional and defimte belief in God the-One,
the Benefactor, the Overseeing who embrace in his power
to reward and punish (Ghazali and Tmam, 1998), both in
this world and the hereafter.

In general, there are three main considerations
outlined in Al-Ghazali’s ethical theory, specifically: an
issue of accumulation of wealth; a concern of avoiding
harms to others and foul of injustice. The theory has
drawn a distinctive concept between creating wealth for
a sustainable prosperous economy which is morally
justifiable and that of accumulation of wealth which
Al-Ghazali reprimanded. Despite morally-based economic
and business activities linger on lawful or unlawful and
just or unjust matters, Al-Ghazali has delved into the
notion of compassion and conscious concern of those
who are m need and less fortunate in society. Precisely,
Muslims’ obligation 1s to uphold justice besides being
charitable and compassionate which are regarded as
substances of generosity and voluntary acts. Further,
Al-Ghazali has stressed that the act of imuring the poor
and orphan 1s considered as more malevolent than
harming the strong and Machiavellian (Ghazali and Tmam,
1998). TJustice is indeed a magnificent feature as it is one
of the 99 attributes of Allah (SWT) and analogous to
good conducts, devotion and charity. As mentioned in
the Quran: “Surely, God bids to justice and good-doing
and giving to kinsmen and he forbids indecency,
dishonour and mselence, admonishing you so that haply
you would remember”.

In essence, Al-Ghazali’s main ethical value focuses
on ethics and veracity in which individuals are abstaimng
from being companion to evil act of injustice since no one
was exempted from committing imjustice activities
(Ghazali and Tmam, 1998). Justice, benevolence, piety,
trustworthiness, integrity, thankfulness and chastity are
among the ethics taught in the Quran and Hadith. As a
matter of fact, Islamic ethics consist of obligations, duties
and responsibilities whose authority originates straight
from the Quran and sayings and traditions of the Prophet
Muhammad. Further, for entrepreneurs, Islamic ethics are
moral fillers of sound busmess actions and better firm
performance (Rice, 1999).

FIRM PERFORMANCE ANDITS MEASURES

In the turbulent globalization era, firms endeavor to
succeed and adapt by generating sustainable competitive
benefit through better firm performance (Mehralian et al.,
2014). Performance refers to how well a firm runs the
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business to attain its objective. It is the measure of how
effective and efficient the firm manages its resources in
delivering the values to customers and other stakeholders
(Wu and Zhao, 2009). The practice of performance
measurement is often commended for improving firm
performance (Santos and Brito, 2012). Tt is undeniable that
the main purpose of both entrepreneurship theory and
research to enhance firm performance (Mthanti, 2012). The
firm must achieve superior relative-performance than its
competitors (Wu and Liw, 2010), thus for the value
delivered, several measures should be used. Currently,
performance measurement contains financial and
nonfinancial performance measurements are utilised,
linking to the firm’s business approach. Even though
financial performance measures are prevalent in most
researches, they are not intensely related to business
strategy and objectives, hence do not really provide
competitive advantages to the firm to cope in an open
competition challenges. Consequently, the American
Institute of certified public accountants had proposed
integrating non-financial information into the performance
measures as to replicate intellectual capital and communal
obligation besides promoting knowledge (Wu and Liu,
2010).

Accordingly, Dess and Robinson (1984) observed the
effectiveness of subjective performance measures as
equated to objective methods. On the contrary,
Venkatraman and Ramamyam (1986) empirically studied
the degree of merging the methods of measuring
organizational performance. These researchers found that
that growth in sales and profits was differentated
measures for diverse areas of business performance. Prior
researches have proven that there are numerous
measurements to firm performance construct. Although,
Robinson (1995) stated that return to shareholders was
the most prevailing indicator for ndividual performance
among businesses that have undertaken preliminary
public offerings, his findings are not universal and cannot
be used to diverse samples. Concisely, neither there 1s
wrrefutable investigation that has recognized the best
inclusive measure of firm performance nor a measurement
model that precisely signifies the construct (Santos and
Brito, 2012).

This study attempts to mvestigate the perception of
the firm that will be measured subjectively. Subjective
performance measures are used in this study based on an
adapted version of Kotey and Meredith (1997) and
Gadenne (1998). This kind of measurement has been
commonly engaged by preceding studies (Gaskill and
Aulken, 1994; Najihah et al., 2014, Swinney et al., 2006).
The entrepreneurs will be asked about their satisfaction
with the outcome of the sales, profit, business growth an
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increase in the number of employees, customer
satisfaction, net asset value of the business and rate the
firm performance mdicators for the past 3 year using
a S-point scale, ranging from 1 = “very dissatisfied” to
5 = “very satisfied”. Watson et al. (2003) claimed that
subjective of generally
susceptible to errors. On the other hand, research will
verify 1its validity by adding several items in the
questionnaires. Moreover, entrepreneurs are
compulsory to objectively answer the questions
concerning the firm performance-comprising the

profits and sales per month.

measurement success  1s

Relationship of human capital and firm performance:
Previous studies had the view that a high level of HC 1s
connected to firm performance (Penmings et al, 1998,
Bosma et al., 2004; Unger et al., 2011; Mappigau and
Agussalim, 2013; Lu et al., 2014). In fact, regardless of
organizational settings, HC would positively influence
firm performance (Benson ef al., 2006). HC would enable
the entrepreneurs to be more capable in determining
and exploiting business opportunities (Shane and
Venkatraman, 2000), besides assisting them in the accrual
of new knowledge and skills. Bruderl ef al. (1992) and
Tsaksen (2006) asserted that entrepreneurs having
various skills and capabilities would be more efficient in
managing the production process and thus increase
the productivity and performance of the firm. This 1s
because HC is positively interrelated to strategic planning
which is crucial for business success (Baum et al., 2001,
Frese et al, 2007). Fim success 1s also mfluenced by
entrepreneur’s ability, experience and motivation. As
evidenced by many studies showing that the
entrepreneur'’s education is positively related to firm
profitability and growth (Ganotakis, 2012; Bates, 1995;
Hay and Ross, 1989, Cooper et al., 1989).

Entrepreneurs with higher HC would be more
effective and efecient in managing their business and act
as catalysts to firm survival than those with lesser HC.
Possessing high level of HC, the successful entrepreneurs
may profit from better treatments and therefore may
perhaps have well access to vital assets like financial
resources, market mformation and other linkages. Given
the above discussion, the following hypothesis 1s
formulated: H,;: HC is significantly and positively related
to firm performance.

Relationship of human capital, Al-Ghazali’s Islamic
ethics and firm performance:Putting ethics into HC
management would considerably enhance the quality
of firm performance (Mehralian et al., 2012). Basically,
the crucial aim of ethics i business 1s to develop
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decision-making quality and firm performance
(Valentine and Barnett, 2007). Not only that an ethical
environment will affect decision-making, but also react to
ethical predicaments over succeeding actions.
Incidentally, organizational ethics may be transformed
1nto actions which are then transported to numerous work
outputs (Cullen et al., 1989). Adnan (2015) has anticipated
that HC and Islamic ethics would promote mitiatives to
form successful businesses among entrepreneurs.
Supported by Moghaddam et al. (2015), ethics like trust,
loyalty, commitment, hard-worl, culpability and just can
motivate employees to have higher level of HC and
work at their full capability, talents, knowledge, creativity
and innovation for the sake of business growth.

According to Al-Ghazali’s Tslamic ethics, ethical
actions will bring entrepreneurs to higher conditions of
spiritual enlightenment. As the Prophetic saying “Act in
accordance with what you know for what you do not
know (will) be unveiled to you (by Allah)” (Ghazali, 2004).
Hence, ethics should be emphasized in entreprencurial
activities since they can contribute to the economic
development while improving the quality of life of the
employees and society. For instance, in measuring the
Corporate Social Responsibility (CSR) of an organization,
spiritual values or Islamic ethics should be positioned as
the most important consideration (Adnan, 2015). In
addition, Sudarsono (2010) instituted that those
individuals who have work-life balance (material and
spiritual) will be very satisfied with their research and
thus perform better. As asserted by Ghazali (2011) an
individual will attain the highest satisfaction when he is
able to know Allah SWT more closely.

Furthermore, in managing a firm, entrepreneurs have
to nuwtwe Islamic ethics such as patience, prayer,
thankfulness, reliance on Allah, faith, contentment,
self-composure, mildness, humbleness, knowledge,
sincerity,  modesty, loyalty, dignity, silence and
deliberateness. Consequently, these qualities will promote
decent comportment that leads to obedience and
salvation (Ghazali and Imam, 1998). Moreover, an
individual who makes efforts to develop the business
economic performance as a medium of devotion to Allah
(SWT) then he is among those who worship in
accordance with the teachings of the Prophet (Ghazali and
Tmam, 1998).

Al-Ghazali appreciated HC as he had encouraged
entreprenews to seek the necessary knowledge.
Al-Ghazalr’s Islamic ethics should be adopted by
entrepreneurs and integrated in their entrepreneurial
activities. The ethics offer balance guidelines as they
have inclusive means to attain success in this world and
afterlife. First of all, entrepreneurs need to have pure
intention when indulging in their business dealings and
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Al-Ghazali's Islamic ethics
H H,
Human firm v
capital (FIC) | Performance

Fig. 1: Research model

it must be for the sake obtamning the pleasure of Allah
(SWT)’s pleasure. Thus, entrepreneurial activities will
strictly be lawful as [slamic teaching forbids entrepreneurs
from 1nvolving in  prolubited activities. Also,
entrepreneurs should fulfil their Fardhu Kifayah duty by
completing the requirement of Muslim community. In
addition, Inam Al-Ghazali further stresses that the Muslim
entrepreneurs should not accommodate any distraction
that may hinder them from observing their religion
obligation no matter how hectic the activities are (Ghazali
and Imam, 1998). In this sense, it 1s hypothesized that H;:
Al-Ghazalr’s Islamic ethics moderate the relationship
between HC and firm performance. HC has a stronger and
more positive relationship with firm performance among
entrepreneurs who exhibit a high level of ethics than for
entrepreneurs who exhibit a low level of ethics.

Proposed research model: Founded on the literature
review, a proposed research model has been developed.
HC will be regarded as an independent variable and
Al-Ghazali’s Tslamic ethics will be treated as moderating
variables while firm performance would be a dependent
variable shown in Fig. 1.

CONCLUSION

In brief, researchers have mstigated in putting more
emphasis on a variable that influences the strength of the
HC-performance relationship. Such contributions have
exposed quite a few significant expanses for HC
researchers. Hence, 1t 13 hoped that the review provides
msights mto the impact of human capital on firm
performance and the role of Al-Ghazali’s Tslamic ethics in
moderating this relationship. As it has been debated that
HC acts an important role i improving firm performance,
Al-Ghazali’s Islamic ethics has also been argued to
positively moderate the relationship between HC and
performance. Moreover, Islam cultivates ethical values to
the entrepreneurs which i1s unquestionably the most
umportant factor of improvement. In fact, Imam al-Ghazali’s
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guidance is beneficial for entrepreneurs and anybody in
a management position. Islamic entreprenewrs should
adopt the philosophy of al-Ghazali's economic pursuit
which highlights on economic and business success 1s a
means to the end and not an end in it. More importantly,
the ultimate aim is al-Falah (success) which is the
achievement in spiritual, ethical and socio-economic
well-bemng in this world and success in the Hereafter.
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