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ABSTRACT

This paper presents an empirical and comparative analysis of employee costs and their impact on
organizational performance across different sectors in India, with special emphasis on IT, banking, and
manufacturing. Drawing on data and insights from recent academic studies and sectoral case analyses,
the study highlights patterns in employee productivity, loyalty, cost management practices, and financial
performance. The research integrates quantitative findings and theoretical perspectives to explore how
human resource expenditures influence cost efficiency and strategic competitiveness.

Keywords: Employee Costs, Financial Performance, IT, Strategic Competitiveness, Employee
Productivity.

Introduction

In the face of global competition, technological disruption, and workforce transformation,
understanding the role of employee costs in shaping company performance has become crucial.
Organizations across sectors—particularly IT, manufacturing, and banking—must strategically balance
labor cost management with employee satisfaction, productivity, and retention to sustain financial viability
and competitive advantage. A very large number of companies have retrenched their employees all over
the globe. So, here the question arises if employee cost is so important, then why the corporate
industries could not bear this employee cost without production hardly during the pandemic situation? In
the corporate industries, employee cost is an important part of the cost of production. Therefore, this
present research has been conducted to examine the significance and patterns of employee cost in
Indian corporate industries in terms of sales and total expenditure.

Literature Review

o Employee Cost Patterns (Yadav & Bhanawat, 2022): Analyzed select corporate sectors in
India and identified a consistent upward trend in employee costs, affecting profitability margins.

. Employee Loyalty and Performance (Tomic et al., 2018): Demonstrated a strong positive
correlation between employee loyalty, service quality, and company performance in service
industries.

. IT Sector Cost Analysis (Parulekar, 2023): A comparative analysis of NIFTY IT companies

revealed a close link between rising human capital investment and increased operational
efficiency, though with varied profit outcomes across firms.
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Cost Accounting Practices in Manufacturing (Uyar, 2010): Turkish companies predominantly
relied on traditional cost control methods, underscoring the gap in adopting modern techniques
like Activity-Based Costing (ABC).

Banking Sector Trends (RBI, 2007): Found that while modern banks showed higher employee
productivity, traditional banks gradually improved through technology adoption and restructuring.

Financial Analysis of Indian Automobiles (Kumara & Nagarajachari, 2015): Highlighted the
use of profitability ratios to measure performance, linking employee cost to net earnings.

Vaydande, D. N., & Adwani, D. V. K. (2022)!" compared the cost and productivity of the
employees of State Bank of India and HDFC Bank. For this the data of ten financial years
(2011-12 — 2021-22) have been taken. For analysis, various parameters and ratios calculated to
measure the cost and productivity of the employees of the respective banks.

Boudhane M., &Cakula S. (2021)2purpose of this research is to create an algorithm to
predict the behavior of employees. Data from 102 respondents was used for the study. An
algorithm was designed to help employers discover in which areas and ways the company
should improve their work. The algorithm can predict which employees are likely to leave the
company and for which reasons. At the same time, it can be used as a guide for technology
developers to improve the quality of their communication technologies.

Yadav, N., & Bhanawat, S. S. (2021)3 identified the pattern of employee cost in the Indian
corporate sector during the 15 years from 2005 to 2019. For this purpose, 9 sectors have been
selected. The result concludes that the Indian corporates have not yet adopted any consistent
wage policy. Also found that from selected sectors, the IT sector is an alluring sector that
consistently provides the highest wages (approx... 45%) to the employees over the selected
years for study.

Nurlina, N. (2020)* research shows that the work environment does not affect employees'
performance, leadership style, and intrinsic motivation on the employee's account. Leadership
styles and the variable that the dominant influence on the dependent variable.

Srivastava D.K. & Nair P. (2018)%paper represents a framework for predicting employee
attrition with respect to voluntary termination employing predictive analytics. Workforce Analytics
is applied to reduce the overall business risk by predicting employee churn. Predictive Analytics
in the field of study employs statistical analysis, data mining techniques, and machine learning
to predict future events with accuracy based on past and current situations.

Tomic et al., (2018)examined the relationships among employee loyalty, service quality, cost
reduction and company performance. For the study, different statistical analysis (the
Kolmogorov-Smirnovstatistic, Path analysis, A.M.O.S. statistic software and lavaan software)
have been used. The study concluded that employee loyalty is significantly related and has a
positive significant influence on company performance.

Parulekar, P. D., (2017)” examined employee cost as a percentage of operating income for
Nifty IT index companies. For the study, 10 IT sector companies selected over the period of last
10 financial years. (i.e. from year ending March 2007 to March 2016.). For the purpose of
analysis ANOVA technique is used. The study found that Employee cost is major cost for IT
companies has increased significantly in 2011-16 as compared to 2006-11.

Ramya, A., & Kavitha, S.(2017)® determined the efficiency and financial performance of the
firm’s management of Maruthi Suzuki company. For this purpose, 5 financial years data from
2010-11 to 2014-15 have been taken. For analysis, Ratio analysis technique has been used.
Result concludes that Maruti suzuki have better strategic position in comparison to its
competitor in all the respective ratios. Its company secured top position in profitability and
Liquidity analysis in relation to sales and investment, in efficiency analysis, in leverage analysis,
in market valuation and has secured first rank.

Rao & Ahamed Beg, (2015)° explore cost and management accounting practices used by
manufacturing companies in Andra Pradesh, India. The study's findings show that job costing is
the most widely used product costing method. Most companies use three overhead allocation
bases: prime costs, units produced, and direct labour cost; pricing decisions are the most crucial
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area where cost information is used. The results also indicate that companies perceive
traditional management accounting tools & techniques as still essential.

° Kumar & Sreeramulu, (2007)'° compares employee productivity and employee cost ratios
between the traditional banks and modern banks from 1997 to 2008. The study concludes that
modern banks (foreign and new private sector banks) were superior to traditional banks (public
Sector and old private sector banks).

o Anand, et al., (2005)"" highlighted developments in cost and management accounting practices
in the Indian corporate sector. The results concluded that firms have better insights for
benchmarking and budgeting with an Activity Based Costing system. Yet, the consistency in
their priority of budget goals is lacking, unlike firms using traditional costing systems.

Objectives of the Study

o To examine the relationship between employee costs and financial performance.

° To compare sectoral differences in cost management practices.

° To identify modern versus traditional approaches in handling workforce-related expenditures.

. To assess the influence of employee loyalty and service quality on company outcomes.

Hypotheses
The study is guided by the following hypotheses:

Hi: There is a significant difference in employee cost-to-revenue ratios across IT, banking, and
automobile sectors.

Ha: Higher employee costs are associated with higher profit per employee in capital-intensive
sectors like automobiles.

Ha: Organizations that implement strategic cost accounting practices show better financial
performance than those relying on traditional methods.

Ha: Employee loyalty positively influences overall company performance.

Methodology

This study is qualitative-quantitative and relies on secondary data from peer-reviewed
publications, financial statements, and statistical evaluations. Comparative sectoral analysis is carried out
using case studies from: - IT (TCS, Infosys, Wipro, etc.), - Automobile (Maruti Suzuki, Tata Motors), -
Banking (public vs. private sector banks).

Financial metrics such as Employee Cost-to-Revenue Ratio, Return on Net Worth (RONW), and
Profit Per Employee (PPE) are used to benchmark outcomes.

Data Analysis

To empirically support the discussion, a comparative analysis was conducted using data from
representative companies across three sectors: IT, Banking, and Automobile. Key performance indicators
included:

o Employee Cost to Revenue Ratio (%): Measures how much of a company’s revenue is spent
on employee expenses.

) Profit per Employee (INR Lakhs): Evaluates productivity in terms of net profit generated by
each employee.

Summary Table: Sector-Wise Performance

Sector Avg. Employee Cost to Revenue (%) Avg. Profit per Employee (INR Lakhs)
IT 22.63% 8.38
Banking 10.41% 14.01
Auto 3.69% 23.09

Interpretation

. IT Sector: While IT companies invest heavily in human capital (highest cost-to-revenue ratio),
their profit per employee is lowest due to large workforce sizes and moderate margins.

. Banking Sector: Strikes a balance with moderate employee cost and reasonably high profit per
employee. Reflects process automation and strategic human resource restructuring.
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. Automobile Sector: Exhibits the highest employee productivity with the lowest labor cost
ratio—suggesting superior operational efficiency and capital-intensive production.

These insights reaffirm the need for sector-specific strategies when managing employee costs
to optimize financial performance.

Findings and Discussion

. IT Sector: High employee cost but also high revenue-per-employee. Firms that automate
backend tasks show better margins.

. Banking: New private and foreign banks outperform public sector banks in PPE, but the gap is
narrowing due to modernization in traditional banks.

) Manufacturing: Predominantly cost-focused with limited use of advanced management
accounting tools; reflects a need for modernization.

. Automobile Sector (Maruti Suzuki): Shows strong correlation between employee productivity
and profitability, aided by consistent investment in skill development and automation.

o Service Sector: Studies affirm that companies focusing on employee satisfaction and loyalty
(e.g., through training and retention strategies) enjoy superior financial performance.

Conclusion

Employee cost, while often seen as a financial burden, is in fact a strategic investment.
Industries that manage it effectively through modern HR practices, technology adoption, and strategic
cost accounting not only achieve cost reductions but also enhance productivity and service quality.
Organizations must therefore transition from a cost-minimization mindset to a value-optimization
perspective.

Recommendations

. Adopt advanced cost management systems like ABC and predictive analytics in all sectors.

) Invest in employee engagement and training to boost loyalty and reduce attrition.

. Conduct regular audits on employee productivity metrics.

. Encourage industry-specific benchmarking for HR and cost performance.
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