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There is a remarkable man in America called Paul Strassmann. He has had as illustrious career as it as possible to have in IT management. He was CIO of Kraft, of Xerox, and of the world’s biggest computer user, the US Department of Defense. He was called out of retirement for a year recently to reorganise NASA’s computing and telecommunications infrastructure.

I have met Dr Strassmann on a number of occasions. His resume speaks for itself, but he is also a truly original thinker about the IT industry, basing his observations on his won primary research. One of his key ideas is the concept of “knowledge capital”. He has written a book on the subject, and even attempted to copyright the phrase.
Knowledge capital, put simply, is the difference between an organisation’s tangible assets and the its total value. A publicly traded company, for example, has readily recognisable assets that are reflected in its balance sheet: money in the bank, premises, stock, debtors, etc. But its stock market valuation is typically many times that figure. If it isn’t, the company is a target for corporate “asset strippers” who will sell off its component parts for more than they paid for it.
The value put on a company by the market reflects the future profits a buyer expects to be able to make from the company, not just the value of the company’s tangible assets. But what exactly is it that makes the company worth that extra money? There are many ways to express it: “goodwill”, “ability to execute” or, in Strassmann’s words “knowledge capital”.

Strassmann maintains a database of thousands of US public companies, tracking their total value, as measured by the stock market, against their tangible assets, as disclosed in their balance sheets. One recent calculation put total market valuation at $US12.3 trillion, and tangible assets at just $US3.6 trillion. In other words, knowledge capital comprises more than two-thirds of the average company’s value.
But this figure is not reflected in balance sheets. Any accountant knows the value of the stock in the warehouse, but no-one knows how to account for the intangible value of the accumulated knowledge residing inside the heads of the company’s employees. Nor is the cost of accumulating this knowledge accounted for.

“Almost everything that counts as an accumulation of knowledge is usually paid for and written off as an overhead expense and charged against current profits,” says Strassmann. “This decreases profits, increases expenses, and diminishes returns on management time unless management sets out deliberately to treat all overhead expense as a potential investment in knowledge capital.
“Managers should therefore monitor what portion of their expenses and R&D costs is frittered away as a one-time happening and how much of it can be seen as an asset with a residual value.” Strassmann then compares the way accountants treat the disposal of tangible assets with the way they treat an employee leaving the company.

“If a company scraps 100 forklift trucks before they are depreciated, that will be recorded as a loss. If 1000 employees with career-life learning costs of at least $150 million leave a corporation, none of the financial reports will reflect that. When knowledgeable employees leave, they are written off as having no value, even though during their years of employment the corporation paid for all of the knowledge they acquired on the job.

“The existing methods and concepts of accounting, budgeting, and planning are biased against anything that is not a tangible asset. No wonder that many prior attempts to calculate the productivity of information have foundered on the reluctance of the current stakeholders to be subjected to the sort of measurements that were previously reserved only for the labouring classes.”
We are now seeing some attempts to redress this imbalance. There are attempts to quantify individual and corporate performance with concepts like KPIs (key performance indicators), BPM (business performance management) and the so-called “balanced scorecard”. On another front we are witnessing a revolution in information management, towards what is being called enterprise content management (ECM).

ECM is based on the fact that only 25 per cent of a typical organisation’s data is held in traditional information systems. IT has traditionally been focussed on transactional data, of the sort typically processed by ERP systems and stored in relational databases. It has had little to do with data stored in word processing documents, spreadsheets, email messages and web pages.
That sort of data is called “unstructured data”. It also happens to be just the information that reflects the organisation’s knowledge capital. It is where the contents of most of an individual’s day-to-day activities are stored.

The big battle in IT over the next ten years will be the move towards making the most efficient use of unstructured data. Witness EMC’s purchase last month of leading document management company Documentum. The giant storage vendor has picked up on this trend, buying a company that specialises in managing unstructured data.

“Knowledge capital” is an idea ahead of its time. But it is also an idea whose time has now come. The real value of an organisation is in its people and in what those people know. We instinctively know this, but it takes someone like Paul Strassmann to spell it out.
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