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Intellectual Capital Management
What is it, and why is it vitally important to the CEO?

by Gerald A. Yearsley
Introduction

The knowledge era has already begun in the most developed nations.   The familiar industrial era will continue on, but shift to the lower-labour-cost areas of the world.   This trend is very visible in Singapore as our traditional mass employers that concentrated on electronics assembly gradually reduce their presence here. 

Not that long ago, Management Consultants were advising manufacturing businesses to go vertical and make all of the components necessary for the end product.    Other businesses found ways of tying suppliers to themselves by various means such as long term contracts or part/full ownership (as in Japan).

Our current financial and control systems were largely developed and refined in those ‘industrial’ times, and are today beginning to show the strains of coping with something radically different.    As an example, Material Resource Planning (MRP), a great favorite of the earlier mass producers has been evolved into Enterprise Resource Planning (ERP), and yet has remained in the old and now rather more vulnerable mold.

Intellectual Capital Management

During the industrial era we learned very well how to manage and grow our financial (tangible) assets.  We managed our businesses on cash flow, revenue growth and profitability.   Later on, we embraced additional measures of Return on Capital (RoC), Return on Investment (RoI), and Economic Value Add (EVA) just to mention a few.

The knowledge era will require us to re-engineer our measures, and include additional metrics that describes how well we are managing our knowledge assets.   These are most often referred to as the ‘intangible’ assets that include the knowledge that we know, the knowledge that we want to capture, our employees competencies, our knowledge of our processes, and the value of our customer relationships.

Intellectual capital management does not replace financial management, but begins to complement it with new ways to value the whole company.  In a publicly listed company, the difference between book value and market value is a starting point for beginning to work on the intangible value.    The art is in discovering how, where and when in the business this intangible value is actually being generated.

The graphic on the next page will explain how this can be visualised. 


This graphic is simply a visualisation of the new knowledge era value system.   It clearly shows that the term Intellectual Capital breaks down into four main branches.    It is these branches that give us the framework to begin to challenge our current business measures, and work on what in the future will be the main engine of growth.

Let’s explore the graphic in some more detail:

Human Capital
We have for many years claimed that “our staff are our most precious resource”.     We are now in an era that will make us fully live up to that sentiment.   Human Capital is a measure of what our staff knows in order to do their jobs, not what they do.   It is the difference between the management of competence and the management of job descriptions.

In the knowledge economy, most value will come from the professions, rather than from converting physical resources.  With this in mind, the management (or perhaps better – Leadership) of these precious human resources is going to make the most difference to our ability to grow a knowledge business. 

One area of attention is the level of sharing and collaboration that occurs in the present business.  Often very poorly attended to, this area is a vital ingredient.    Sharing and teamwork will need to be emphasised and the systems put into place to enable these activities.

Process Capital

This area has been worked on for many years.   It has the most well defined set of measurement metrics and will not need as much attention as the others.    Basically we are interested in capturing, codifying, retaining, and refining our process knowledge.   The things that we know better than our competition need to be carefully recorded and constantly updated.

One great way to increase process capital is to force the upgrading of the current products at a rapid rate, and to build more knowledge into them.    Another is to encourage breakthroughs in assembly and materials technology by re-engineering all of the ‘create’ processes at regular intervals.

Innovation Capital

Perhaps one of the harder areas to work on for improvements but again vital in maintaining the competitive edge in global markets.    Most likely somewhere out there is a small company who has your name in their strategic plan as a target.    Innovation measures will include those concerning creativity, process yield, empowerment, and fast prototyping.     In addition, measures of the age of today’s products that contribute to revenue, and the frequency of launching new and exciting models will need to be adopted.

In some cases, it is necessary to remove strategically important new developments from the current operating divisions, and have the development team report directly to the board of directors.  That’s why the concept of ‘empowerment’ was mentioned earlier.

Customer Capital

Depending on the type of business, Customer Capital will play a large or smaller role in the equation.   If you are a Consulting business, it will play a large part.   As a manufacturer selling through agents and distribution it may play a lesser part.    However, this rather traditional manufacturing model is changing too as we experience the trend of Disintermediation (removing the middle-man) taking place all around us.  The manufacturers have already realised this is one way to increase their total value.

Customer Capital measures will include responsiveness, customer retention, customer satisfaction, customer value, and customer profitability.   Many of these are not measured today, or if they are there is no link back to the knowledge value system.

The new Internet start-up businesses have their high value almost all concentrated in Customer Capital due to their immediate access to over 300 million potential customers.

Strategy

None of this new value creation opportunity will go far without a business strategy that recognises how Intellectual Capital now must play an ever increasing share of management attention.  If a strategy is only coached in financial terms, as many of them are, then nothing much will happen.  If the management team lacks leadership for the knowledge economy, the move towards managing Intellectual Capital will also be slow.

From the business strategy, a new balanced set of measurements will be created, each one representing an aspect of Intellectual Capital.     Measures must be put into place that balances the Financial Capital with the Intellectual Capital, and where possible be printed in the company Annual Report.

Only by these actions will the top management team begin to lead the company into the knowledge economy, and begin to share the benefits.

None of this is easy. The implementation of a whole new set of measures along with a newly described strategy will cause disruption and change.  Everyone will be wondering, ‘how will all of this affect me’, and indeed everyone will be right to challenge the new order.    Management alone will not accomplish this.    It can only happen with a large amount of leadership, and that must come from the very top. 

Changing mindsets, as well as performance measurements will require additional resources to educate managers as well as to facilitate the necessary changes in policy and processes.   A move away from job descriptions and towards the management and measurement of competencies will require specialist help, as well as much patience.

Why is this so important to the CEO?   Well, if one does not have a strategy and structure that allows for the leadership of change, and the growth of wealth in the knowledge economy, then the future will be bleak indeed. 

Do not hesitate to employ experienced and knowledgeable Consultants to accelerate this transition as well as to bring new ideas and concepts to the top team.   

The Internet clock is said to run at least four times faster than the chronological clock. There is indeed no time to lose. 
Gerald A. Yearsley   M.I.Mgt
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