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Empathy is a state.  
Contribution is behaviour. 

The latter is a natural outflow of the former. 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 

  



3 
 

© Johannesburg 2014: All rights reserved by the author. 

CONTENT  
(Click on title) 

 

  

 
 
Foreword                                                                                                                
 
Preface: Deep economic soul searching. 
 
Introduction: Survival and Empathy 
 
Chapters 

Page 
 

4 
 

5 
 

8 

   
1. A two faced business 11 

2. A monstrous model exposed. 15 

3. Common purpose and common fate 17 

4. Profit as common purpose 21 

5. The Concept of Adding Value 26 

6. The magnificent metric 31 

7. The power of value-added  36 

8. Wealth distribution and the Contribution Account© 42 
 9. Key issues of the Contribution account© 51 
 10. Distribution and stakeholder engagement 54 

11. Strategy, Operations and Contribution Accounting© 58 

12. Common Purpose and Inspired Service 67 

13. Leadership and service 72 

14. Communication and Contribution Accounting© 78 

15. Employee communications 86 

16. Communicating financial statements 92 

17. Labour as a beneficiary of wealth creation 97 

18. Labour and a new World economic order 103 

19. Capital as a beneficiary of wealth creation 107 

20. The state as beneficiary of wealth creation. 112 
 21. The sharing of fortunes 119 

22. Fortune-sharing and Contribution Accounting© 126 

23. Fortune-sharing: a scenario 131 

   

Postscript 
 

137 

 
 

  

Endorsements  138 

   

About the author and acknowledgements 139 

  

References 140 



4 
 

© Johannesburg 2014: All rights reserved by the author. 

Foreword 
 

 
It's been my privilege to call Jerry Schuitema a friend for more years than either of us 
would care to acknowledge. Through these decades he has always pushed the 
envelope, ever challenging convention, spurring the rest of us to apply our minds to 
issues so easily taken for granted. That's been both his gift and his curse. Not 
everyone appreciates being asked the difficult questions.  
 
I remember chatting to Jerry after he had returned from sharing a stage with the late 
Chris Hani, then torch-bearer for nationalisation and State control of national 
resources, and listening in wonder as he explained although there were fundamental 
divergences, there was actually far more on which they agreed than disagreed. As 
always, he was ahead of popular perceptions. Mine very much included.   
 
This book does not deviate from the difficult path my friend has chosen. It explores 
new options in a world looking for fresh answers. It shines a harsh spotlight onto 
"isms", exposing why all are far from perfect. It questions why South Africa continues 
with an outdated debate and it provides some rational, well considered suggestions.  
 
This book will appeal to those who believe harmony is achieved through knowledge 
and understanding. A fine contribution from one of the deepest thinkers I know.  

 
 
Alec Hogg. Founder and former Editor in Chief: Moneyweb Business News; founder 
and Editor in Chief: Biznews.com. 
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PREFACE 
 

Itôs an age of economic soul searching. 
 
One could safely say that the current shifts in human co-existence are so great that 
even the most insightful minds will be hard-pressed to paint a picture of the final 
outcome, and then only in the broadest of brush strokes. When you are too close to 
a tapestry, you cannot see much more than a few threads; giving an impression of 
disjointed disorder. Stand back a pace and it becomes clearer. A further pace or two 
and the majesty of the work is revealed. 
 
A very large part of humanity, individual threads in a tapestry, are in excruciating 
pain. Many are in grief, in struggle and in deep stress about the future ï from the 
child refugee separated from his or her protectors in an unknown and menacing 
world, to a stock broker wanting to end it all after being devastated by giddy bi-polar 
markets. The stark difference in circumstance between the two does not reduce the 
level of anxiety; perhaps the innocence of the former even tempering it. 
 
Every day a few a few more decibels are added to the clamour of uncertainty and 
despair. Another line is written in the tome of hazy hopelessness that is the life of a 
very large part of humanity. And just as many in the final generation, those whose 
formative years were marked by much post-war deprivation but large promise of 
ñnever againò, reflect sadly on what has been done to that promise. Itôs a global 
story. The content may differ, but the context is the same: a fractured, disconnected, 
economically malfunctioning world.  Is the new normal, as Dutch economist, Servaas 
Storm says: ñradical inequality, suffocating debt, job uncertainty, secular stagnation 
and a vanishing middle-classò? Theories abound. Purists argue that their elixirs were 
never purely administered. Solutions exceed the problems themselves, but none has 
proved to be a lasting absolute truth. Some hope that the current few green shoots in 
the desert will still the dissent. 
 
We are not too afraid of ñunchartered watersò, drawing some comfort from history 
that we have been in unfamiliar places before, and somehow emerged with new 
approaches and discoveries. This time is no different. But perhaps it is in the scale 
and depth of questioning all assumptions about economics and about ourselves as a 
species. The view increasingly being seen is through an evolutionary rather than the 
traditional reactive quantitative lens ï do we evolve or construct on statistical 
models? This lens is being captured in research directions and discoveries within 
evolutionary economics and complexity economics, and driven by a number of 
institutions and scholars.  
 
Eric Beinhocker Executive Director of the Institute for New Economic Thinking at 
Oxford University, believes the financial crisis of 2008 and the momentous global 
political shifts recently, have heralded a collapse of major economic-political 
ideologies that have dominated the 20th century. Older economies in particular are 
searching for a completely new paradigm that can show a better way for all. Such as 
the OECDôs NAEC (New approaches to Economic Challenges) which says: ñWe 
need a full re-vamp of our analytical frameworks and the assumptions that we make, 
to better capture the reality. Economic models that rely only on inputs such as GDP, 

http://evonomics.com/new-normal-rising-inequality-steep-levels-indebtedness-mounting-uncertainty-jobs-incomes/
http://evonomics.com/new-normal-rising-inequality-steep-levels-indebtedness-mounting-uncertainty-jobs-incomes/
http://evonomics.com/time-new-economic-thinking-based-best-science-available-not-ideology/
http://www.oecd.org/naec/
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income per capita, trade flows, resource allocation, productivity, representative 
agents, and so on can tell a part of the story, but they fail to capture the distributional 
consequences of the policies we make, and do not address the  fact that the growth 
process has only benefited a few.ò  
 
It will be a mistake to see these shifts in economic introspection in an ideological 
context, and brand them as ñsocialistò or ñleftò. Indeed our sometimes powerfully 
drawing biases are the biggest barriers to discovery. According to Beinhocker, itôs 
time for new economic thinking based on the best science available, not Ideology. ñIt 
should be highly interdisciplinaryò he says, ñinvolving not only economists, but 
psychologists, anthropologists, sociologists, historians, physicists, biologists, 
mathematicians, computer scientists, and others across the social and physical 
sciencesò. He notes that over the past several decades a number of Nobel prizes 
have been given to researchers working in what today might be called the new 
economics tradition. 
 
Beinhocker reflects a common thread followed by economic evolutionary advocates 
in developing a view of the economy as an evolutionary system of cooperative 
problem solving. Prosperity is seen as ñsolutions to human problemsò and 
cooperation is the key to solving more and more complex problems thus increasing 
prosperity. ñEconomics has painted itself as a detached amoral science, but humans 
are moral creatures. We must bring morality back into the centre of economics in 
order for people to relate to and trust it,ò he says.  
 
Oxford and Cambridge Research Associate, Kate Raworth in following that thought 
in her latest book, suggests dumping GDP as the holy grail and setting a ñfar more 
ambitious and global economic goal: meeting the needs of all within the means of 
the planetò. She then explores a seven step approach to achieving that. 
 
In his article, David Wilson, renowned biologist and anthropologist at Binghamton 
University, suggests not only that Adam Smithôs invisible hand is dead, and always 
fails, but that the metaphor itself has caused much harm. ñWe are different from 
other primate species,ò he argues, ñbecause we are so cooperative. Why are we so 
cooperative? Because it is so easy to regulate each otherôs behaviour in small face-
to-face groups.ò Wilsonôs brave challenge of the ñinvisible handò has another context: 
Smithôs assumption of high moral standards in humanity, which precluded seeing 
ñthe handò as an instrument of pure self-gain and unbridled selfishness. 
 
ñMoral systems evolve in societies because they enhance group cohesion and 
survival. Implications of evolutionary thinking for economics and the social sciences 
have only partially been explored.ò (Geoffrey M. Hodgson, research professor at 
Hertfordshire Business School, University of Hertfordshire, England.) 
 
One of the more telling indictments of orthodox economic models is from complexity 
economics of which Steve Keen, Kingston University economist and author 
of Debunking Economics is a leading advocate. He believes economists have to 
embrace complexity to avoid disaster and the fact that they donôt, explains why most 
were caught flatfooted by the speed, depth and length of the great recession. 
ñMacroeconomic models are painstakingly derived from microeconomic foundations, 
in the false belief that it is legitimate to scale the individual up to the level of society.ò 

https://www.inclusiveaccounting.com/big-shift
http://evonomics.com/time-new-economic-thinking-based-best-science-available-not-ideology/
http://www.chelseagreen.com/doughnut-economics
http://evonomics.com/invisible-hand-is-dead/
https://www.adamsmith.org/the-theory-of-moral-sentiments/
https://www.inclusiveaccounting.com/big-shift
https://www.inclusiveaccounting.com/big-shift
http://evonomics.com/imagine-economics-evolutionary-science/
http://evonomics.com/why-economists-have-to-embrace-complexity-steve-keen/
https://www.amazon.com/gp/product/1848139926/ref=as_li_tl?ie=UTF8&tag=evonomics-20&camp=1789&creative=9325&linkCode=as2&creativeASIN=1848139926&linkId=0867f0f12a46bbe1dc3d075fbc86643f
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Using his own simulations, Keen shows a number of cases where generally 
accepted assumptions at a micro level, including important ones such as price and 
demand, simply donôt hold true at a macro level. I would argue, however, that the 
converse is also true: extrapolating macro assumptions from micro-anecdotes. 
 
It is extremely difficult to do this important subject justice in a broad sweep such as I 
have made here. Essays and articles on the website evonomics.com bear testimony 
to the weight, depth and breadth of a perspective that is perhaps not new but 
compelling, profound and refreshing in todayôs context. What remains unchallenged 
and perhaps gains significance is that economics itself is built on the enduring 
principle of adding value to each otherôs lives. This should put business and 
companies at the core of any economic construct seen through any lens.  
 
From a relationship point of view, they are after all, and irrespective of motive, an 
inclusive collective of people serving people.  
 
It is this perspective that the lens of the Contribution Accounting Methodology© 
captures. CAM© rests firmly on the pillars of empathy, common purpose and 
common fate; translating into maximum wealth creation for all, and optimum wealth 
distribution. Changing the lens changes how we see things. Changing how we see 
things changes how we do things. Changing how we do things changes our world.  
 
 
 
  

http://evonomics.com/why-economists-have-to-embrace-complexity-steve-keen/
http://evonomics.com/
https://en.wikipedia.org/wiki/Thorstein_Veblen
https://www.inclusiveaccounting.com/
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INTRODUCTION 
Survival and empathy. 

 
 
It must be one of the most intriguing questions that have faced humanity over the 
ages ï what is the nature of humankind? Until we really get to understand ourselves, 
can we hope to understand all of the social, political, and economic constructs that 
we have created as a species and which ultimately are all informed by the answer? 
 
In economics and business especially, it is important to have some sense of our 
basic nature and what drives behaviour. This in turn helps us to understand the very 
character of social interaction, transaction, purpose, and motives that account for the 
way things are, the way they should be, and the path of our destiny.  
 
It is much more than an exercise in philosophical semantics. It could be one of the 
most important insights of all, because it is inconceivable that we could construct an 
order for our species that is in conflict with or deviates far from those basic attributes 
that make us human. Ultimately you can distil any debate or argument about 
anything to that essence ï economic systems, political constructs, laws, and many 
more -- all end up in an assumption about the why; an assumption that many are 
ready to make simply because we have ourselves as reference and think we know 
who, what and why we are, and therefore also understand what others are or should 
be. 
 
Itôs a question that has occupied great minds over millennia: prophets, philosophers, 
psychologists, scientists, humanists and virtually every branch in the pursuit of 
knowledge. Ultimately, to understand ourselves most of us fall back onto basic 
instincts to explain all behaviour and if you ask anyone to name these instincts you 
will seldom find any beyond that of survival.  
 
That makes a lot of sense. Because from that one instinct we can link or extrapolate 
most if not all of our activity: including other instincts such as sex and procreation; 
reflexes such as fright and flight; emotions such as fear, anger and insecurity; 
physiological responses such as adrenalin and serotonin; and behaviour such as 
ambition, competiveness and control. 
 
Itôs only a small leap from there to make the same link for misbehaviours such as 
raw material self-interest, greed, envy, resentment, and acquisitiveness. At its core 
this encourages our understanding and facile acceptance of these behaviours as 
being part of ñhuman natureò stopping short in condemnation and abhorrence only 
when these acts lead to outright crimes such as fraud, theft, or even robbery and 
murder. Then they become ñanti-socialò implying that they are not fitting for an 
evolved, civilised and enlightened being. In turn this implies that being part of a 
social construct is inherently in conflict with our natural individual selves. 
 
But even a casual understanding of our basic selves will rebel at this narrow 
definition. It is obvious to all of us that we are social creatures, drawn to each other 
by nature, not evolvement or enlightenment, and that we have another equally 
powerful instinct called empathy. 
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This instinct in humans is so powerful that it often overrides that of survival. I was 
reminded of this again by a video clip someone emailed me showing the extent to 
which people virtually routinely can place themselves at risk in saving another.  In 
one of my first articles I argued that our basic instinct of empathy accounts for our 
majesty on earth, the most powerful of all creatures and custodians of the planet.  
 
What deserves repeating is that evidence of this instinct can be found in our reflexive 
response to come to the aid of another in trouble; the fact that evidence has been 
uncovered of this instinct that accounted for the survival of a humanlike creature 
more than 200 000 years ago, and that scientists have identified the presence of 
mirror neurons in humans that are far more active than those found in other living 
creatures. More recently, scientists have determined that there is an area of the 
human brain (the anterior insular cortex) that accounts for empathy. Of course, as 
with any physical feature, these can differ from person to person and accounts for 
excessive empathetic behaviour in some, psychopathy in others, and many 
variations in between. 
 
Where have we placed business and our economic behaviour? It is a trite cop-out to 
argue that it is both. Ultimately one will override the other either routinely or in a 
certain circumstance. It can be argued that we have placed business virtually 
exclusively in the survival context. Itôs a natural thing to do because survival has 
always been seen as the basic motive behind behaviours such as storing, hoarding, 
acquisition and even barter and trading.  
 
The basic instinct of survival and with it the self-interest motive is the most common 
assumption in explaining all business and economic behaviour, ultimately 
underpinning with highly sophisticated Nobel Prize winning Friedman logic, the 
unassailable and near fanatical defence of the profit motive. Questioning that 
fundamental premise invites condemnation as an economic heretic, enemy of 
freedom and anti-capitalist.  
 
Itôs a legitimate question whether, under the mantle of the survival instinct, we have 
not too readily accepted dubious business behaviour such as poor customer service; 
that having a moral compass and ethics in business is seen as a ñstrategicò issue 
rather than its absence being seen as absolutely abhorrent behaviour; and that 
fraud, collusion, and corruption are seldom met with retribution reflecting deep 
disapproval and lasting outrage. 
 
Yet I can think of no other institution that is more dependent on social goodwill than 
business. Indeed, within the rules of legitimate transaction, business is founded on 
the premise of being of service to another, without which it loses its right to exist. 
Tangible wealth creation itself is the outcome of that service, rooted in the principle 
that value depends on the contribution it makes to others.  
 
Itôs an intriguing question how different business would be, how company norms 
would change, how executives would be rewarded, how strategies would be 
adjusted and how accounting formats would be altered if our understanding of 
business would be informed by the instinct of empathy rather than survival. 
 

http://www.moneyweb.co.za/moneyweb-the-human-touch/the-majesty-of-humanity-born-to-care
http://www.sciencedaily.com/releases/2012/10/121024175240.htm
http://www.sciencedaily.com/releases/2012/10/121024175240.htm
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Of course, for humanity the instincts of survival and empathy are mutually 
supporting. The more evolved we become the more empathy dictates survival. 
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CHAPTER 1 
A two faced business. 

 
 

All economic debate is based on assumptions about humanity. Yet surprisingly, 
despite our scant knowledge of ourselves, we are prepared to assume fanatical 
stances on economic theory to the point of risking violent conflict.  
 
It's self-evident that our economic construct cannot be too far removed from the 
essence of our humanity, our basic instincts, and that we will always strive to 
express ourselves in an optimally free environment.  The latter implies freedom of 
transaction and markets and frankly I'm too old, cranky, impatient and perhaps even 
too arrogant to debate this point in the ideological kindergarten of red berets.  
 
As argued earlier, the two mutually supportive predominant instincts that define 
human behaviour are survival and empathy. The convergence of the two creates a 
vast number of permutations ï as many as the variables in individual DNAôs and 
fluctuating constantly according to time and circumstance. These characterisations 
can also be applied to our understanding of companies, giving us broadly two 
definable approaches or models: a survival model and an empathy model. While 
their behaviours may show similar variations as those displayed by individuals, their 
purpose or intent is what defines them and will drive their predominant behaviour.  
 
The survival model is the most commonly understood definition of business. It has 
a money focus, and is driven by self-gain, immediate self-interest, maximum profit 
and shareholder value. It mostly feigns empathy as a means of survival.  
 
The empathy model has a people focus and a service motive. It is driven by 
customer and societal interests, and sees profits and wages as an essential means 
to service, rather than as an end in itself. 
 
Common assumptions about both models need to be tested.  
 
A survival motive accounts for success. 

¶ Survival is based on fear and insecurity which promote greed and short term 
thinking. Itôs inconceivable that one will get the best out of people by 
appealing to the worst in them. 

¶ It contradicts an axiomatic truth that the true value of anything depends on the 
contribution it makes to others.  

¶ It makes an arbitrary and highly questionable, if not false, assumption about 
the intent or motive of great entrepreneurs, sustainably successful companies, 
and individuals. 

¶ Virtually all successful entrepreneurs have professed to have been driven by 
their passion and desire to make a difference to other peopleôs lives and not 
by profit.  

¶ Long standing research by Collins and Porras of successful companies has 
shown that profit maximisation ranked fairly low if at all in their thinking. 

 
Ensures prosperity for all in the profit driven deployment of capital. 

http://www.moneyweb.co.za/moneyweb-the-human-touch/survival-and-empathy
http://www.moneyweb.co.za/moneyweb-the-human-touch/the-good-guys
http://www.jimcollins.com/article_topics/articles/building-companies.html
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¶ This is the most vehement defence of the survival model based on the quaint 
belief that wealth is created in its accumulation and deployment. Tangible 
wealth is and always has been the result of creating something of value for 
others. Capital accumulation and deployment is at best a result of that act.  

¶ It is based on the accounting fallacy that profit is equal to wealth creation or 
value added. 

¶ It is extremely difficult to avoid short term thinking in a survival model which 
has led to serious economic ailments such as unsustainable wealth 
disparities, and marginalisation of other constituents particularly customers 
and labour. The ñtrickle-downò effect becomes severely impeded. 

¶ Paramountcy of capital which is synonymous with ñcapitalismò leads to 
accounting for profit maximisation and shareholder value. It inevitably 
develops in its structural and operational processes, a conflict environment by 
seeing other constituents as exploitable resources and as costly commodities. 

 
The survival model is synonymous with market orientation and free enterprise. 

¶ Nothing is further from the truth. Market orientation means being driven by the 
needs and wants of others. The profit focus in the survival model means being 
driven by self-gain and your own needs. They are actually opposites in intent. 

¶ ñCapitalismò more appropriately defines a self-gain behavioural trait within free 
markets ï a trait which has become self-destructive and a threat to freedom 
itself. The economic ailments it has caused have led to increasing rules, 
regulations, interventions and calls for bigger government.  

¶ The above assumption relies on a misinterpretation of classical masters such 
as Adam Smith. While he did propose that freedom would lead to the 
pursuance of self-interest, he also believed that this self-interest would be 
mostly enlightened and driven by humankindôs instinctive empathy for each 
other ï not predatory material self-gain.  

 
Ensures competition and customer care. 

¶ In the absence of a genuine intent to serve others, the survival model 
becomes hostile to competition, seeking either to destroy it or collude with it.  

¶ This often leads to customer neglect. 

¶ It also attracts further rules and regulations to govern its behaviour, which 
ultimately discourages new entrants, and favours big above small. 

 
Ensures maximum productivity and efficient use of resources. 

¶ This is partly true. But the standard macro measurement of productivity 
(output over input) is synonymous with profitability which again puts emphasis 
on the paramountcy of capital. 

¶ Productivity is more easily achieved by reducing input rather than increasing 
output, encouraging containment rather than growth. 

¶ This emphasis also prefers to grow output through mergers and takeovers, 
rather than through organic growth. In the process it also reduces relative 
input, reduces competition and marginalises other constituents. 

 
The empathy model also conjures up many assumptions that have to be challenged. 
 
The empathy model is leftist, socialist, Marxist and anti-free market.  

http://plato.stanford.edu/entries/smith-moral-political/
http://www.moneyweb.co.za/moneyweb-the-human-touch/from-containment-to-growth
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¶ Without a strong underpinning of empathy our world would fall apart and 
humanity would self-destruct. 

¶ As Adam Smith implied in ñTheory of Moral Sentimentsò, empathy is nurtured 
in freedom. Freedom in turn cannot flourish without empathy.  

¶ Empathy cannot be institutionalised in a system. Coerced empathy is an 
intolerable oxymoron and creates resentment and envy. 

 
It goes against classic business principles.  

¶ There is no institution in society that relies more on empathy with others than 
business ï albeit some more than others such as mining. 

¶ Empathy is not about charity, but about sustainable service. 

¶ The model relies on and has to be guided by the rules of free legitimate 
transaction of supply, demand and price. 

¶ It should embrace competition as enhancing choice in its market and in 
identifying more opportunities in the needs and wants of its customers. 

¶ A sincere empathy model is better equipped than its survival peers to adopt 
principles of common purpose and common fate. 

 
It is revolutionary and untested. 

¶ The empathy model is followed by more companies than many believe. 

¶ Empathetic behaviour has been the hallmark of great sustainable companies 
and entrepreneurship and is particularly prevalent in small and medium 
enterprises. 

¶ It is, however, difficult to recognise with the obsession and near exclusive 
focus on shareholders in accounting and in turn strategic and operational 
processes. These processes become toxic and counter-intuitive when they 
start dictating purpose, and then behaviour, which in turn impede the forging 
of common purpose and common fate, as well as tarnishing the image of and 
trust in business. 

 
We are witnessing a struggle to change the course of business behaviour, with a 
plethora of new demands and rules. The answer is a lot simpler and requires going 
back to the basics of the inherent benevolence of any business. But freedom itself 
will be threatened without a serious review of the company scoreboard to reflect 
empathy, maximum wealth creation and sensible distribution, all of which are far 
more supportive of and subservient to free markets than the survival model.  
 
Sensible distribution in particular is not arbitrary but has to meet the legitimate 
expectations of all of the stakeholders. The key pre-requisite is not only that 
distribution has to be informed by factors such as supply and demand for skills and 
qualifications, and be comparatively attractive to capital investment, but that these 
rewards in turn are linked to and influenced by wealth creation and empathetic 
behaviour.  
 
Shareholder expectations have to be defined and legitimised to what is defensible. 
Benchmarking informed by the relative cost of and competition for capital is easily 
achieved and some benchmarks already exist. Shareholder expectations cannot be 
legitimised under the banner of unbridled maximisation. This is a wanton challenge 
to social trust and constantly perverts the instinctive empathetic behaviour of 

http://plato.stanford.edu/entries/smith-moral-political/
http://www.moneyweb.co.za/moneyweb-the-human-touch/shareholder-delusions-of-grandeur
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business. Indeed, enlightened and serious long term investors should favour the 
empathy model. In time, it is conceivable that all companies will be assessed on the 
basic criteria of which model they live by. 
 
The real difference between the two models however, is a philosophical one. The 
survival model is about being alive; the empathy model is about having a life. 
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CHAPTER 2 
A monstrous model exposed. 

 
 
Thereôs a lie that has tarnished the best social system humanity has ever created. 
 
Not all lies are based on deceit and malevolence. Sometimes they are based on 
seemingly valid assumptions but then become a lie when they are fanatically 
promoted as a universal truth despite clear evidence to the contrary. 
 
There is no better example than the 40 year persistent defence of and slavish 
adherence to the shareholder-value driven business model; once described by 
American business leader, Jack Welch as ñthe dumbest idea in the world.ò The 
model proposes simply that the sole purpose of business is to maximise shareholder 
value. It found its intellectual and ideological roots in the teachings of American 
Nobel laureate in economics, Milton Friedman, and is still widely followed, especially 
by large quoted companies.  
 
But it has had its critics from its earliest days. The latest has been published by the 
bullhorn of capitalism, Forbes Magazine, in an article by author and columnist, Steve 
Denning, titled: Resisting the Lure of Short-Termism: Kill 'The World's Dumbest 
Idea'. It is one of the most comprehensive indictments of the model I have come 
across.  He is not the first. Some years ago Business Insider did a similar analysis, 
which I captured in a Moneyweb article ñProfits of Doom.ò  
 
Apart from Jack Welch, there have been many other critics and Denning mentions a 
few in his column. In addition, within a decade or so, we have seen prescriptions and 
processes being developed to address the side effects of putting companies on profit 
steroids, especially short termism. These included the Triple Bottom line, Balanced 
Scorecard and accounting protocols trying to force business to broaden its view and 
adopt ethical standards, good governance and sustainable procedures and controls. 
In South Africa, we have had the King reports. While they obviously have their merits 
and no doubt have dampened many excesses, they do not, and nor are they 
expected to change the primary strategic direction of the company. In the end they 
do little more than treat the side effects of addiction and perhaps dampen excesses.  
 
With the exception of King IV. While the previous King reports address business 
models, King IV defines a different business world ï one where the overall task of 
business is creating value for all. Again, this is not really new. It was the predominant 
view before the 80ôs. One should also add that not all companies have followed the 
steroid addicted model, and for most smaller to medium enterprises, it does not 
make business sense. To some extent this addresses a possible counter argument: 
that despite its blemishes, the model has promoted many advancements and 
prosperity. To this I would respond that this is not because of the model, but rather 
in spite of it. 
 
Adapting to this new business world is a lot easier than one may think, and certainly 
does not need a huge turnaround intervention. In recently completing the 
Contribution Accounting Methodology© which is based on decades of exposure to 

http://www.forbes.com/sites/stevedenning/2017/01/08/resisting-the-lure-of-short-termism-how-to-achieve-long-term-growth/#f1055a33ab98
http://www.moneyweb.co.za/archive/profits-of-doom/
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economics, organisational theory and my own consulting work, I was struck by how 
much of such a transformation is simply doing what comes naturally; is easily 
understood by all stakeholders, and still makes sustainable business sense. It can 
be captured in 4 brush strokes, the fine details of which are fully documented in the 
methodology material.  
 
REDEFINE PURPOSE.  
There should be absolutely no ambivalence that the purpose of a company is to 
serve its customers. This is rooted in existential logic and the natural laws of 
transaction. Again, this is not a huge leap and has been endorsed through the ages 
by great entrepreneurs, companies and organisational theorists. It strikes me that 
detraction from this truth is because we make no distinction between shareholder 
interests and company purpose. They are not synonymous. Individual stakeholders 
may have different motives for being involved in a company, including, but not limited 
to, maximum profit. But the purpose of the business itself remains creating value for 
customers. Obviously reconciling individual motives with that purpose has many 
advantages, including entrenching authenticity.  
 
REDEFINE RELATIONSHIPS.  
Nothing is more counter-productive than trying to propose a hierarchy of stakeholder 
importance. It is divisive and creates conflicting interests. Being loyal to its purpose, 
a company would clearly see relationships with customers as by far the most 
important. Stakeholder cohesion and inclusivity are established through a common 
purpose of service that translates into wealth creation; and a common fate which 
impacts on distribution such as profits and pay. 
 
REDEFINE STRATEGY. 
For the most part this redefinition would merely imply changing direction. If it is 
customer driven, it focuses on contribution to its market; if it is profit driven, it focuses 
on reward. Switching focus from reward to contribution has a fundamental impact 
throughout the organisation, including improved and more sustainable 
rewards. Strategy should rest on the three pillars of maximum wealth creation and 
the two of optimum wealth distribution. (see Figure 8 below) 
 
REDEFINE ACCOUNTS. 
The ñvalueò in ñcreating value for allò, is captured in one very simple metric called 
value-added. It is the outcome of creating value for customers, and is the source of 
all rewards. It is the centre of an operational Contribution Account© which portrays 

stakeholder inclusivity and a simple presentation of wealth creation and distribution, 
and from which one can extrapolate all the standard accounts. It embraces the 
measurements needed for 3BL, BS, and the King prescriptions. 
 
The direct and indirect harm done by obsession with the shareholder value approach 
has been substantial. Denning gives a superb account of this in his article. For me 
the biggest harm has simply been the assumption that this monstrous model is an 
unassailable reflection of free enterprise itself. Criticism of it leads to all kinds of 
leftist labels. That lie has gone a long way to tarnish the true spirit of free enterprise 
and its standing in popular perceptions. 
 
It is an aberration and has proved to be the worldôs dumbest idea. 

http://jerryschuitema.wixsite.com/training
http://jerryschuitema.wixsite.com/training
http://www.inclusiveaccounting.com/relevance
http://www.inclusiveaccounting.com/big-shift
http://www.inclusiveaccounting.com/strategy
http://www.inclusiveaccounting.com/strategy
http://www.inclusiveaccounting.com/accounting
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CHAPTER 3 
Common purpose and common fate 

 
 

Companies and business enterprises are the wheels that keep our entire 
transactional lives turning. In the following chapters I will offer a different perspective 
of a crucial feature of our lives as consumers, employees, business executives, 
shareholders, civil servants, small business owners, entrepreneurs and also those in 
the accounting profession. 
 
A business enterprise is nothing more than a collective of individuals. Itôs one of 
those expressions of the human condition that make us social animals. There is an 
inherent need in all of us to be part of a society in a broader sense, and of smaller 
and different collectives or groups in a specific sense.  
 
Such groupings satisfy a basic and fundamental need to belong. More importantly, 
they act as reflectors of ourselves, giving us a mirror that does much more than 
show the physical appearance reflected by glass with a silver backing. This is a 
mirror of comprehensive identity; it defines the human self or the ego. A human 
being living from the earliest years in total isolation will simply not possess such a 
definition and would no doubt be completely dysfunctional. On the other hand, many 
remain trapped in a particular definition only, and become totally disoriented when 
one of the definitive states such as ñhusbandò, ñwifeò, ñemployeeò, ñCEOò disappears. 
 
Belonging to any collective, being a member of a pack, not only gives security but 
also satisfies the need to be needed. It is often the most tangible expression of our 
preparedness to ignore immediate self-interest for the sake of a greater cause or of 
another person. This is most clearly seen in healthy families. But it has an enormous 
downside. Too often, our own sense of right and wrong and our universal values are 
apt to be clouded by the pack mentality. The Mafia is an obvious illustration. History 
abounds with other examples, of which religious fanaticism and nationalism are the 
most powerful and invidious. Membership of any group or collective should be based 
on one key principle alone: being the means to unleash our true value, which lies in 
our capacity to make a contribution to the good of others.  
 
The group or collective is not an end in itself, but a means to that end. If the 
collective itself does not serve the broader other, then it will amount to little more 
than multiples of self-interest, enslaving us to our lower and grosser qualities and 
destroying others around it. It often then becomes an instrument to alleviate our 
individual fears and insecurities. Of course, many collectives exist for the limited 
purpose of serving their members only. While there is not much wrong with that, the 
moment such a collective sees its purpose as taking or ñgettingò from others for the 
groupôs interest, it loses its legitimacy and becomes little more than a means of 
hiding behind a flag and escaping individual accountability. 
  
This is not empowering for the individual. Indeed it is disempowering and debilitating. 
One of the more complex examples is the labour movement. Its legitimacy may be 
questionable in the light of the above argument, but then it also has to be seen as a 
response to other factors, notably unacceptable behaviour in the capitalist model. I 
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will deal with this later. For now, let us accept that the existence of a union is a sign 
of failure on the part of the corporate or company collective: failure to meet the 
aspirations of employees, and failure to give them a sense of belonging to something 
whose purpose is laudable and whose values are sound.  
 
The success of any collective depends on adherence to principles of common 
purpose and common fate. Common purpose should be tangible, definable, 
indivisible and clearly understood by all. The value of this purpose, both for individual 
members and the group, will be manifest in service to others outside the group. 
Common fate means both joint and individual accountability for the collectiveôs 
actions, as well as equitable sharing in the fortunes and misfortunes of the group. 
 
I have seen how effectively this principle works on both an individual and country 
level. If we were to hold the modern company up to this norm, we would have to 
concede that it fails dismally in many respects. Even as a conventional collective the 
modern corporation has severe shortcomings. For one thing, many people in that 
kind of collective have very little sense of belonging. This feature is automatic and 
spontaneous in most other collectives, whereas companies have to go to great 
lengths in holding social events, handing out T-shirts with logos, rah-rah occasions, 
and team-building exercises, to instil some sense of common belonging. 
  
The sense of belonging was until recently a great strength of post-war Japanese 
companies. Remarkably and somewhat inexplicably, Japan and, more recently, 
Korea have abandoned the labour-focused, common-fate approach. They have been 
dragged into the ñlabour costò definitions of their Western counterparts. Itôs perhaps 
more than coincidence that both economies have lost their growth momentum in 
recent years.  
 
Linked to the absence of belonging, indeed probably the cause of it, is the fact that 
companies seldom have a common purpose anyhow. Virtually all involved in a 
company have defined the motive of their involvement primarily as a means of 
material self-enrichment. So a company is prejudicially defined as a place of getting. 
Of course this definition starts by declaring the purpose of any company as 
maximising profit ï which simply and crassly translates into being a means of 
enriching owners. In the pursuit of this profit, employees are needed as a resource, 
or as a commodity called labour that has to be factored in as a cost.  
  
At this level already, loyalty to a common purpose not only wavers but actually 
disappears, to be replaced by conflicting motives. It takes little accounting skill to see 
that the quickest and easiest way to increase profit is to reduce the payroll. 
Employees on the other hand get restless and more demanding when they are 
informed (mostly by external media) that the company has made a substantial profit. 
  
As we will see later, very few ESOPs (employee share option programmes) actually 
work. At a general staff level they simply donôt amount to enough in tangible terms to 
defuse the conflict between capital and labour. They work better at a senior 
management level but very often at the cost of alienating management and staff.  
  
Establishing common purpose in a company is actually very simple. It is rooted in the 
natural economic law that supply exists to serve demand. The purpose of a company 
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is to serve its customers. It is the purpose of the entire collective, including 
shareholders, employees, and even arguably the state through its involvement in 
providing infrastructure and services. The alignment of all individual behaviour to this 
common purpose will unleash the full potential of the company and become the 
ultimate empowering tool for everyone involved. 
  
Despite its logical and existential simplicity, I am always amazed at how much 
resistance one runs into when proposing the application of the premise to 
companies. If one wanted a quick view of a company, one would ask three simple 
questions: What does the company do? How does it do this? Why does it do this? In 
our workshop groups, the answers to the first two questions seldom led to any 
debate or differences in opinion. To the third the response was mostly ñfor profitò. 
Occasionally the response was ñto create jobsò; rarely ñto provide a serviceò. This is 
sad. Most people at heart prefer to behave and be viewed as contributors. Most 
prefer to be seen as givers rather than takers.  
  
The fact that the working environment is not conducive to focusing on contribution 
and in unleashing the best in the human potential, must clearly have an eventual 
effect on company success and sustainable national prosperity. Itôs not the premise 
thatôs at fault, but perceptions, behaviour, language, and of course, the most 
powerful of all, the accounting system. 
  
The rallying points for common purpose in any company should be its mission 
statement, its vision and its values. Despite their being plastered on walls many 
employees donôt know them, understand them, believe in them or experience them 
as being the true and vital driving force of the company. Yet many companies spend 
large amounts of time, effort and money on some consultancy-designed mission 
statement which, interestingly, in most cases reflects a purpose of serving or 
contribution. Whether such statements reflect what people really think and do from 
day to day is another matter. Most companies have in fact gone a long way towards 
fulfilling their stated intentions towards their customers or markets. The mission 
statement is indeed being translated into action, no small thanks to growing 
customer awareness and competition! What seems to be missing, however, are 
perceptions, sincerity and reinforcing behaviour. 
 
Common fate is closely linked to common purpose, for without common purpose 
common fate would not make sense. Broadly, it means common accountability and 
sharing in the fortunes or misfortunes of a company. In a specific and more tangible 
sense itôs reflected in rewards such as shareholder returns, employee pay, and 
government revenue or tax. The extreme difficulty in achieving common fate is 
already clear. The three reward categories are perceived to be in conflict with each 
other.  
 
Very often rewards are out of alignment with the actual fate of the company, so an 
essential link in common fate is destroyed. It becomes even more incongruous when 
executives are awarded huge bonuses after employee lay-offs. Common fate is also 
destroyed if labour is seen as a ñmarketò commodity and not as an integral 
contributor to common purpose. It spawns another collective in an organisation, in 
the form of labour unions whose existence depends on an assumption of inherent 
conflict between the parties involved.  
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The rift is fully endorsed and reinforced by the accounting focus on the bottom line or 
profit. Because it fallaciously expresses everything that isnôt part of shareholder 
rewards as a drag and a cost and a burden, it is the least common to all the 
contributors. No amount of profit- or gain-sharing where profit is the effective trigger 
will enhance a common-fate understanding and approach in a company. For that to 
happen one needs a measurement that is truly and genuinely common to all. It is 
wealth created or value-added.  
  
There is a deeper logic to the use of this key measurement. It is absolutely essential 
to common fate to have common purpose in place. Picture a group of people going 
to work singing ñSho-sha-lo-za!ò, the Zulu song praising workéit is difficult to believe 
that they could be so enthused by the thought of a cheque for near-minimum pay at 
the end of the month or week. It would be easier to believe that they are excited by 
the idea of doing something meaningful that day and being part of a camaraderie 
that is making some contribution to the good of their fellow beings. 
 
The real power of the value-added measurement is that it reflects both the collective 
reward and the contribution. As I will show later, common purpose and common fate 
are combined in one unifying measurement. More importantly if value added or 
wealth creation measures contribution, then the individual slices of it in wealth 
distribution must measure relative contribution. This is a crucial understanding that 
enhances commitment to common fate and authentic stakeholder engagement.  
 
Establishing full common purpose and particularly common fate is undoubtedly 
almost impossible to achieve. It would contradict our earlier assumption that there is 
no single generic definition of human nature. Individuals represent a myriad of 
different aspirations and expectations, which will inform motives. It is important then 
to distinguish between purpose and motive. But clearly, the more individual motives 
are aligned to a common purpose, the greater the chance of that purpose being 
achieved, and the more cohesive it will become. We can without question though 
move substantially beyond the current point of assuming an inherent and inevitable 
conflict between the different stakeholders.  
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CHAPTER 4 
Profit as common purpose 

 
  

In discussing the empathetic purpose of business in our workshops, I always start 
out feeling that there really is nothing new in the premise. The logic is unassailable; 
trying to defy it or not to recognise it is fruitless and will merely detract from its 
inherent power. Yet I still often find myself confused by the adherence to the profit-
purpose or profit-motive mind-set and the extent to which I have to repeat my 
argument. In one discussion group, a fairly knowledgeable fellow remarked: ñYou are 
trying to overturn 300 years of the way business is done.ò I was stunned into silence, 
wondering if I could have misread my own observations of what has made 
companies great in this period. 
  
I was once prompted to call in to a radio chat show on business ethics. I told the 
highly articulate and economically literate host that business existed to serve its 
customers and not to make a profit. He cut me short, saying that it was both, and 
that service was merely a means to an end of making profit.  
  
It is surprising that this misunderstanding persists, despite not only the logic that this 
book is trying to convey but also the best writings of organisational and business 
gurus and the stated intentions of business visionaries of the past and present. 
Collins and Porras wrote Built to Last after six years of research into visionary 
companies, with a focus on companies that were founded before 1950 and of which 
many are still ñgreatò today ï household names are among the 18 they studied ï and 
one of their first conclusions was that there is nothing new in the concept of 
sustainability. Many companies were following those principles long before 
sustainability became another buzzword in consultancy-speak. Collins and Porras 
shoot down 12 conventionally held myths, one of them being the profit driver: 
ñContrary to business school doctrine, ómaximizing shareholder wealthô or óprofit 
maximizationô has not been the dominant driving force or primary objective through 
the history of visionary companies.ò 
   
ñProfits are the cost of staying in business.ò This aphorism by well-known 
management expert Peter Drucker very neatly for me puts profit in its place. But the 
statement almost never fails to crease the brows of accountants, who see it as a 
contradiction in terms. But profit is indeed a cost to the final buyer of the product 
and/or service. And I would argue that, defined as the cost of using money in a 
business, profit is as much a cost as labour is. In fact, the concept is not unfamiliar in 
accounting. Faced with a need to raise more capital, a business is quite likely to 
explore alternatives based on relative cost such as that of issuing more shares, 
which would require higher profits to make them attractive, or borrowing money from 
the bank. 
  
Nobody in his right mind would ever propose that profits are unnecessary. Profits are 
like breathing: one breathes in order to live. But one doesnôt live merely to breathe. I 
will examine the crucial role of profits in creating wealth later. For now, my point is 
merely that terms such as ñmaximising profitò, or ñmaximising shareholder valueò 
have tended to divert companies from their true existential purpose.  
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What do companies themselves say about their purpose? A few that I know of have 
a ñstatement of purposeò. This is a relatively new verbal concoction that seems to 
have been created as a way of justifying consultancy billings. Purpose simply means 
ñwhyò. I am intrigued by how many concepts have arisen around the ñwhyò. Mission, 
vision, credo, philosophy, values, purpose, and sloganséthey all turn around the 
ñwhyò of a business. The differences among these are often blurred. I was intensely 
exposed to organisational theory at the Oxford Centre for Management Studies (now 
known as Templeton College) in the 1980s and the verbiage left me bewildered. I 
became even more confused on examining different statements in different 
organisations. Only a few seemed to fit the academic definitions. I dare say one 
cause of the problem is that the academics themselves are not too sure.  
  
Browsing through some dedicated ñmission statement, how toò websites (not all of 
the 900,000 suggested by a popular search engine), I was amused to see that you 
can even buy software programs to tell you how to tell others why you exist! The 
criteria suggested by two different programmes made it possible for the user to 
define maybe two or more very different purposes for one company. In another of 
these programs it seemed to me that the amount of ñessential informationò the user 
was asked to supply was such that he might end up rewriting War and Peace ï or at 
any rate having to publish two annual reports, one with the mission statement and 
the other reviewing the companyôs activities and figures. 
  
Still, while not all successful and sustainable companies have seen the need for 
these lofty statements, I do think they can have value as a guiding and unifying 
factor. They are particularly useful in promoting common purpose and common fate. 
But often enough I have come across exceptionally loyal employees who love what 
they do, know what contribution the company makes and understand how they 
themselves fit into the scheme of things, but who have never read the companyôs 
mission statement and certainly couldnôt recite it.  
  
The argument for a rah-rah mission statement remains unconvincing. Statistical 
research by California academics Lance Leuthesser and Chiranjeev Kohli examined 
nearly 400 annual reports of the late 1980s and mid-90s. Only 16% of the reports 
contained mission statements; of these, more than 90% focused on customer needs 
first. Of course, not publishing a mission statement in an annual report should not be 
taken to mean that it doesnôt exist as an operational tool in the company. 
  
One thing is clear with all ñgoodò mission statements. They mostly do reflect purpose 
and contribution to the good of others. This is the essence of entrepreneurial 
behaviour at an individual level. It therefore makes logical sense that the same 
should be present at a company level. Mission statements then convey a ñgivingò 
spirit or purpose. Where not defined, itôs implied all the same. This fits in with the 
empathy or market-driven model. We can fairly say at this stage that for a company 
to be both ethically right and successful it should have a ñservingò purpose, and that 
most companies at least say they have it. The company whose actions donôt bear 
out its statements of purpose is telling a lie. And it does so at the expense of 
consistency in service and focus on the customer and there will be a negative 
outcome sooner or later.  
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I came across an astonishing bit of advice in one of the ñdo-it-yourself MBAò 
websites: ñWhile firms exist to earn a profit, the profit should not be highlighted [in 
the mission statement] since it provides little direction to the firmôs employees.ò  
This is outright duplicity! If this is whatôs being taught at business schools it is small 
wonder when employees snigger at battle cries about common purpose. But then the 
sages at Quick-MBA went on: ñWhat is more important is how the firm will earn its 
profit since the ñhowò is what defines the firm.ò I would not have taken this source 
seriously if it did not reflect a fairly common phenomenon. Humanity seems to be 
defining itself more and more by what it does and how it does it, instead of why it 
does it. The ñwhyò gives meaning and meaning comes from what we give, not from 
what we get. Without meaning we are nothing. We have no identity. We become 
very disturbed people if the ñwhatò and the ñhowò, which are reflections of behaviour, 
are out of line with purpose, motive and intent. 
  
Of course not all mission statements or statements of purpose reflect service intent. 
Some focus on ñbeating the competitorò; missing the point that when we have only a 
competitor in mind we can only become as good as the competitor or slightly better. 
That is no guarantee of our best. The question that comes to my mind is simply: And 
then?  
  
This is a sad case of ñcompetitive angstò: make people scared of something else or 
losing their jobs and you may achieve a rallying to common purpose. Is fear the way 
to unleash the best in a human being? Do we have to replicate a ñwarò in business to 
be successful? As we have seen in the United States, war talk and paranoia can 
make an otherwise very balanced people very gullible. The war mentality is a sad 
view of competition inspired by the profit-driven or survival model. One of the strange 
things in this model is that you are always encouraged to ñbeat the competitionò. 
When you finally do, and you end up being the best and biggest, you could be locked 
up under anti-trust laws.  
  
Equally disturbing are mission statements that say ñwe will be the bestò or ñwe will 
become the most preferred supplierò. They smack of arrogance. If someone were to 
walk into a room and claim ñI am going to be the bestò, one would at the outset 
probably not take her/him seriously, and one would certainly suspect the person of 
narcissism. Being the best above others has never been a guarantee that you are 
the best you can be. Your most reliable benchmark is yourself. Your willingness and 
your dedication to making a positive difference to the world around you are the only 
criteria worth following. The most successful companies donôt focus primarily on 
beating the competition -- as Collins and Porras put it: ñVisionary companies focus 
primarily on beating themselves.ò 
  
The generally-held view is that mission and vision statements and a cluster of ñcore 
valuesò are required to achieve common purpose and maintain a public face. The 
trouble is they are often written and compiled as a ñneed to haveò and not as 
something that emanates from genuinely-held beliefs within the organisation.  
  
I have clarified my own confusion around these instruments by defining mission as 
the ñwhyò of the companyôs existence; and vision as the ñwhere I want to beò. Core 
values are not necessarily the same as universal values although they do often 
coincide, particularly in regard to values such as respect, honesty and integrity. But 
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they are based on ñwhat I valueò and, to the extent that they do include ñvaluesò, 
these donôt as a rule strictly fit the definition of universal values. Profit maximisation 
is often confused with values.  
  
There has been a notable shift in the past decade or two in the way companies see 
themselves as reflected in mission statements, vision and core values. Reading 
annual reports was part of my daily fare for some thirty years, and up to about the 
mid-1980s I saw many mission and vision statements that either explicitly or 
implicitly focused on shareholder value or profits. Today you will find few that do. 
This may be a reflection of the need to soften the profit-driven image. In that case, 
however, it amounts to little more than a public-relations exercise requiring the 
services of some professional who is adept at stringing together a lot of lofty 
sentences without verbs.   
 
Be that as it may, the shift itself is significant. It points to a growing need for 
companies to behave differently and become truly market-driven as opposed to 
profit-driven. The best companies have always done this of course, albeit that in the 
past they often found it necessary to defend their focus on the market and society as 
being part of business sense and profit maximisation. Even now, market focus is still 
mostly viewed as a means to an end and not as an end in itself. But the concept of 
ñsustainabilityò has become a very popular one in organisational theory.  
  
The strategic dictum of the 80s was Milton Friedmanôs ñprofitability firstò argument. In 
the 1990s this shifted to ñshort-term profitability for longer-term wealth creationò. 
Today in organisational theory at least, the focus is more firmly on ñlonger-term 
wealth creationò. Of course, many still see ñwealth creationò as referring to 
shareholder wealth or value. I have a different view that will be detailed later. But the 
mere shift to ñlonger-termò and ñsustainabilityò is a sign of a desire to change 
behaviour. Fake it until you make it!  
 
The guru writings have also become more definite on this issue. They include those 
of Stephen Covey, Jim Collins and Jerry Porras, Robert Kaplan and David Norton of 
Balanced Scorecard fame, and John Elkington (Triple Bottom Line). Earlier masters 
such as Minzberg, Drucker, and Tom Peters were also firm on the broader visionary 
view of business. A South African contribution to this debate has come from the 
writings of Clem Sunter and Wayne Visser. They have defined greed-driven 
companies as predatory lions and the more visionary companies as elephants. 
Sunter and Visser make a very valuable argument against the ñgreed is goodò 
philosophy, albeit at a non-philosophical level. Indeed their practical and statistical 
approach is very convincing. 
  
And yet people still find it difficult to openly challenge the profit-purpose view of 
business; there seems always to be some concession to the overriding importance 
of the shareholder. At best the non-fringe outspoken are saying ñcool itò; theyôre not 
actually saying ñstop itò. And for as long as this preoccupation is perceived to be 
valid, and for as long as companies still mostly focus in practice on short-term profit 
considerations, and even if companies took to calling themselves values- rather than 
profit-driven, it would still be the corporate whatôs-in-it-for-me that rules.  
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What has to be challenged to ensure a fundamental shift is the way we measure 
company success. This implies a lot more than adding ñsofterò measures to the 
media release and analystsô kit. We need to debate the validity of the income 
statement itself as a final scorecard.  
  
I wonôt try to rewrite the current methodology for constructing mission and vision 
statements. I would only suggest that behaviour is far more important than words. 
One neednôt articulate deeply-held beliefs for them to be effective. Articulation helps, 
but doesnôt in itself ensure right practices. What is truly in your heart is what will 
make the best mission statement for your company and your personal life.  
  
The keys to success that apply to individuals and to countries also apply to 
companies. The overriding principle is that if people by and large are taking more 
than they are giving, they will create deficits and poverty. If they are giving more than 
they are taking they will create surpluses and prosperity. Having an external focus 
and developing people is as important to a company as it is to a country. Indeed it 
could not happen at a country level if it didnôt happen at the level of a company, 
which is after all a cell of national economic activity. 
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CHAPTER 5 
The Concept of Adding Value 

 
 

ñThe purpose of a business is not to make a profit. What a dreary and demeaning 
description. The purpose of a business is to add value to peopleôs lives. The 
consequence of doing that well is that you make a handsome profit.ò ð W K Kellogg. 
  
These few lines from the man who fathered one of the worldôs best-known 
businesses contain a number of extremely powerful messages. I may have already 
overstated the contributory purpose of a business and the fallacy of the ñprofit 
purposeò. But it is a central theme of this entire work, and represents more than 
merely challenging conventional wisdom. I first saw Mr Kelloggôs words in the office 
of a client of mine; he had it framed on his wall. Iôve unfortunately been unable to 
trace the original context but some exposure to Kelloggôs biography has made me 
comfortable that it is authentic. 
  
Kelloggôs Cornflakes was a product of the early 20th century. The interesting question 
is: Did Bill Kellogg find it necessary to defend business as far back as that, or was 
the principle of contributory purpose by then already well entrenched? My own belief, 
as I pointed out earlier, is that itôs implicit in Adam Smithôs ñinvisible handò. Of course 
Kelloggôs saying should not be taken to mean that itôs OK for a business to run at a 
loss. That is the kind of exclusive argument that creates unnecessary mischief.  
 
The phrase ñdreary and demeaningò is the same as putting an individual in a room 
and expecting that individual to do nothing all day but to sit back and be paid for 
doing nothing. Simply owning something does not guarantee fulfilment ï indeed it is 
often the opposite. Profit is not the only consequence of a serving business; there 
are many others, such as paying employees and taxes, or employing the services of 
outside suppliers. Itôs a moot point whether, if we were to list them in order of 
importance, profit would rank the highest. After all, one knows of many a company 
that has been running at a loss sometimes even for a number of years; if profit were 
indeed an absolutely vital condition of the enterprise it surely would have gone belly-
up after the first loss or as soon as it started running at a loss. On the other hand itôs 
impossible to run a business without paying employees. The company would be 
wound up with perhaps violent and tragic consequences. What one can say with 
some certainty is that if a company were to close its doors on its customers it would 
expire within days.  
 
There is little merit in trying to have a ranking of stakeholders. Apart from the 
questionable and presumptuous practice of referring to customers as ñstakeholdersò, 
the importance of the other parties involved ï shareholders, employees, the state 
and suppliers ï will always need specific attention and at times could demand more 
attention than others. Despite its revival under the new organisational pet name of 
ñsustainabilityò, Edward Freemanôs 1984 stakeholder concept is relevant still today, 
especially if one were to ask: ñSustainability from whose point of view?ò Each domain 
could claim: ñWithout me you are nothing.ò Indispensability and purpose are not the 
same thing.  
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Kelloggôs words confirm that companies exist in the first place because they are 
useful to others; that reward is the consequence of contribution, not the other way 
around; that reward should sustain contribution; and that employees should see 
companies not merely as something that uses them to enrich owners, but as 
something to be used to express the best in themselves and make a meaningful 
contribution to the good of society. The most powerful element of the quotation, 
however, is the concept of ñadding valueò. To create something of value for others is 
the oldest business principle known to mankind. 
 
Value-added is based on three fundamental tenets, the first of which is about 
behaviour. Behaviour is tied in with that purpose which was clearly defined by Mr 
Kellogg as being universal for all business. Itôs about being useful to others and 
making a positive difference to the world around you. If all individual aspirations are 
aligned to this reality, then one has forged a common purpose for the collective, and 
this ethos will transfer itself to national behaviour and establish the requirements for 
national success and prosperity. The behaviour is aimed at the customers but it 
undoubtedly will affect the overall behaviour of the collective towards society in 
general. 
 
There are very few customer interests that will exclude the interests of society as a 
whole. The exceptions include tobacco and other harmful products. The strength of 
oneôs own values will determine whether and how one should be involved as a 
supplier: merely wait for society to determine the legal right and wrong, or take a firm 
stand based on oneôs own conscience. Ultimately demand, more than supply, has to 
reflect the fundamental values of society. This does not excuse supply from its own 
moral and ethical duty. The principle of willing seller and willing buyer is not 
sacrosanct; itôs not a licence for just any kind of behaviour. The collective common 
purpose of adding value has to be cultivated by an alignment of primary motives with 
the deeper intent of the individual. Otherwise cracks will soon appear. 
 
The second dimension of adding value is transformation. It means turning a given 
situation into another that is of more value to the user of a product or service. Most of 
us associate the idea of ñadding valueò or ñvalue-addedò nearly exclusively with this 
dimension; itôs the most visible and physical; transformation simply has to happen 
wherever value is being added. It shows that adding value has been around for 
thousands of years and was at the core of all economic activity.  
 

 
Figure 1 
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For example, tens of thousands of years ago, a caveman found a stone and by 
sharpening it and changing its form made it into a crude instrument. The difference 
between the stone and the instrument was the value that was added. One can apply 
that thought to virtually any modern activity.  
 
Economics demands that, for value to have been added, there has to have been a 
transformation of one thing or situation to another, making the thing or situation more 
useful. Thinking in these terms is a very good way for an individual to gauge his or 
her own economic behaviour and those of suppliers. Many believe, for example, that 
shops add most of the value in their lives. In reality, retail offers convenience by 
bringing together a variety of products into one area. Without shops we would be 
forced to travel around to various manufacturers or producers and buy items 
individually. Of course there are other secondary ñvaluesò that could be added, 
including price discounting. Pick ôn Pay effectively added consumer protection. But 
the distribution of goods should normally not be of higher measurable value than the 
manufacture of these goods. 
 
If you were to follow the value chain of a simple product like an electric kettle in a 
supermarket you would end with a host of functions of which the availability of the 
item in the store is proportionately probably the least. The manufacturer of the kettle 
would probably have added the most value. But he/she in turn would have used 
suppliers of metal, plastic, rubber, etc., who in turn would have used other suppliers 
and so on. Familiarity with this chain has increased in many countries because itôs 
the basis of most spending taxes such as value-added tax and health and 
environmental concerns. 
 
There are economic activities ï services for the most part ï that we may be less sure 
about but which nevertheless conform to the principle. In many, such as hairdressing 
or entertainment, the value they add is still clear. It becomes less so when one deals 
with things like financial services. On the surface, they add value by holding your 
money in safekeeping and creating instruments for easier exchange such as credit 
cards, etc. But the real value added by the financial institutions is to serve as a 
vehicle for moving money from those who have it (lenders) to those who need to use 
it (borrowers). In most banks, for example, the ñinterest turnò ï the difference 
between interest received from borrowers and interest paid to depositors ï 
comprises the biggest part of their measured value-added.  
 
The growth of financial services and investment banking have become a key global 
issue. The explosion of debt and financial instruments has to many become little 
more than a parasitic monster adding very little tangible value. The value that is 
added ostensibly has to do with transferring risk, but in truth in many of these cases 
no real value has been added in the sense of transformation ï that is, changing one 
situation, thing or set of things to something else of higher value. Invariably in such 
cases one ends up with only one party really benefiting and the other losing. Such 
transactions in essence are gambles where wealth is not created but is simply 
moved from one party to the other.  
 
The essence of the transformation dimension of adding value is ñdoing somethingò. 
More importantly, it means doing something in the interest of another. An 
understanding of value-added is critical to the debate about which is the key driver of 
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economic prosperity: action or behaviour, as against ownership. This debate also 
needs an awareness of the role of measuring value, which I will deal later. 
 
The important point about the value-adding transformation is that it always changes 
one situation into another of higher value. In an operational sense, it has another 
very important function: itôs the ultimate test of efficiency and physical productivity. If 
all things in an operational process are tested against whether they are adding any 
value, one has a highly disciplined norm for testing efficiencies. To be completely 
objective, the efficiency test has to be about whether something is adding value to 
the customerôs life, not oneôs own. I have encouraged both employees and 
managers to use the test regularly, if not daily, and to apply it to everything they see, 
use and experience in the working environment. The more direct the association 
between the feature being examined and the customerôs expectations, needs or 
wants, the more valid the existence of that feature. The vaguer or less direct that 
association or link is, the more questionable is the need for that feature.  
 
When this discipline is applied to physical things, it not only ensures optimal use of 
assets both large and small, but also reduces clutter and encourages neatness. And 
of course one can apply it to oneôs own life. If there is something that you own which 
cannot be validated as regularly adding value to your life, or those near to you, then 
you have to ask whether it should be there. This principle is an important feature of 
many of the structured operational efficiency processes such as the Japanese-
designed 20 Keys and Total Productivity Management (TPM) and Eliyahu Goldrattôs 
process of on-going improvement and throughput accounting. Indeed the concept is 
hardly new. The value chain was part of manufacturing efficiencies long before the 
assembly line was invented, though it does tend to be applied less rigorously in 
service organisations. Unfortunately, in most organisations few process 
improvements focus directly on customersô needs; they tend to be internal and cost-
focused rather than externally focused. That has often had calamitous results. 
 
One can apply the same principle to functions, whether they are part of job 
descriptions or involve the whole job and the incumbent. Nothing has the right to 
exist if it cannot ultimately pass the test of whether it has value for the customer. The 
more difficult application is in meetings, decision-making and conflict resolution. But 
these are also areas where the most rewarding results can be achieved. The 
moment one makes the customerôs interest paramount in all things in the collective, 
and the more people align themselves to this ethos, the easier it becomes to apply 
this powerful litmus test. 
 
Of course not all features of a collective have a direct link to the customerôs needs. 
Many ï and in some collectives the majority ï are support functions such as 
financial, human-resources and administrative services. And itôs perhaps no accident 
that these are areas where waste is most likely to occur. The key difference between 
the value-adding approach to operational efficiencies and other approaches is the 
customer focus rather than the traditional profit-and-loss test. It is a behaviour test 
rather than a measurement test; qualitative rather than quantitative. Which is not to 
say that the test is difficult: once a feature has been justified in terms of its 
behavioural impact on the customer, one then simply asks the question of whether 
the customer would be prepared to pay for it. 
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When one has reached a stage such as Americaôs NASA apparently has, then one 
has ñgot itò. The story goes that a visitor once asked a cleaner about her job. She 
replied: ñI am helping to put a man into space.ò  
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CHAPTER 6 
The magnificent metric 

 
  

We have seen that adding value is about transforming. In essence it is about doing 
something. When we deal with measurements of prosperity or wealth we often 
confuse them with ownership or appreciation of assets. The latter has nothing to do 
with creating wealth; it relates purely to a change in the value of a particular thing. 
This can be due to a change in the supply-demand-price environment of the item 
itself or to a change in the value of the currency used to measure the value of that 
particular item.  
 
A currency is the ruler of value. Price is a particular measurement on that ruler. As 
we have seen, the ruler itself is traded, and is apt to alter according to internal 
inflation or the exchange value with other currencies or ñvalue rulersò. To complicate 
matters further, value is qualitative and subjective, whereas price is quantitative and 
supposedly objective. Very often there is a wide disparity between the two.  
 
Letôs use property as an example. Property is generally seen as one of the best 
investments one can make. As populations grow, demand for property in good areas 
appreciates in value because demand increases. In addition, building costs tend to 
increase each year, thus increasing the price of new homes. This automatically 
raises the value of previously-built homes. Conversely, you may have built a 
magnificent home in an upmarket area that becomes less desirable for one or other 
reason such as a freeway being built nearby, squatter camps, or rezoning of nearby 
land for industrial purposes.  
  
The point is, one cannot argue that wealth has been created simply because of an 
appreciation of an asset (if indeed the asset has appreciated!). It may add to your 
own pocket and a countryôs prosperity measurement of Gross Domestic Product 
when the property is sold, but itôs not where national prosperity comes from. Capital 
gains resulting from liquidation of assets filter into an economy by way of additional 
demand resulting from increased spending. They encourage wealth creation but do 
not qualify as wealth creation per se. There is something of an exception in the 
traders of assetsésomeone who, say, buys property, repairs it and then sells it at a 
profit. One cannot deny that the profit margin the seller gets includes wealth created. 
The same would apply to traders in commodities and livestock. It could be argued 
that the value they add is in the transfer of risk or in the maintenance and repair of 
the asset. These are the exceptions and the activityôs link to wealth creation gets 
broken when it develops to play a predominant role over normal transactions in 
products and services.  
 
The pity is that most of us associate wealth with possessions. We think that once we 
own enough we believe we can stop ñdoingò. We see possession as an end itself; 
the task of getting to that end is a drag and a burden. Obviously this kind of 
behaviour is not the right basis for sustaining national economies.  
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Before I examine the measurement of value-added, I should perhaps examine the 
relationship between behaviour and measurement itself. Human beings are 
obsessed with measurement, despite the aphorism which says ñnot all that counts 
can be countedò. Everything is relative and no method of measurement can truly 
reflect individual perceptions of value. And yet we continue to measure, and to 
agonise over the implications of the measurement either as a cause or as an effect. 
Given the importance of measurement in our lives, the least we must do is ensure 
that what we measure is relevant. While I have argued that behaviour determines the 
measurement and not the other way around, no one can discount the supporting 
impact of measurement. We will, ultimately, always try to measure what we value, 
even if itôs in fact immeasurable. 
  
This is reflected nowhere more strongly than in sport. A good example is the team 
ballgame of rugby. It is sometimes referred to as the Neanderthal version of 
American football, but itôs an ancient sport dating back to the Middle Ages when 
teams from neighbouring villages would have great merriment in trying to carry a 
wine bag over a line protected by the opposing team. Rugby is viewed by its fans as 
being as tactical a game as chess is. It has features such as scrums, rucks, mauls, 
line-outs, first phase through to multi-phases and many others. All these are applied 
in the overall purpose of carrying the ball over the opponents ñtryò line. A successful 
try allows the scoring team to ñconvertò the try by placing the ball on the ground and 
kicking it between goal posts and over a cross bar. Today a try is worth 5 points and 
a conversion 2. A drop kick is worth 3 points; this happens when during the run of 
play a player kicks the ball through the goal posts. A ñpenaltyò kick can also be 
aimed at the posts and if successful leads to 3 points. 
 
Rugby statisticians, coaches and players spend a great deal of time measuring all 
the tactical components such as line-outs, rucks, mauls and scrums won, as well as 
percentage possession and territorial advantage. In addition rugby is one of the few 
games I know of where the scoring method has actually changed over the years. 
Time was when a try was worth 3 points and not the 5 it is today. The rules of play 
have also changed over time. The impact of the scoring on the game itself is clear 
even to the less knowledgeable. Increasing the value of a try has encouraged more 
ñopenò and ñrunningò play. If, for example, they were to change the value of a try to 2, 
and the value of a penalty kick to 5, clearly the entire play of the game will change. 
  
Why change the rules and scoring of any game? Is it for the benefit of the players, 
the coach, or the administrators? Obviously not. The ultimate customer of any sport 
is none of these parties: it is the spectator. What makes for good play in any game is 
what the spectator finds exciting and attractive. A scoring system that doesnôt pander 
to this need will destroy the sport itself. And surely what we choose to measure and 
how, should support the real purpose of that activity? If the purpose of a business is 
to add value to peopleôs lives, then that must be the real performance indicator and 
driver in a business. Profit has a very important role as a ñsub-scoreò, like winning 
line-outs or scrums; but relying on it as the most important driving score in a 
business is highly questionable. Despite the growing clamour against the profit 
motive, few have fully challenged the profit measurement itself.  
  
This deficiency has meant that every good reason to question the short-term profit 
motive merely becomes an irritant to be accommodated. We have seen laudable 
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efforts such as Norton and Kaplanôs Balanced Scorecard abused and manipulated 
simply to fit the ultimate profit measurement. People-development and corporate 
social responsibility (or corporate social investment) are components of the Triple 
Bottom Line. But that line is seen as a chore, a burdensome ñhave to haveò rather 
than a real ñwant to haveò. TBL in any case tries to achieve the impossible of 
merging qualitative measurements with quantitative ones.  
  
Trying to combine all these measurements or actions merely detracts from the 
effectiveness of the conventional single-purpose profit-measuring exercise, and none 
of the three in TBL or 3BL sits comfortably with the others. Getting this right is 
probably going to be costly and therefore reduce profit. In the meantime, compelling 
as the arguments may be in favour of people-development and corporate social 
investment as ways of ensuring sustainability or longer-term survival, the devil is at 
work in business reporting in general: weôre seeing increasing emphasis on short-
term profitability and ever-shortening cycles of performance reporting.  
  
There is good news, however. It is to be found in the measurement dimension of 
added value what I call the magnificent metric. It addresses all of these problems 
and many more. 
  
In the very beginning there was value-added. As well as being the oldest business 
concept known to humankind, it was the founding principle upon which all 
subsequent economic development was based, and itôs by far the most important. 
No amount of manipulation, trading shenanigans, corruption, insider trading, 
speculation and other misdemeanours can destroy the validity of value-added as (a) 
the only true generator of prosperity and (b) an inducement for people to behave in a 
values-driven way. 

 
 

  

Figure 2 
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The illustration in Figure 2 shows that it is both remarkably simple and 
comprehensive. Letôs say a caveman found an already sharpened and shaped 
stone, as well as a stick and a length of vine or animal sinew, and assembled them 
to form a crude axe. The difference between the completed axe and the three loose 
items would be value-added. This would have entailed the use of time, effort and all 
things to do with the mind such as creativity, imagination, knowledge and 
experience. At this stage itôs a subsistence item, intended exclusively for personal 
use. So it was that for centuries most economic activity was purely for subsistence 
and therefore immeasurable. The axe, for example, couldnôt be given a single 
universal value because its usefulness might differ from creature to creature.   
 
Some could have found it useful for hunting, others for cutting wood and others 
again for getting married. Living in social clusters from very early times meant that 
humankind had a propensity for exchange. Initially it might have been a spontaneous 
reciprocal activity among members of a family, group or tribe; in time it would have 
developed into a crude barter system where values were slowly becoming 
measurable. It was only with the development of a widely accepted and single 
medium of exchange that values became more accurately measurable. 
  
If we stretch our imagination slightly and say that our caveman had to buy the stone, 
stick and sinew from someone for R10, then transformed the loose items into a 
single axe and sold it for R20, we can accurately and neutrally put the value of the 
time, effort, and creativity at R10. Of course an additional resource was applied in 
this instance because he needed money (or a form of it) in order to buy the loose 
items. So there is a fourth factor: capital. The illustration is a simpler interpretation 
than the academic one of how the factors of production are applied in economic 
activity. 
 
But it is more profound than that. As an illustration of the root of exchange it proves 
that, for value to be established at all, there has to be a process of trading going on. 
Why did the caveman produce the axe in the first place? Why not leave the stone, 
stick and sinew as they were? Clearly it was because of the usefulness of the axe as 
compared with the three loose components. And if the item is to be traded, then we 
have to ask: To whom is it useful? Clearly, the axe is intended for use not by the 
maker himself but by another human being. In other words, its worth depends on the 
contribution it makes to the good of someone else. 
 
The ultimate and exciting point about value-added is that itôs the one measurement 
in accounting that measures empathy and contribution. It is also the only one that 
does this. In accounting terminology, the term ñvalue-addedò is synonymous with 
ñwealth createdò. What this means is that wealth or prosperity is directly and 
exclusively linked to the contribution you make to the good of those around you. It 
applies at all levels: individual, company and country. 
 
We can go yet another step further. Examining our illustration again, we see that 
after the sale our man has R20. He brought an initial R10, and he now has an 
additional R10. Where does this go? To whom does it belong? Obviously it goes to 
himself as the one who added the value or made the contribution. This is his reward. 
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So there is a clear and direct link between contribution and reward. I repeat: value-
added is the only measurement in accounting that shows the clear link between 
contribution and reward; the only one that measures both at the same time. The 
order is important: contribution brings reward ï not the other way around.  
  
The linear equation for this is simple: value added = wealth created = contribution = 
reward = prosperity. And yet I can think of no more powerful way of saying that 
empathy creates both inner abundance and outer wealth and prosperity. Values do 
create value, even in the accounting world. 
 
This simple arithmetic confirms the prophetic teaching that ñif you give you will 
receiveò. And it was there long, long before prophets and profits were heard of!  
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CHAPTER 7 
The power of value-added 

 
 

Behaviour is the foundation of economics and behaviour can never fully be 
measured. On the other hand, the measurement of value-added (or wealth created) 
comes close to capturing most of what we can call ñabundanceò. Abundance is a 
much broader term than wealth. Wealth is about the material and the measurable, 
whereas abundance implies many other things such as health, wellbeing, peace of 
mind and contentment. Wealth cannot exist in isolation and is arguably rendered 
useless if other factors of abundance are not in place. For wealth to have any 
meaning it must exist in healthy interaction with people around the possessor. There 
would be little sense in having a hoard of money in a bank if one were living totally 
alone, ostracised and reclusive.  
  
While the most powerful feature of value-added is its reflection of contributing 
behaviour, it has other strengths. As well as being historically significant, itôs 
amazingly simple. Applied to a company, it expresses income less outside costs. It 
cannot be subjected to the same degree of account fudging as (say) profit can. I 
have been able to illustrate value-added to illiterate employees and get them to 
observe how the mechanism works in economic activity around them. To an 
employee, value-added is non-threatening because it reflects labour as part of the 
contribution. It also includes capital and state, and therefore represents the one 
common-purpose factor in any collective that earns an income. Because the ultimate 
fortune of each party is affected by the size of value-added or wealth created, it is 
also a measurement of common fate. 
 
If mission statements that are constructed around the purpose of the business also 
reflect ñgivingò behaviour towards others, then value-added ought to be the 
measurement of this giving. It is the only one in accounting that can be, and this fact 
alone makes its absence from the computations puzzling to say the least. It also 
gives a guide on how to structure a mission statement. For example, the Mary Kay 
Cosmetics mission statement ñTo give unlimited opportunities to womenò can 
obviously be assessed in a number of qualitative ways; but the only way to put a 
monetary value on the extent to which it has fulfilled this mission is to calculate 
value-added. The more successful Mary Kay is in meeting that mission, the higher 
will be the value-added. However, if Nike did crush Reebok, there wouldnôt 
necessarily be an improvement in value-added. A mission statement in itself means 
little. But a mission that reflects the companyôs keenness to add value for its 
customers will actually raise the level of wealth created and the financial success of 
the company.  
 
The obsession with competitiveness often causes business people to behave like 
adolescents governed by peer pressure and a need to ñdefeatò the other. 
Competition in business is not about winning but about ensuring a benchmark for 
service. Even a good athlete would not perform at peak without such a benchmark. A 
company that truly has its customersô interest at heart welcomes competition 
because it offers a choice and a source of information on market needs. Indeed, one 
doesnôt have to be impressively innovative or unique in providing a product or 
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service; oneôs mere existence in business is important as a way of helping to give 
the market a wider choice.  
  
It may be as well at this point to draw a distinction between monopolies and sole 
suppliers: the former is normally imposed by protective regulation and dubious 
practices; the latter is mostly the result of organic growth based on being the best 
and competitively priced. As long as there are no barriers to entry into the market or 
undue control of resources, being a sole supplier is probably a reflection of 
excellence rather than misbehaviour. 
  
Value-added or wealth created is also the most appropriate measurement of 
productivity. As I will show later, there are many ways of measuring productivity, the 
one concerned with labour being for the most part based on volume per man-hour. 
Value per employee also features in some annual reports that have a value-added 
statement (VAS), but itôs less popular as an operational tool for productivity 
enhancement. Goldrattôs throughput accounting in his Theory of Constraints does 
use a measurement close to value-added at operational level. The virtue of the 
ñwealth createdò measurement at company level is that it swings the productivity 
efforts of the collective away from cost containment towards growth.  
  
The standard measure of productivity at a company level is output divided by input, 
where output is measured in income, and all input costs are as measured in a 
conventional profit-and-loss statement. This means that all inputs except profits are 
viewed as a cost to be contained or reduced so as to enhance productivity. I would 
submit that this is a measurement of profitability and not productivity. I would argue 
further that profit should be an input because it is a cost in running a business. But of 
course, then the result of output divided by input would always be 1. 
 
In most productivity drives the instinct is always to cut costs first, and that does tend 
to happen: payroll is the first cost to be scrutinised ï and cut. The doyen of 
productivity in South Africa was Jan Visser, founder and for many years head of the 
Productivity Institute. At his retirement he lamented the fact that productivity in the 
country had been nearly exclusively focused on cutting inputs rather than on 
increasing outputs. Productivity drives had become a major aggravating factor in the 
countryôs already high unemployment rate. 
  
Productivity can be viewed from three angles. One can create the same wealth with 
fewer inputs. Or one can create more wealth with the same inputs. And finally, one 
can create much more wealth with more inputs. The typical productivity drive will 
involve the first ï trying to get the same result with fewer inputs; this frustrates efforts 
to encourage growth, employment and national prosperity. As a motivator, value-
added or ñwealth createdò forces one to favour growth over containment, and we 
shall see later how profitability and labour productivity take on a secondary 
importance, albeit still an important one, in this focus. 
  
Another reason why itôs such a pity that value-added is underrated is that it 
effectively reflects a companyôs share of a countryôs gross domestic product; value-
added is the companyôs GDP. A countryôs GDP can be measured in a number of 
ways. Most of them are estimates only, but the standard method works from a 
spending perspective through the formula: Y=C+I+G+X-M. In plain English: gross 
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domestic product is equal to consumption expenditure plus investment plus 
government expenditure plus exports, less imports. Although many features of 
economic activity can be missed in this equation, it has been viewed as probably the 
most accurate. 
   
But another, albeit more difficult way is to add up all the ñwealth createdò figures for 
economic units such as companies, other collectives, or even self-employed 
individuals. The point is that the value-added figure of each economic activity is its 
contribution to the nationôs GDP, which means that companies which focus on 
enhancing wealth creation rather than mere profits will make a real contribution to 
the countryôs prosperity and level of employment. Companies that focus purely on 
profit maximisation simply cannot guarantee that; indeed, as Dr Visser pointed out, 
their effect is often quite the opposite. This may not matter so much in high-
employment, developed countries that have a substantial social security system, but 
itôs a serious issue in countries with high unemployment rates such as South Africa. 
The fact that the wealth of nations depends on the value added by each and every 
cell of economic activity, and that this in turn depends on the contribution that the cell 
makes to its market, makes the generally light emphasis on value-added at company 
level both incongruous and puzzling. 
   
The concept of sustainability may be the first nail in the coffin of the profit driver and 
measurement. Value-added, I submit, may be the second nail and perhaps several 
more. Value-added wonôt only protect profit in an organisation; it will enhance it. At 
the same time it can fully accommodate the social demands of a modern society. We 
shall see later that the full value-added statement, with adjustments to create a 
Contribution Account©, covers all the key issues facing business today. 

 
  

 
Figure 3 shows what is drawn together in a single measurement. The principle of 
adding value, which reflects contributing behaviour, gives a comprehensive and 
powerful perspective of the operations of any collective or company.  
 
In our workshops I ask teams to take the simple example of a bead-working group 
and decide what this group must do to increase wealth creation (Figure 4).  
  

Figure 3 
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The beadwork group buys beads and thread for R60 and the finished product is sold 
for R120, giving the group value-added of R60 (the amounts are not important in the 
exercise because they reflect each sale and not total turnover). There are certain 
ground rules for the exercise. For example, the nature of the groupôs business may 
not change: this is a small company with few employees that relies on creativity of 
design for its sales, and is not making its own beads ï vertical integration sounds like 
a good idea, and would certainly increase the wealth created, but the group isnôt up 
for that just now. Also, the group wonôt be taking the R60 away nor either investing it 
or buying lottery tickets since these people are neither investors nor gamblers.  
  
The first feature of the responses is that the teams tend to confuse value-added (or 
wealth created) with profit, so the distinction needs to be re-explained. Profit is part 
of wealth created, but wealth created is a much broader measurement: profit goes to 
the owners, whereas wealth created reflects both the contribution from various 
parties and the reward they receive. The concept may look simple, but the 
understanding of it isnôt automatic; indeed, as observers of many Value-added 
statements over the years, I have come to realise that the accounting profession 
itself is not too clear on what constitutes value-added. I will deal with this when 
examining the full statement later. 
 
Interestingly, very few of the workshop participants suggest a reduction in 
employment in order to increase net income. Most are quick to realise that cutting 
the payroll will have no effect whatsoever on wealth creation. It may affect wealth 
distribution insofar as the group, without creating more wealth, is sharing the 
available amount differently.  
  
Overall, the exercise reveals a strong focus on customers and being market-driven. 
It forces the participants to be outward-looking. Where customer interests are 
ignored, a discussion quickly shows the dangers of that; for example, itôs clear that 
one can quickly increase value-added by reducing the number of beads used in each 

Figure 4 



40 
 

© Johannesburg 2014: All rights reserved by the author. 

piece, but the danger is that a customer may see that the workôs quality is not the 
same as that of an item shown to her by a friend who visited the area a few months 
earlier.  
  
The reduction in quality may disappoint her and along with ñno saleò there may be 
damage to the vendorôs or makerôs reputation. Then again, research may have 
shown that there is a market for simpler and less cluttered products. One has done 
the same thing with a different motive! But by responding to market needs one is 
assured of not losing sales or tarnishing oneôs image. In addition, part of the benefits 
can be passed on to the customer in the form of lower prices. 
 
It may be necessary at a certain point to remind the workshop teams of the objective 
of the exercise: find ways for the bead-workers to create more wealth. And along 
comes another strong temptation: to simply increase the price. Awareness of the 
supply-demand-price mechanism, however, quickly makes them realise that higher 
prices could lead to a reduction in sales and indeed reduce value-added ï unless of 
course market research has shown that the items were under-priced to begin with. 
   
These participant responses to the exercise are the exceptions. Most reflect a strong 
appreciation of the need to be demand-led and take the interest of the customer into 
account. As well as suggestions for expanding the bead-workersô market, there are 
ideas for broadening the product range, increasing quality and promoting the 
product. The teams look at conditions for external focus and growth. The ñwhat must 
be doneò is distilled into three categories: sell the most you can, get the best possible 
selling price, and keep outside costs to a minimum.  
  
In all the times we have run this exercise, weôve never come up with more than those 
three. The ñwhyò is clearly about service and satisfying demand, and many ñhowôsò 
are suggested, including advertising.  

 

 
We end up by creating a ñline of sightò template that can be understood at any level 
of employment and operations (Figure 5). 
 
The ñwhyò stands on its own and ultimately is not negotiable. Anything that is done 
that cannot be traced back to the customerôs needs is questionable. The 
transformation litmus test is applied to the template. The ñwhat must be achievedò 
are the three I discussed earlier, each one now attached to a myriad ñhowôsò. For 
example ñselling moreò may need publicity, and this in turn can be achieved in a 
number of ways, such as an extensive advertising campaign. Indeed an entire 
industry has been established in this regard. 
  

Figure 5 
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I have found this exercise a very useful way of enabling staff to identify line of sight 
from every task and function through to service to the customer. Itôs also good for 
examining systems, process and structure in terms of staff fit as well as efficiency. 
Given an opportunity to work with this template, a wealth of suggestions can be 
gathered from employees on how to increase wealth creation in their area. 
The clearest effect of the template is in the definition of goals: sell the most, get the 
best price, and reduce outside costs. 
  
The concept of the value chain has been around for decades. The one question that 
has never been fully answered is: value for whom? There clearly will be a significant 
impact in all areas of a company if it says ñvalue for the customerò as opposed to 
ñvalue for the shareholderò. In Business at the Speed of Thought Bill Gates takes a 
giant step further: he questions the relevance of the value chain and says it has been 
replaced by the value network: instead of there being one solid chain from suppliers 
to customers, each activity in the process is a contact point for the customer. Gates 
uses the example of motor assembly, where a vehicle on the line can be customised 
at the buyerôs demand while still in the process of being assembled. 
 
In discussing the template in our workshops we are always impressed by the 
dynamic of a collective such as a company. Itôs an entire world of features, activities, 
events and thoughts ï all potentially aimed at serving a fellow human being. I find it 
sad when people ascribe its existence to something as mean and mundane as 
making money. To me itôs like the human bodyéjust as simple, just as complex, just 
as magnificent and just as mysterious. 
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CHAPTER 8 
Wealth distribution and the Contribution Account© 

 

 

In a world strongly focused on what it can get rather than what it can give, itôs not 
surprising that wealth distribution takes precedence over wealth creation. But this is 
totally illogical. You cannot share what has not been created. The more you create 
the more you have to share. The less you create the less there is to share. It has 
been the great failing in the self-interest and profit motive that it has diverted 
attention away from this essence. The ñwhatôs-in-it-for-meò mentality sees material 
reward as the end and everything else as a means to that end. Reward should be 
the supporting act of contribution instead of the other way around. Reward or wealth 
distribution plays a vital role in ensuring enhanced and continuing contribution or 
wealth creation. 
 
We have seen that wealth creation needs the basic resources of time, effort, mind 
and money, and their application causes value to be added to resources that have in 
turn been obtained from others. They correspond to the three economic ñestatesò of 
a nation ï labour, capital and state ï and are the main measurable components of 
Gross Domestic Product. These estates are contributors to wealth creation and 
therefore should be recipients in wealth distribution; bearing in mind that value-
added measures contribution and reward as one. The popular accounting terms for 
the three parties are: employees, shareholders (or owners), and government as 
representing the state. 
  
The employee share is based on what people receive in the form of pay, bonuses, 
fringe benefits and training. Shareholders get profits and the government gets tax 
from both the company and employees. The simple values-driven principles of 
creating wealth and then sharing it with those who contributed, underpin the format 
in accounting called the Contribution Account©. 
 
The value-added statement and its sister protocol, the Cash value-added statement 
are well known to informed accountants. Apart from some significant adjustments to 
both, the Contribution Account© shifts the lens from a dead set of numbers to a 
relationship and behaviour perspective. This may seem pure semantics but that shift 
creates a profoundly different way of understanding and assessing the numbers. 
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Figure 6 shows how simple the Contribution Account©, expressed here as the 
national average.  My contention is that the principle ï or formula if you wish ï can 
be applied to any level of economic activity including team level if itôs designed with 
appropriate transfer costs, which means one has to proportionately allocate costs 
that are centralised at group level. The VAS has become one of four final accounts 
that can be found in many company annual reports. 
  
The other three accounts include the income statement, which reflects the profit 
performance of a company over a given period. This is aimed primarily at 
shareholders and the equity investment community, and is a statutory account 
required by the tax man and by banking institutions. In annual reports, the income 
statement would reflect profit performance over a year, but most countries have at 
least two more requirements: an interim (six-monthly) publication, and a preliminary 
year-end report shortly after the close of the companyôs year-end.  
  
This is to be followed up by the annual report proper, with explanatory notes and 
now we have the sustainability report being added to the fuller reports. In the United 

Contribution Account S.A . Inc . 

Figure 6 



44 
 

© Johannesburg 2014: All rights reserved by the author. 

States, the trend is towards more frequent publication, for example quarterly. This is 
another sign of the obsession with performance reporting, which ignores the need to 
consider longer-term wealth creation or sustainability. Interestingly, South African 
goldmines have been reporting quarterly for many years; in part this is a reflection of 
the ñwasting assetò nature of any mine and the volatility of its performance owing to 
factors largely beyond its control. 
 
Next we have the balance sheet, which reflects the state of the company in terms of 
what it owes and what it owns. Next to the Contribution Account©, I believe, it can be 
significant in broader disclosure, particularly in employee reporting. It is crying out for 
simplification, shrouded in esotericism, intelligible only to the informed, and shown 
only in the annual report and occasionally in the sustainability report. Changes in the 
balance sheet are the ultimate indicators of company strength. Its significance to 
staff will be dealt with later in discussing employee reporting. 
 
Finally and also statutory, there is the cash flow statement. It says what it means: 
cash flowing in and out of the company. Cash flow ï or lack of ï is a common ñkillerò 
in most company failures, especially small companies. But it has limited uses as an 
indicator of sustainable health: cash flow can change within months, if not weeks, 
and itôs quite possible for a company to report healthy cash flow in its annual report, 
and then ñdieò for lack of it within days of publication, or even before it. 
  
The Contribution Account© is primarily a reflection of relationships and behaviour, 
although this was not its original purpose. The value-added statement itself, upon 
which the Contribution Account© is based, was originally proposed by the British 
accounting profession in their Corporate Report of 1975, it was conceived in the 
midst of labour unrest and appears to have been designed partly in response to 
union pressure for fuller disclosure. It became a requirement for British public 
companies and in turn a requirement for companies quoted on the London Stock 
Exchange.  
  
The Contribution Account© succeeds where other modern attempts fail, in shifting 
companies away from short-term cost accounting to an emphasis on longer-term 
growth. Those other attempts are for the most part just a smokescreen for 
entrenching, rather than moving away from, the short-term cost and profit-driven 
goals. They ultimately lack authenticity. The power of the Contribution Account© lies 
in its ability to encourage a change in behaviour and whatôs in the heart. It forges a 
common purpose and common fate. It enhances understanding and contributory and 
flexible behaviour.  
 
Used as the final scoring system, a Contribution Account© makes a direct, 
understandable and generally acceptable link between operational measurements 
and the companyôs fate. ñIt is the golden thread that binds us together,ò says Factory 
Management at African Explosives Limited. Standard shareholder accounts can be 
easily figured out from the Contribution Account© and explained to the general 
workforce ï even to illiterates!  
 
This link not only extends to accounting formats such as the income statement, but 
also formulae such as EBIT, RONA, ROTA, EVA, MVA, TVA, etc. It embraces all 
operational tools such as 20 Keys, World Class Manufacturing, Theory of 
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Constraints, and accounting tools such as the Balanced Scorecard, the Triple 
Bottom Line, Employee Reporting, Social Reporting, Sustainability Reporting and 
others. Finally, the companyôs strategy can easily be translated into sub-scores of 
the Contribution Account© that become operational standards and the focal point of 
operational meetings. All of the above will be discussed in greater detail later. 
  
The current value-added statement format does have its blemishes and has tended 
to be relegated to Cinderella status. The most important difficulty is that in most 
countries the VAS is not statutory and is unaudited. This obviously erodes the basis 
of any accounting format in respect of discipline, consistency and credibility. In spite 
of being recognised as one of the final accounts by the many companies that have 
used it since the 70s, it nevertheless still tends to be seen as a ñnice to showò. The 
Contribution Account© has so far not gained much traction apart from our own 
clients. From a behaviour perspective, the VAS does significantly shift the focus from 
numbers to behaviour, but essentially it still has a narrow shareholder bias. 
  
Obviously, without these disciplines the VAS is easily manipulated at source. And 
even if it were subjected to scrutiny by auditors, it would remain open to 
interpretation by a wider audience than that of shareholders in a way that can affect, 
and has affected, its credibility. Unfortunately it has also lent itself to manipulation by 
certain company leaderships who see it as a way of forestalling employee unrest. 
Because it so often misrepresents the truth about wealth distribution ï that the 
share of wealth represents both contribution and reward -- some company 
managements in South Africa have actually abandoned it at the insistence of unions. 
The same danger clearly exists for the Contribution Account©. This is a case of 
throwing the baby out with the bathwater. A Contribution Account© if correctly 
interpreted can be the most empowering tool in employee communication and 
development.  
 
I believe that the Contribution Account© will become more important with the growing 
clamour for easily understood disclosure and pressure for other reporting formats 
such as Sustainability and Social Reporting. From a broader viewpoint the 
Contribution Account© actually reveals more than the standard income statement 
does, particularly when year-on-year comparisons are made. 
  
Outside costs (the second line of the Contribution Account©) is a major consideration 
in assessing company health: from the size of these costs in relation to sales, and 
changes in this proportion, one gets an immediate feel for where the company is 
heading. Similarly labourôs share of wealth created, and changes in this share, are of 
great importance in the assessment of a company. I know of some investment 
analysts that regularly use the VAS. In their view, despite being unaudited, it gives 
reliable information; most of its components would have had to be audited in arriving 
at an income statement. A statutory, logical and audited Contribution Account© would 
of course enhance improved investment analysis of companies no end. 
  
In South Africa, following the British VAS format is a habit that formed in the 1970s 
out of the need for companies listed in Britain to meet that countryôs accounting 
requirements. With its emphasis on wealth creation and equitable distribution, 
however, the VAS and particularly the Contribution Account© have become 
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increasingly pertinent to modern demands on a company and growing economies 
like South Africa. 
 
Income is broadly defined as all the money the company receives from its customers 
and other sources, for example interest earned. The difference between the terms 
sales, turnover, income and revenue is often not clearly understood and the terms 
are often loosely used in-house, so I suggest simply following the top line of the 
income statement. Indirect taxes such as VAT should be excluded from income as it 
is from all of the accounts. 
  
Outside costs or outside supplies are simply all the things you bought from others 
who are not part of the company ñfamilyò. Some people equate the figure with 
variable costs or raw materials, obviously taking their cue directly from the standard 
accounts, but there are many fixed costs that come from outside suppliers, such as 
electricity, telephones, stationery, etc. Not all things bought from outsiders should 
automatically be included in this category. Car purchases or leases intended as 
employee perks, for example, should be classified under the employee share. 
  
To repeat: value-added or wealth created is the difference between what one 
received in income and what one paid for supplies or services from ñoutsidersò. Itôs a 
measurement that clearly stands on its own. There is a danger at certain levels that it 
may be seen as synonymous with profit or even gross profit. Because of its 
importance to the company as a whole, there should be no misunderstanding around 
this figure. Expressions such as ñis this adding value?ò or ñwhat value did you add 
today?ò should become part of everyday language and operational discussions. 
Employees often refer to ñthe pieò in discussing influences on wealth creation; they 
are clearly comfortable with the idea that the bigger the pie, the more there is to 
share. This kind of familiarity, together with awareness of the need to enhance 
wealth creation, creates the climate for a spontaneous movement towards flexible 
pay and gain-sharing. 
  
The employee component ought to reflect everything that is spent on employees: 
salaries, wages, benefits, PAYE (taxation on the basis of ñpay as you earnò), training, 
etc. Pressure has been mounting to split the measurement up into categories of 
employees, and in particular to distinguish between the management and the 
general workforce. But in most cases I have found that such a split says very little 
because, regardless of differentiated pay, the largest slice of the pie goes to the 
workforce in any case. That there may be a place for a system based on the Gini 
Coefficient will be argued later.  
 
IMPORTANT NOTE: For years I argued for the retention of employee personal 
income taxes under the employee share. Much of my earlier work and the 
previous Contribution Account© are based on this assumption. I am now 
persuaded otherwise, especially at a time when there is a greater move to a 
relationship rather than an institutional understanding of a business. It also 
struck me that all earlier formats such as the value-added-statement and the 
cash VAS were still seeing the figures from a shareholder, rather than 
stakeholder perspective. From the latter point of view there is simply no logic 
in overstating the employee share and understating the government share.  
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In South Africa skills development qualifies for reimbursement by the state. In such 
cases, it would be logical to show a ñnetò training expenditure, which could upset the 
balance. The reimbursement could be offset either in higher income or lower outside 
costs or, better still, lower tax. 
  
Savings are made up of retained income and depreciation. This is one area where I 
later argue for a change to exclude depreciation. Profits are then calculated simply 
by adding retained income to the dividend paid. 
 
Taxation for the most part refers to company tax and employee tax. But it ought to 
include other payments to government such as local-government levies. I favour 
inclusion of expenditure on purely social investment programmes; reimbursements 
could be dealt with in the same manner as training subsidies. While VAT is clearly 
not an appropriate inclusion under this tax heading, the argument is less clear for 
other direct taxes such as customs, excise, import tariffs, etc. They should be 
reflected as an outside cost. Better yet, they could be shown as a reduction in 
income. Inevitably these taxes, like VAT, are recovered in selling prices. 
  
The earlier argument that PAYE should be taken out of the employee share and 
added to the tax category needs repeating here. I have moved away from the 
argument that in principle, company taxes are a reflection of the companyôs 
relationship with the government, and personal income tax reflects the relationship 
between the individual and the government. It may make theoretical sense, but it is 
certainly not logical.  
 
Those of us who feel oppressed by the tax burden dislike the idea of classifying 
government as a contributor to wealth creation. Itôs a point of view which in no way 
alters the principle that governmentôs primary function is to create the conditions for 
wealth creation. Governmentôs revenue from company tax is totally reliant on the 
size of value-added which in turn impacts on wages and profit. One could not 
conceivably classify government as an ñexpenseò except in the case of a ñuser-paysò 
fee that is entailed in a particular government or parastatal service.  
 
In the simplified example earlier I spoke of shareholders. They can also be called 
ñownersò. This heading covers the dividend only, and is the cash component of 
profits; the rest being ploughed back into the business. Unfortunately the issue is 
often muddied by other obscure considerations. I have had great difficulty in 
persuading some wholly-owned subsidiaries to treat ñhead officeò costs as an 
outside supply because these costs imply paying for a service or support function 
from another, albeit the owner. 
 
The shareholder issue is also apt to be complicated by different categories of 
shareholders, but this is rare. For example, holders of ñpreference sharesò receive a 
guaranteed return. They are not (in our view) fully aligned with common fate, which 
is a primary condition for inclusion as a beneficiary. Because preference dividends 
are mostly not a very significant part of the full shareholder return, they are best 
included in the shareholder component. In the absence of a definite convention the 
best policy is to follow the behavioural logic and stick with it. At the very least, 
explanatory notes can be used to clarify the approach where needed in specific 
forums. 



48 
 

© Johannesburg 2014: All rights reserved by the author. 

  
In the original British format the term ñproviders of capitalò was used instead of our 
ñshareholdersò. This included interest paid to banks and other institutions or bond-
holders. Where I have worked, I stripped out interest paid and included it as an 
outside cost. I argued strongly for this change in two articles published in the 
professional mouthpiece Accountancy SA in May 2001. Banks and other providers of 
guaranteed loans are not part of the ñfamily of contributorsò. Banks cannot be viewed 
as risk-takers; to the extent that they take any risk at all, the level of that risk is 
reflected in differentiated interest rates ï in premiums above or discounts below the 
benchmark (usually called the prime rate). As far as risk-taking is concerned, most 
banks are ranked higher than other creditors. No company would view interest paid 
as anything but a cost and a burden to a company. 
  
Treating interest paid as an outside cost follows the same logic as the treatment of 
interest earned. Even in the British format, this is shown as part of income in the top 
line (sometimes separately). If interest earned is part of the top three lines, then 
surely interest paid must be as well. Otherwise one would have to show interest 
earned as a negative under ñproviders of capitalò. A further argument for viewing 
interest paid as an outside cost is that lending institutions also add value in their own 
right. The largest part of the wealth created by a bank for example lies in the 
difference between interest earned and interest paid. If a company in debt makes 
interest part of its wealth distribution, then on a national level we are guilty of double 
accounting. 
 
By showing interest as an outside cost and a negative factor in wealth creation one 
can influence behaviour that affects working capital. Operational principles like ñjust 
in timeò, unnecessary stockpiling of materials and finished goods, OTIF (on time in 
full), debtor control and general cash flow considerations lose their significance if 
interest paid is viewed as part of wealth creation itself. After all, it could be argued, 
the more interest we as a company pay the bigger the pie! Amortisation falls in the 
same category as depreciation. 
 
The other change I would agitate for is to take depreciation out of savings and add it 
to outside costs. This argument may not be as clear-cut as the one on interest, but it 
follows the same logic. Depreciation basically means ñpaying offò a capital item that 
was bought from an outsider in the first place to be reflected on the balance sheet. It 
entails writing off a number from the balance sheet and transferring it to the income 
statement. Two other arguments for classifying depreciation as an outside cost are: 
(a) because depreciation in essence is the cost of wear and tear of equipment from 
an outside supplier, and (b) removing it from savings will be a fairer reflection of the 
way savings have strengthened the company. Obviously, removing depreciation 
from savings avoids confusing changes to wealth distribution as plant is written off. It 
would also facilitate sensible comparisons of wealth distributions of similar 
companies because it eliminates the need to consider age of plant, etc. 
  
Because depreciation does not affect cash flow, some companies take it out of the 
standard VAS and refer to the result as a ñcash value-added statementò. One 
exception to the depreciation rule is where companies, influenced by inflation 
accounting, include ñreplacement of equipment at future costò as part of the 
depreciation or savings component. This is not simply wear and tear and therefore is 
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arguably very different from normal depreciation. Indeed it is still taxable and 
therefore classified as part of retained income. It really is nothing more than a 
disciplined or compulsory component of retained income. 
  
I accept that not all of value-added reporting is as simple as I have portrayed. 
Financial institutions and investment companies for example have to deal with 
complex concepts such as imbedded value. There are a few others where the 
simplicity of the value-added approach may be challenged. A detailed answer to 
these exceptional items is beyond this work but a good general rule is to follow the 
same logic that is applied to the income statement. A further powerful guide is to 
follow the simple and unassailable logic of the Contribution Account© itself. 
  
Our research has revealed that where legislation does not prescribe the publication 
of a VAS, companies follow a variety of formats that appear logical to them. 
Unfortunately many have just stuck blindly to a conventional format. I have insisted 
on excluding interest paid from wealth distribution; only very recently have I resigned 
myself to the logic of moving employee tax to the government share and earlier 
accepted the inevitability of removing depreciation from savings and including it as 
an outside cost. BASF in Germany (in common I suspect with much of continental 
Europe) use a format where they do indeed classify interest, amortisation and 
depreciation as outside costs. This creates a purer and more accurate definition of 
value-added or wealth created. 
  
I am not an accountant but Iôve had close ties with the accounting profession in both 
my broadcasting and consulting careers and my arguments reflect years of fruitful 
discussion about translating the figures for less accountancy-literate groups, and 
employees. A set of accounts is nothing more than a presentation of figures in a 
certain way. The Contribution Account© is much more than a format. Itôs a reflection 
of a desired behavioural reality and creates a more suitable strategic and operational 
accounting process. 
  
A more recent compounding factor in company accounting are executive share 
schemes, where executives are allocated shares and cash pay-outs under what 
Warren Buffet has called complex ñfuzzy mathsò. At allocation they are assigned to 
the equity component of the balance sheet, diluting shareholding and eventually 
earnings per share.  Dividend payments to executives on the VAS or Contribution 
account© will no doubt be reflected under this category in that statement. But when 
executives are paid bonuses based on vaguely defined criteria of shareholder value 
or share prices, and set by ñChihuahuasò on Remuneration Committees, the 
accounting becomes far more complex.  
 
One simply cannot fiddle with changes on the balance sheet without these being 
reflected in the income statement and clearly the VAS or Contribution Account©, 

These allocations will have to be carefully considered and where they affect the 
income statement as a cost, the same logic has to be transferred to the VAS or 
Contribution Account©, Executive pay it will most likely have to be housed in the 
employee share and in time cause pressure for a distinction to be made between 
standard basic pay and executive remuneration.  
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For our part, it is clear that in many cases, shareholders are not fully aware, or even 
sensitive, to the cost of executive remuneration until thereôs some outcry in the 
media. Market capitalisation of most of the big corporations is so large that milking 
the equity account and marginally diluting share returns has little obvious impact, yet 
it can lead to multi-million rand pay-outs on an individual level. The ñconò of the 
process is that in order to reduce diluted earnings, executives are under extreme 
pressure to maximise profits, not only exacerbating the marginalisation process I 
spoke of earlier, but further aggravating income disparities.  
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CHAPTER 9 
Key issues of the Contribution account 

 
 
 

Figure 7

 
 
  
If you study the diagram in Figure 7 you will see that the Contribution Account© is a 
lot more than simply an accounting format or a set of figures. 
(Note: the diagram has NOT been adjusted for employee tax and still includes 
this under the employee share.) 
  
There is a clear and direct link between behaviour and outcome; cause and effect. I 
dare say there is no other format in accounting that does this so well. It confirms in 
detail the link between contribution and reward, or giving and receiving. Even at this 
ñheadlineò level, it gives all involved in the activity a clear qualitative line of sight. 
  
A question often raised in groups is who decides on who should get what in wealth 
distribution. This is of course largely beyond the control of any of the parties, 
including shareholders. Wealth distribution will depend on the type of industry or 
other activity: an industry that is highly mechanised or capital-intensive will look 
different from one that has very little plant and equipment, or is labour-intensive. In 
the capital-intensive case, the cut for the shareholders needs to be much larger, 
whereas in a labour-intensive organisation the employee share is often as high as 
70% or more; this is particularly true of retail companies, most of which own little in 
the way of fixed assets and lease the premises they use. In highly capital-intensive 
companies such as Sasol the employee share could be as low as 30% or 40%.  
 
Trying to draw direct comparisons among companies in similar industries is not 
always appropriate either, since there may be substantial differences in individual 
structures and requirements. If the employee share of wealth is larger in retail 
organisation A than in organisation B, it doesnôt necessarily mean that A is 
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overstaffed; it might own some shopping malls or buildings in which it is active, and 
in that case the share given to capital or shareholders would naturally be higher. The 
shifting of depreciation from distribution to outside supplies reduces the differences 
between capital-intensive companies owning new plant, and those that have already 
written off their plants. It makes distribution comparisons more relevant, but still not 
fully valid. 
  
An important argument for separating depreciation from distribution is that as plant is 
written off it is seldom replaced with new plant at a value equivalent to the initial 
investment. Well-maintained machinery can last for several decades and outlast its 
full straight line depreciation. This may mean that the employee share in the 
Contribution Account© increases, giving the false impression that employees have 
been paid more. It will shift attention to the value-added or the contribution 
measurement itself. If depreciation is treated as an outside cost, the contribution 
figure will increase as soon as plant is fully depreciated. This will make comparisons 
of value-added among companies in similar industries less than fair ï not that they 
were altogether appropriate to begin with. 
  
As mentioned earlier, the determination of the share of reward is not an arbitrary 
affair; it is governed first and foremost by the customerôs needs. Arguments against 
mechanisation and in favour of labour-intensiveness as a way to alleviate 
unemployment often fail to recognise this fundamental point. One cannot simply 
replicate Sasolôs production of fuel from coal by getting employees to chew lumps of 
coal and spit out refined petrol: the process requires highly sophisticated plant ï 
many square kilometres of it. On the other hand, retailers have yet to discover a way 
of ñprocessingò shoppers through their stores without there being any interaction with 
an assistant on the shop floor or at the checkout. While Internet home shopping is 
growing, epitomised by Amazon, fears that it will ultimately destroy the shopping 
malls are about as well founded as the historic view that the electronic media would 
destroy newspapers. (I can hear geeks protesting!) 
 
The balance between the requirements of labour and capital and even the make-up 
of those factors themselves are ultimately determined by what makes sense in 
serving the customer. Of course many would argue that, because of the keenness 
for ñprofit maximisationò, there is constant pressure to reduce the employee share 
and increase the shareholder share. This is true and again reflects the illogical 
obsession with distribution rather than creation. After all, it is better to have a 10% 
share of 1 000, than a 50% share of 100. 
  
If we look at the way wealth created is distributed among categories we may 
conclude that this too is not arbitrary. What is paid to employees will depend first on 
how many employees one needs ï the kind of skills and qualifications required ï and 
the market price for these skills and qualifications. I will argue later that this doesnôt 
necessarily exclude something more flexible than dogmatic adherence to market-
related pay. Suffice it for now to say one is not as much in control of the employee 
share as one would like to be.  
  
One is also clearly not fully in control of the government share, despite all the tax 
avoidance and evasion tricks tax consultants may pull. The tax is calculated on 
profits earned and is influenced by the amount of wealth created. Nor would it be 
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wise for government to set company taxes more or less at will. High corporate taxes 
tend to discourage wealth creation and reduce the total revenue from this source. I*n 
addition tax evasion/avoidance becomes rife with companies seeking shelter in tax 
havens. 
 
From the distribution point of view, profits (the wealth that remains after deduction of 
employee share and taxes) are probably the least controllable by those running or 
owning a company. The amount allocated to savings is normally subject to what 
makes sense in terms of the companyôs plans for the future, and the dividend must 
meet certain expectations over time. A company that is able to make exorbitant 
profits will soon face competition and pressure on its prices ï unless of course itôs 
somehow protected against competition. 
  
I have examined the VASôs of many companies over a number of years. The 
distribution ratios (figure 6 above) were based on initial research covering hundreds 
of companies and then the calculation of an average for South Africa as a whole. 
The analysis was broadly confirmed by comparison with the make-up of GDP as 
shown in the South African Reserve Bankôs quarterly bulletins, and with research 
done by other specialist labour consultancies and organisations. In updating the 
initial findings I found that, on average, distribution had not changed much. I have 
stuck to the original proportions because the message remains the same and I doubt 
if further detail can add anything significant. 
  
So the proportions, while relatively accurate, can never be absolute. The same 
proviso applies in country comparisons. Although I have found wealth distribution to 
be remarkably similar in some countries, there seems little to be gained from a 
country-to-country comparison. The make-up of each economy will account for 
differences in distribution and overrule any other possible conclusions such as 
inappropriate distribution. As I mentioned earlier, the Contribution Account© may add 
some legitimacy to such comparisons, but still not conclusively so.  
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CHAPTER 10 
Distribution and stakeholder engagement 

 
 
Validity of comparisons aside, there are some important messages in what we do 
know of wealth distribution. The first is the argument I proposed earlier: there is a 
limit to the extent that any stakeholder can dictate the share of wealth he/she/it 
desires or exercise control over it. One is seldom in control of what one gets; what 
one gives is a different matter. In terms of the Contribution Account©, one has more 
control of the wealth one creates than of the way wealth is distributed. This form of 
accounting highlights the futility of a conventional focus on wealth distribution rather 
than on wealth creation ï an attitude encouraged by short-term profitability motives 
and of course the self-interest motive itself, which assesses every action in terms of 
whatôs-in-it-for-me.  
  
The second fact about average wealth distribution is that employees by and large 
are the biggest single beneficiaries of wealth creation. If one views savings 
differently, and considers only the cash dividend, then shareholders, or owners, 
would seem to be the smallest immediate beneficiaries of wealth distribution. I have 
found this to be the case in virtually all the Contribution Accounts that I have 
examined in client organisations. 
  
When I confront managements with this detail, I am often surprised at how few of 
them are aware of it; such is the extent to which the Contribution Account© is ignored 
as an operational tool. Invariably they respond: ñYes! Go and tell them! They get the 
biggest share and they still always agitate for more!ò This goes to show just how 
deeply rooted is the idea of labour commoditisation, and the assumption that labourôs 
interests are directly at odds with those of capital. It also shows the extent to which 
the standard VAS has been abused: instead of being a part of on-going 
communication and information-sharing, it tends to be pulled out of the hat when the 
company management wishes to make the point that labour already gets the biggest 
cut. Such misuse of information destroys the messenger and ultimately the message 
itself.  
  
This was one of my reasons for moving away from the value-added statement 
format. The Contribution Account© is admittedly not a major reformatting of the VAS. 
Rather, it simply changes the lens to a relationship understanding of wealth creation 
and wealth distribution. No doubt some people look upon wealth distribution simply 
as a reflection of ñbenefitò. But my argument is based on the idea that if an 
undertaking is driven by the market forces of supply, demand and price, value-added 
reflects both reward and contribution. To see the distribution components only as 
benefit or reward is unhelpful and mischievous. If the total value-added or wealth 
created is a reflection of both contribution and reward, then surely the slices of it 
must represent both as well.  
 
There is no logical reason to conclude that if wealth created is a measurement of 
contribution, its components can be seen as representing reward alone. The 
components need to be seen also as reflecting relative or proportionate contribution. 
Given the average breakdown of distribution as 45% to employees, 25% to the state, 
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16% for company savings and 14% as shareholder cash or dividend, one may argue 
that these elements represent not only proportionate reward but also relative 
contribution. And in a purely mathematical sense employees are the biggest 
contributors, and shareholders the smallest. Shareholders become the second 
biggest contributors if savings are added to the dividend to make after-tax profits. But 
they are still on average behind labour. 
 
An important caveat is that while statistics may portray an objective state, 
interpretation is always subjective. This can be unpacked right down to its essence: 
the difference between value and price. The latter is objective; the former subjective. 
The latter is purely quantitative; the former qualitative. Any interpretation of wealth 
distribution relative to contribution will experience the same conundrum. One then 
simply has to apply the critical pillars of optimum wealth distribution:  

¶ meeting the legitimate expectations of all of the stakeholders and  

¶ encouraging continued contribution.  
 
The best non accusatory way of approaching imbalances is from a price perspective 
either at individual or collective level. It does not serve the cause of sound 
stakeholder engagement to engage on what people are getting or taking, as 
opposed to what they are giving or contributing. As always, it is far easier to find 
common ground in contribution than in reward. The fundamental underpinning and 
essential ingredient of stakeholder engagement must be empathy and not self-gain. 
  
Armed with the objective interpretation, I do indeed ñgo and tell labour that they get 
the biggest cutò. When there are howls of derision, I offer the contribution 
interpretation, and that leads to a chorus of: ñYes! Go and tell them (the 
management)!ò The divide is sadly obvious. I then go on to examine the very 
powerful philosophical assumption about the dominance of ownership over labour. 
And I often stun groups into silence by asking: "Who should control companies, or 
any collective for that matter: the biggest contributor or the smallest? Our instinct 
tells us that it should be the biggest. Why then do shareholders govern companies 
and not the employees?ò  
  
Mostly the reaction is: ñBecause weôre not allowed toò or ñWe donôt have and arenôt 
given the skills to run companiesò. A more honest response would be: ñBecause we 
donôt behave like contributors but like takers, and therefore have no right to govern.ò 
Once when I suggested that, a very shrewd veteran trade unionist at a goldmine 
responded: ñThat may be true. But we behave like takers because weôre treated like 
takers!ò Which is perhaps closest to the truth. 
  
To revisit a point I made earlieréitôs as if there is an orchestrated conspiracy to 
relegate labour to the status of a wage slave. And it seems to me that labour is its 
own worst enemy here. Those who focus mostly on what they can get out of a 
situation rather than what they can give, immediately reduce their status to that of a 
victim. 
  
The above arguments are based on assumptions that even the most broad-minded 
and compassionate of corporate executives may baulk at; in our experience thereôs 
particular resistance to the idea that employees are bigger contributors to a 
companyôs fortunes than shareholders are. The notion of governance by 
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shareholders is deeply entrenched also in law; itôs seen as unarguable. But in our 
view it ignores the figures and accounting evidence, and makes about as much 
sense as the fact that Eminem earns a million times more than a teacher does, yet 
contributes almost nothing to the enrichment of childrenôs lives. As I see it, the 
monetary success of a rap artist is a reflection of how perfectly the market reflects 
our imperfections.  
  
Figures and accounting evidence apart, thereôs a sense in which employees do have 
more governance of a company than shareholders do. Executives, including the 
CEO, are as a rule classified as employees and itôs only because they are in charge 
of the day-to-day running of a company that governance rests with them. On the 
other hand employees take the view that executives govern on behalf of 
shareholders and therefore the interests of the owners are paramount in any 
company. Our own sense, however, is that more often than not, executives govern 
on behalf of themselves, effectively introducing another ñestateò in wealth 
distribution. 
  
The fact is that good companies arenôt governed by shareholders, executives or 
employees, but by the customer. The sooner every money-hungry megalomaniac in 
any position in a company realises that, the sooner the debate around governance 
and equitable wealth distribution will be relegated to its proper place as secondary to 
contribution, service and consequential wealth creation. 
 
If wealth distribution is not arbitrary, is there an equitable norm for distribution? There 
is, if companies can resist the temptation to behave like adolescents under peer 
pressure. Thereôs little to be gained from trying to compare the Contribution 
Account© of one company with that of another. The true value of the Account is to be 
found in its comparisons with that of previous periods. Because the Contribution 
Account© so accurately reflects behaviour, the key to optimal distribution lies in the 
conditions mentioned earlier and deserves repeating: 

¶ meeting the legitimate expectations of all of the stakeholders, and  

¶ ensuring continued and enhanced contribution. 
 

Clearly the two elements are mutually supportive and each is indispensable to the 
other. Itôs also clear that the conditions I apply at individual level for inner peace and 
contentment, apply equally to the success and health of a collective or a company. A 
company that has low expectations and high aspirations is arguably healthier and 
more flexible than one where expectations are high and aspirations low. Equally 
important are the perceptions of reality that each stakeholder group has.  
 
The best example we have in South Africa was the destructive and extensive 
platinum mine strike, which ultimately culminated in the Marikana disaster where 34 
strikers were killed in a police shootout. Some R20-billion had been lost in mine 
revenue, workers losing some R7-billion of that.   
 
The gold mining industry in SA has been facing the biggest crisis since its 120 year 
inception. According to the Chamber of Mines, in the past decade one in three jobs 
has been lost with employment falling from 180 000 jobs in 2004 to around 119 000 
jobs in 2014. Mining experts predict that mechanization is seemingly the only future 
for local gold mining, and there are likely to be fewer jobs and less restrictions on 
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existing ones. A 120 year old industry is at stake because of the perceptions of 
reality that each stakeholder has! 
 
Hereôs where it matters to have effective communication both internal and external. 
Communication is about much more than public relations or spin; itôs about raising 
awareness of the reality: encouraging aspirations while containing expectations. 
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CHAPTER 11 
Strategy, Operations and Contribution Accounting 

  
 
Strategic planning must be one of the most written-about subjects in organisational 
theory. Itôs also the one best calculated to excite company leaders ï an executive 
eagerly packs her/his bags to go off to some exotic venue and spend ten or so days 
designing goals, action plans and outcomes in great detail, down to the role of the 
smallest operating unit, based on complex what-if scenarios. I suspect many of these 
people see themselves as war heroes in the mould of Alexander the Great. Indeed 
the very word "strategic" has military connotations. It is amusing to see the number 
of company chiefs who see their undertakings as an army, the business environment 
as a battlefield and the employees as the troops. Is all of it a myth? Collins and 
Porras in Built to Last seem to think so: ñVisionary companies make some of their 
best moves by experimentation, trial and error, opportunism, and ï quite literally ï 
accident.ò 
  
The strength of strategic planning also contains its weakness. The urge to design the 
future, to remove uncertainty, is a natural one. But there is a tendency to sacrifice 
flexibility in the name of goals, action plans and prescribed outcomes. Conversely, 
what should be inflexible often becomes flexible, such as having a common purpose, 
a core ideology and core values. ñA visionary company almost religiously preserves 
its core ideology ï changing it seldom, if ever,ò say Collins and Porras. ñCore values 
in a visionary company form a rock-solid foundation and do not drift with the trends 
and fashions of the day.ò 
  
With this caveat, I am going to assume that strategic planning is more than a game 
for the top brass, although perhaps not very much more! The conventional wisdom of 
the 1990s, ñshort-term profitability for longer-term wealth creationò, gives one a big 
enough canvas. For me the definition of wealth creation is the broader one of value-
added, and not the narrow ñshareholder valueò which was probably implied in the 
original premise.  
  
If Collins and Porras are correct, then the focus in a strategic plan should be much 
more on consistency of behaviour than on outcomes and measurement. Much of the 
process of strategic planning is questionable because of its heavy emphasis on 
ñwhatò and ñhowò rather than on ñwhyò. Purpose and core ideology should be the 
foundation of any strategy, which means that a strategic plan should first of all re-
examine mission and values. Many in fact do start out that way. But then the focus 
becomes blurred as attention is drawn to profit maximisation and away from the 
need to be market-driven and customer-oriented. One has seen this happen even 
with well-intentioned programmes such as the Balanced Scorecard and, when it 
does, an opportunity is lost ï a chance to forge common purpose and common fate.  
 
Here again I believe that the fault lies mostly with the final form of accounting, which 
is the income statement. By its very nature the income statement cannot capture 
behaviour and is aloof to any purpose other than profit maximisation. Reliance on the 
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income statement as the acid test tends to push the strategic planners towards 
short-term goals. 
  
It gets worse when the chosen tool is the ñreverse income statementò. In this 
process, one begins by defining a desired level of profit or earnings. The gaps, such 
as resources needed and their costs, are then filled in to give an indication of sales 
and income needed. The strategic plan, including the design of a mission, vision and 
values, is then moulded around that. The fallacy of such an approach must be clear 
even to a novice. It ignores a simple lesson which most of us learn very early in life: 
We make plans but life has other plans for us. Life is what happens when we are 
making other plans. Or better still: the only time God laughs is when he sees our 
plans. To cast a strategy in the concrete of outcomes is clearly foolish and puts 
reliance on things totally out of our control. It makes about as much business sense 
as it does at a personal level. 
  
The revival of the concept of sustainability will no doubt have a marked influence on 
strategic planning. If it works, the shift will be away from short-term profitability to 
longer-term wealth creation. My mild scepticism relates to the underlying purpose of 
sustainability and the means of reflecting this. So far, the disciples of sustainability 
have done little more than generate more paper and measurements. Without a shift 
in the underlying purpose and ideological core, todayôs efforts at good governance 
and sustainability are treating symptoms and not causes. One can only hope that the 
focus on these symptoms will eventually point out the causes as well, in addition to 
raising questions about the validity of the income statement and ñshareholder valueò 
as key drivers. 
 
Figure 8 
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A sustainable strategy requires appropriate behaviour. Those qualities of contribution 
that unleash individual potential have to be promoted in the collective. Today more 
than ever a sustainable company will need the attributes of values-driven common 
purpose and common fate. The Contribution Account© then becomes by far the 
superior measurement of performance and the template for a sound, sustainable 
strategy. 
 
The five elements of maximum wealth creation and optimal wealth distribution create 
the conditions for perpetual and exponential growth (Figure 8).  
 
Remember, maximum wealth creation means being led by the market to sell the 
most you can, get the best price and keep outside costs to a minimum. Optimal 
wealth distribution is about meeting legitimate expectations and ensuring continued 
contribution. Optimal wealth distribution creates the capacity for service and makes it 
possible to continuously create wealth in a sustainable way. 

  
The depth of the approach becomes clear in unpacking each strategic area into what 
I call sub-scores (Figure 9). These may also be informed by the scorecards or 
dashboards designed for use in the Balanced Scorecard. The sub-scores are 
obviously company- and site-specific. Figure 9 shows a few examples such as OTIF 
(on time in full), quality measurements, customer complaints, production volumes, 
TVA (throughput value-added), etc., in creating wealth. Distributing wealth could 
include training, leadership diagnostics, operational value-added, etc. 
  
There are two categories of sub-scores. There are those that reveal more of the 
summarised Contribution Account© and which are mostly to be found at company 
level, and I have called them the Extended Contribution Account©. Those at 
operational and team level reflect internal activities and efficiencies, and are shown 

Figure 9 
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in the Component Contribution Account©. Their use will become clear when I deal 
with the Contribution Account© as an operational framework.   
  
Most of the strengths of the Contribution Account© that I have outlined earlier apply 
equally to the account as a strategic template. They were: 

¶ Forging a common-fate focus on service excellence. 

¶ A method of sensibly linking the smallest operational activity to the overall 
performance of the company in a way that everyone can understand. 

¶ Coherence in all measurements, translating into strategic objectives and the 
companyôs mission and vision. 

¶ A practical way of holding people to measurable outcomes that make sense. 

¶ Enrichment of operational meetings. 

¶ An easily-understood convention for employee reporting and information-
sharing. 

¶ Forming the base for a flexible pay system such as gain- or fortune-sharing. 
 
As I mentioned earlier, having a common-purpose, market-driven understanding of a 
company fundamentally affects its strategic approach. There must be absolute clarity 
about the mission, and people must identify with it at all levels. 
 

 
Figure 10 is a summary of how one develops a strategy from Common Purpose; 
Common Fate. Because of the simplicity of the concept and the Contribution 
Account© it is possible to involve a large number of staff at all levels. The final design 
of the plan will have to rest with a senior group. For the most part the process does 
follow standard strategic-planning conventions. You will note, however, that I have 
portrayed vision as the final outcome of the process, rather than putting it up front. I 
believe this makes more sense because vision tends to reflect a destination, which 
has to be based on some realistic assumptions to be valid. This reality will become 
clear at the end of the strategic plan, rather than at the beginning.  
  
From the assertion in Collins and Porras that visionary companies seldom engage in 
detailed strategic planning, it follows that those that do find it necessary have 

Figure 10 
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probably reached the point of inertia, mediocrity and decay. A company with a clear 
vision and ideological core will seldom need a fresh and detailed strategic plan. At 
most it will apply such a template to new projects or ventures. The shift away from 
being profit-driven to being market-driven and the adoption of Contribution 
Accounting© as the driving measurement may require use of the template, even if it is 
merely to restate its components from a different perspective.  
 
I have found it useful, before defining the mission, to condense the passionate 
beliefs of leadership into a superordinate goal. I begin by identifying five points at 
individual level and then at group level. The five points are discussed and 
participants arrive at a single overarching concept. If thereôs more than one, they are 
prioritised repeatedly until they can be distilled into one. Sometimes one can boil it 
down to a word: ñinnovationò; ñinventò, ñqualityò, ñserveò, etc., but it could also be a 
phrase such as ñquest for zero defectò; ñintolerant of mediocrityò; ñdetermined to add 
value to othersò; ñdriven by othersô needsò, ñwe know the value of valuesò, 
ñtranscending transactionò. 
 
In many cases the result may appear to be a cliché, or a statement associated with 
another company. As long as the result represents a concept about which all are or 
can be passionate, itôs easily reworded. It needn't detail the product or service 
offered. The result of this exercise is moulded into a slogan that represents the 
superordinate goal of the company, which in turn will inform a succinct mission 
statement. I have found it useful to invite suggestions from the general staff and 
there are usually enough repetitions or similarities to make the conclusion obvious. 
General and sectorial scenarios from external experts can usefully augment the 
process and bring us to the next step: market identification.  
  
Each suggestion for creating more wealth is tested against its impact on the 
Contribution Account© and critical components such as those of wealth distribution, 
capital expenditure, outside costs, etc. A final prospective Contribution Account© can 
then be used to inform the standard actions of a strategic plan such as the SWOT 
(strengths, weaknesses, opportunities and threats) analysis; the BHAG design (big, 
hairy and aggressive goals); action plans and deliverables. From this a realistic 
vision can be extracted. The important advantage of strategic planning based on 
Contribution Accounting© is that it can draw all in the collective into common 
purpose and common fate. It does so without compromising the norms of sound 
planning and business sense. More importantly, it does so while encouraging values-
driven behaviour and transcendent transaction. And it is based on thoroughly 
unpacking of the appropriate relationship between parties. 
  
Operational and process improvement is another subject in organisational theory 
that has consumed lakes of ink and mountains of print cartridges. A new managerial 
science grew out of previously spontaneous and sporadic process and operational 
innovations, and its development can be traced back to just after World War II and 
the emergence of management guruôs. For decades thereafter and perhaps still 
largely today, the understanding of management has been based on the concept of 
ñmanaging resourcesò within a given environment such as team, division or 
company. These resources include the human resource. 
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There are so many techniques and practices, a large number of them branded and 
franchised, that to delve into even a few would be beyond the scope of this book. 
They include Total Quality Management (TQM), Six Sigma, Seven S, Continuous 
Process Improvement, Theory of Constraints, Self-directed Work Teams, 20 Keys, 
Integrated Management Systems, Work Structure, the Balanced Scorecard and 
hundreds more. On top of that, some of the worldôs biggest company turnaround 
brand-names such as McKinsey; SAPS; KPMG and BAIN, have become embroiled 
in corporate malfeasance including corruption in big South African SOEôs. The most 
charitable thing one can say about them is that they undoubtedly work ï for a while.  
 
The array of branded approaches encourages the consulting industry to claim a 
uniqueness of insight that surpasses others. This is the fallacy. No structured 
process will last beyond a few years if there arenôt many more critical elements in 
place. And almost any process will work if those elements are in place: empathy, 
common purpose and common fate. The danger of structured processes and 
approaches is the same as that which has bedevilled the entire field of macro-
economics. It is the view that the human spirit can be shaped by systems; that 
structure, systems, processes and policies determine our behaviour. Too often I 
have witnessed the tragic consequences in companies that subject themselves to 
one or other outside-driven re-engineering intervention where the structure is 
transformed and people are expected to fit in with it. The much wiser approach, and 
one with lasting effects, is to change the hearts and minds of people and then force 
the structure and processes to fit in with that. 
  
Most of the operational-excellence ñfranchised packagesò that waft across the 
oceans to find fertile soil in countries where their track record is less known, are 
based on a promise of weight loss without dieting. The package often becomes an 
end in itself and not a means to an end. Even if the end is implied itôs seldom clearly 
defined as an overall common purpose, let alone a serving purpose. Also, the links 
between the routine requirements of the process and serving the common purpose 
are lost. Often there is much hoopla and hype around these processes ï 
competitions to find ñthe best team to achieve Key 19ò, and so on. For months 
nothing else is talked about, until someone becomes bored with the ñstuffò and starts 
to wonder if the emperor is actually wearing any clothes. Weôre suckers for fads and 
itôs relatively easy to instil new flavours of the month into a collective. But until the 
meaning behind the form is fully revealed, understood and championed, the form will 
decay and die. Without meaning no form is sustainable. 
 
Iôm acutely aware that the Contribution Accounting Methodology© or CAM©, is itself 
such a package or turnaround tool-kit. Apart from the fundamental difference in 
approach, the tool kit itself is so designed as to be completely transferable and can 
be wholly self-driven. In hindsight and with the fraying of fanaticism, organisational 
theory has come to appreciate that ñwhatò and ñhowò are always incidental to ñwhyò. 
Indeed, any process will work if it is there to support common purpose and common 
fate. Contribution Accounting© is compatible with any of these templates. If a piece 
doesn't fit, it can easily be made to. The real power behind Contribution Accounting© 
is the alignment of relationships, expectations, aspirations, understanding and 
commitment to a serving common purpose and common fate. This will impact in a 
chain from individual behaviour to country behaviour. 
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Clearly, behaviour change implies different activities at different levels. Itôs important 
for behaviour to change at an individual level independently of any coercion, 
manipulation or social engineering. The point of my non-systemic approach is that 
real and lasting change comes from inner individual conviction and not from external 
forces. This is not as difficult as it may appear. Our experience in the use of various 
tools at many levels has shown that such a change is indeed possible. Realignment 
at even one or two levels already has a marked effect. In all of our workshops I have 
found a natural inclination on the part of the individual to subscribe to contributory 
behaviour; most people spontaneously buy into the concept that service excellence 
is synonymous with excellence in the self. It is useful to apply four questions to the 
different levels in a collective: 

¶ attitudinal changes needed? 

¶ the process of achieving these changes? 

¶ what would be measured in Contribution Accounting©? 

¶ what tests would be applied to assess adherence? 
 
At a personal level, the first and obvious task is to change oneôs habits. Volumes of 
motivational material exist to help one achieve this. Our behaviour as employees will 
show little genuine change if there hasnôt been at least some change at a personal 
level. Yet our professional activities are easier to work with because the criteria are 
clearer cut. The behaviour shift leads to an understanding of meaning behind form, 
and of the link between the task and the companyôs overall objective in terms of 
service. Processes for achieving this are now more readily accepted by companies 
and would include service-excellence workshops and other customised company 
interventions. The Contribution Account© would reflect design of standards, 
adherence to standards and appropriate accountabilities. It also becomes possible to 
design tests for adherence to behaviour agreements (SLAs or Service Level 
Agreements), Customer Relationship Management (CRM), and Employee 
Relationship Management (ERM) standards.  
  
At team level, forging the link to company purpose is part of effecting behaviour 
change. Servant-leadership models that include appropriate accountabilities are an 
important ingredient. Processes of implementation could include workshops, team-
building exercises, coaching and servant-leadership training. From an organisational 
point of view the team is perhaps the most important link to overall Common 
Purpose; Common Fate© alignment. Of particular significance is the team meeting, 
where agendas can be set for reinforcing service concepts and contributory 
behaviour. The Contribution Account© can already come to life at this level. In some 
cases, with appropriate and consistent transfer pricing it may be possible to reflect a 
full Contribution Account© at a team level.  
 
At some of the sites I have worked at, there was a strong desire to create a full 
Contribution Account© for teams. I often cautioned against it. The requirement of 
valid and consistent transfer pricing in which central or company costs can be 
allocated to teams is a major obstacle and has frustrated many an attempt at clearer 
ñvalue-creationò measurements at team or sometimes even divisional level. Without 
it the measurements become meaningless. The difficulties in applying such 
measurements to support functions such as human resources departments and 
accounting functions are legion. Yet wherever possible such measurements should 
be explored. They become more appropriate when they are expressed in values 
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rather than in volumes. For example, a team producing a record number of widgets 
has added little value if they had to be sold at a loss. 
 
What is at least possible, relatively easy and desirable at team level is adherence to 
team goals. Team scores also form the heart of the Component Contribution 
Account© and acid tests include wealth created (if possible); CRM, ERM, efficiency 
measures, innovation measures, training and development and servant-leadership 
criteria. A shift of measurements from profit/loss and production volumes to value-
added and contribution measurements sets the foundation for an overall shift in 
company behaviour. If it doesn't happen here itôs unlikely to have an effect 
elsewhere.  
  
Desired company behaviour is contribution based on common purpose, common 
fate and common values. Establishing these principles would imply an alignment of 
strategy and structure. Further elements are adoption of a service excellence model 
such as the Service Gaps model as a strategic and operational template. Executive 
coaching and executive mentoring are key elements as well. The Contribution 
Account Contribution Account© should become the focus of all activities and the 
Extended Contribution Account© the guiding template for strategy and operations. 
The Extended Contribution Account© is a breakdown of the key categories of the 
Contribution Account© itself. For example, turnover can have sub-categories for 
geographic regions or other relevant sectors. 
  
The tests applicable at company level answer most of the concerns one may have 
about using the Contribution Account as the key driver. For example, typical 
shareholder measurements such as HEPS, EVA, RONA, the income statement and 
the balance sheet are all contingent on wealth creation. They become critical tests of 
sound wealth creation, but are no longer the exclusive purpose of the collective. 
Indeed they shouldnôt rank higher than, or undermine the importance of, other tests 
such as wealth creation itself, indices of customer satisfaction and employee 
satisfaction and market share. 
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A graphic illustration of the above linked to legitimate transaction may look 
something like Figure 11. 
  
When hearts change, minds invariably follow. When minds change, our behaviour 
and habits change. When this happens to a company it affects everything from 
mission to organisation and measurements. Consulting has always been about 
selling solutions, not packages. The beauty of changing behaviour is that it can be 
done piecemeal and in stages until a critical mass is achieved. There is no 
prescription in terms of where change should happen first; all that is needed is a 
commitment by the company itself to its overall intention.  
Changing the dialogue in companies will really entrench contributory behaviour and 
commitment to common purpose and common fate.  
 
ñôI get more because I give moreô is often heard in our warehouse.ò 
Lynette Anderson: CEO Sanderson Special Steel. 
 
ñChanged the politics in Dulux. Focused everyone in the business on the contribution 
they can make. A common focus across the business on behaviours which create 
wealth for all stakeholders was established.ò 
Charles Betts: Dulux. 
 
ñFollowing the introduction of a common purpose; common fate approach in the 
organization, this Business and Operational Overview has been structured on the 
basis of the five strategic pillars of maximum wealth creation and optimal wealth 
distribution.ò 
Israel Noko: CEO Npi Governance consulting. 
 
 

  

Figure 11 
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CHAPTER 12 
Common Purpose and Inspired Service 

 
 

ñService excellenceò must be one of the most overworked clich®s in business, 
closely associated with what I call smile courses. Our own orientation workshops 
have moved away from these approaches because they merely cover ñwhatò and 
ñhowò, and these are not sustainable if the ñwhyò is not addressed first. 
  
To excel means simply to exceed the expectations of the other involved in the 
transaction. This could involve a number of techniques and itôs useful to know them. 
But consistency is what is really needed if one is to earn a reputation for good 
service, and this is going to involve much more than techniques or skills. Todayôs 
excellence in the customerôs eyes becomes tomorrowôs norm. But nobody can be 
expected repeatedly to exceed expectations; no athlete can break records every 
time. The least that one should do, however, is to keep up the standard one has set.  
  
There is another sense in which the cards are stacked against excellence. As a rule, 
expectations in a competitive environment are high, so the room for error is 
restricted. Advertising by nature creates Samuel Johnsonôs ñlarge promiseò, a 
promise which in the customerôs experience is seldom fulfilled. In addition, research 
has shown that buyers generally donôt tolerate suppliers who fall short of 
expectations. But itôs rare for them to acknowledge that someone has exceeded their 
expectations. Perhaps this is because most people are by nature quick to complain 
but slow to acclaim. There is evidence suggesting that if a customerôs expectations 
have been met or exceeded, she/he on average will tell three others about it. But if 
the expectations are not met, 12 others will get to hear about it. If you add social 
media to that process today, the multiples must be hundreds. 
  
The problem cannot be addressed by any one technique or skill alone. We have to 
get our hearts in the right place. The ñwhy we serveò speaks to the heart. Ultimately, 
service excellence and excellence in the self are the same thing. The consequences 
of a gap between expectations and reality apply equally to a company and to an 
individual, and even at a national level. If expectations exceed reality you will have 
anxiety and discontent. If reality exceeds expectations you have peace and 
contentment. Insights such as these led to the development of the Service Gaps 
model by V A Zeithaml, A Parasuraman and L L Berry in the United States in 1990, 
and its further development into the Extended Service Gaps model. To this day we 
use it often in our work, and I have found almost no way to improve on the 
practicality of detail and the simplicity of its logic.  
  
Like all templates it can be taken to extremes and become little more than four walls 
covered in brown paper. I am including a short summary of the model in this work, 
although it is so widely known and applied that academic institutions and consultants 
use it as a basis for their work. Many instruments and extrapolating templates have 
been developed from the Gaps model for a variety of industries and undertakings, 
including small businesses. 
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The model requires a keen understanding of customer expectations. Surprisingly 
quite a few companies do not do this basic requirement thoroughly. This neglect 
accounts for many a failure in small business. Being market-driven means that the 
customerôs needs and wants are intimately known. The fact that you as a supplier 
have identified their needs (or think you have) is of little use unless the customer 
shares your view. I have found it helpful to arrange customer expectations under five 
broad and mostly self-explanatory headings: tangibles, empathy, assurance, 
responsiveness, and reliability.  
  
While the Gaps model is aimed at improving a companyôs relationship with its 
customers, I find it handy in getting individual employees to think about areas where 
they can make a difference internally as well as externally. The five categories are 
certainly helpful although they are not part of the Gaps model design. I suggest to 
employees that after every interaction, whether with an internal customer or an 
external customer, or for that matter in their personal lives, they should test the 
experience against the five categories. 
  
ñPretend that every single person you meet has a sign on his or her neck that says, 
Make Me Feel Important. Not only will you succeed in sales, you will succeed in life.ò 
ð Mary Kay Ash. 
  
Tangibles are things that people can feel or touch, like that chocolate on the pillow in 
a hotel room. They become more meaningful when they are unexpected and not 
routine. After attending one of our programmes, an IT technician developed the habit 
of not only ensuring that every computer he was asked to repair in the organisation 
was spotlessly clean but also of leaving a mint on the keyboard. This was totally 
unexpected. Someone in a call centre of an insurance company was asked for a 
copy of a policy document and on discovering that the person lived in an area she 
had to pass on her way home, she delivered the copy personally. I know of a 
pharmacist in a local community who sends her customers a ñget wellò card after 
they have come in for prescribed medication. Clearly no-one questioned these acts 
on a cost/benefit basis. 
  
Empathy is the one quality that cannot be rehearsed and depends very much on 
motive and deeper intent. From a supplier point of view itôs the foundation of all 
categories of service and is based on the principles of customer understanding. 
Customers on the other hand often experience ñempathetic behaviourò as overdone 
and rehearsed. There is a large computer retailing chain in South Africa that recruits 
IT students to man the shop floors and they obviously receive commissions based 
on purchases by customers they served. You can imagine how a customer must feel 
on entering the shop ï like prey being hunted. Ironically, it leaves little space for 
impulse purchases from relaxed browsing, which many interested in the latest 
software programmes and games like doing. Responsiveness in this case is 
destroyed by lack of empathy. 
  
The assurance category has to do with reputation in a broad sense, such as 
branding, customer perceptions and general image. Responsiveness speaks for 
itself but itôs one where the potential for showing true empathy and service is often 
missed. Your most troublesome customers are your best customers, as long as 
there is good reason for their agitation. They are your real inspiration for continuous 
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improvement. Few customers will take you to task for the occasional problem. The 
way you respond will determine their assessment of you. Service commitment is 
tested not in the routine but in the unexpected; as with Johnson & Johnson in the 
Tylenol case, the unexpected is the one area where all considerations other than the 
customerôs interest go by the board. South African suppliers are often amazed at 
how low the country ranks in terms of service. The feedback is stifled at source 
because South African consumers are rather placid and apathetic.  
 
ñYou should spend more time on customer complaints than you do on your 
financialsò.  
ð Bill Gates: ñBusiness at the Speed of Thoughtò. 
 
Reliability is closely linked to responsiveness, but perhaps with a greater emphasis 
on consistently getting it right first time.  
  
You will have noticed overlaps among the broad categories of customer 
expectations. Their power lies in identifying your customersô specific needs, and this 
very quickly gives you a feeling for what your mission and operational strategy 
should look like. For example, research in the airline industry ranked passengersô 
need for reliability far higher than assurance. Reliability would cover meeting arrival 
and departure schedules. Assurance obviously covers safety. You would think that 
safety is more important to a passenger than meeting schedules. It obviously is. But 
itôs also a given. For an airline repeatedly to emphasise its safety in its advertising 
may well prove counterproductive. Tangibles ranked the lowest in this research. Yet 
it is surprising how many airlines used to spend a lot of time and money on cutlery 
and crockery on their flights. Fare-cutting has tended to lessen this fixation. 
  
A while ago, some controversy had arisen in South Africa around emergency health 
care. There was a broken link in the chain between the providers of ambulances and 
helicopters, the medical insurance companies, and the hospitals and institutions. Itôs 
a fairly complex issue to do with the costs of health care and affordability by the 
average patient. What makes the situation bizarre is when a medical practitioner 
appears on TV in front of a framed copy of the Hippocratic Oath explaining that 
failure to despatch a helicopter as opposed to sending an ambulance by road was ña 
business decisionò. What it says is that the ñbusiness senseò of showing empathy in 
what is after all the most important customer requirement in health care, probably 
never featured in the grand strategy sessions of companies in the industry. 
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The Gaps model (Figure 12) is a simple way of showing the difference between 
expectations on the one hand and delivery or reality on the other. Gap 5 is an 
accumulation of four other gaps. 
 
Most of the causal gaps are self-explanatory and since this inclusion is intended as a 
mere introduction to the model I will refrain from a detailed explanation. What may be 
useful is to show the components of the gaps that have been developed in the 
Extended model. 
  
Gap 1 is normally to be found in market-research orientation, upward communication 
and levels of management. Gap 2 emanates from management commitment (or lack 
of it) to service quality, goal-setting, task standards and perceptions of feasibility. 
Gap 3 is organisationally based and is to be found in areas such as teamwork, 
employee job fit, technology job fit, perceived controls, supervisory control systems, 
role conflict and role ambiguity. Gap 4 relates to horizontal communication and the 
propensity to over-promise. 
  
The Extended Service Gaps model is clearly a very useful strategic tool for ensuring 
and improving service delivery. It is especially apt when people who have been 
converted to a service culture are looking for ways to ensure that the culture will be 
supported technically and systemically. For our part we exposed general staff to the 
model simply to guide them on what to look out for. I then asked them to respond to 
four or five customised points such as:  

¶ What we should do to develop and promote a service concept. 

¶ What we need to do to get closer to our customers. 

¶ What we need to do to enhance our image and meet these expectations. 

¶ Things that can impede or improve service delivery. 
 
In most cases I found that even in companies with a good service record, these 
exercises produced a wealth of new ideas and critical comments. Not surprisingly 
perhaps, the huge bundles of data very often fell off the hierarchical escalator, 
showing that Gaps 1 and 2, which place the onus on senior management, were the 
more difficult ones to close. The model doesnôt have to be the basis of a battle plan 
for ñinvading Spainò. I encourage feedback in all our work, including ñbusiness 
awarenessò programmes for barely-literate employees, and although the feedback 
can be easily related back to the model, even that is not essential. 
  
In one such programme we were getting feedback from a group of fitters for a tyre-
dealing chain. One participant suggested that tyre-fitters should be allowed to 
contact the car owner a day or so later to check whether she/he was happy with the 
service. A manager who had been observing the process nearly had a fit. ñYou know 
how much I already spend on useless phone calls!ò he shouted. 
  
In training at a call-centre group, participants told us that customers were being 
neglected because the employees were paid by number of calls rather than the 
content of calls. The management refused to accept this as valid feedback, pointing 
out that calls were recorded and randomly checked to ensure empathetic interaction. 
The fact that there was a gap between their perceptions and those of the people 
actually performing the task didnôt strike the management as particularly significant. 
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What also escaped their notice was that only a relatively small proportion of calls 
were checked for content but all calls qualified for payment in volume terms, so there 
was an automatic loading in favour of quantity rather than quality.  
  
I also discovered that the quality checks were done by senior people who very often 
had different interpretations of correctness. One cannot blame them: itôs difficult to 
listen to someone elseôs conversation and make a completely objective assessment 
about degrees of appropriateness. Last but not least, I discovered that the quality 
controllers paid nearly exclusive attention to what the operator was saying and very 
little to the response of the caller. Apart from skewing their judgement, this also 
caused them to ignore an important body of customer satisfaction data. All of these 
things were ultimately addressed. 
  
I firmly feel that the richest and most reliable source of customer information is in the 
organisation itself. Market research companies have their place but the gathering of 
really useful customer feedback is best done in the moment, by the people who are 
in the front line and dealing with the customer daily. I know there is an immense 
difficulty in ensuring honest feedback. It will only be possible if recognition of honesty 
exceeds recrimination for a mistake.  
  
The accuracy of outsourced customer surveys can also be questioned. For the most 
part they rely on questions designed by the client but then not controlled in terms of 
how they are put to the clientôs customers. The other shortcoming is that any 
interaction that is recalled more than a few days after the event is bound to be 
severely flawed and short of essential detail, especially the emotions that may have 
been present. And we all know how we tend to react when called by some market 
research interviewer: ñGet on with it! Supper is ready.ò 
  
Much of our modern interaction with companies is becoming remote. The Internet 
has already eroded personal service and human contact and of course electronic 
responses have become the norm in a large part of transactional interaction. Calling 
a large company in South Africa can be quite hilarious at times. The increasing 
encroachment of R2D2s on our lives is probably unavoidable. Its effects on 
humankind in terms of a constant acceleration of lifeôs treadmill have yet to be 
determined. The sadness of it is that every face-to-face human contact is an 
opportunity to transcend transaction to demonstrate genuine care and a desire to 
serve, and those opportunities are being lost. You simply canôt connect with people 
through electronic interaction, pre-recorded messages and rehearsed behaviour. 
The language of the heart does not brook intermediaries.  
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CHAPTER 13 
Leadership and service 

 
 

Itôs as if there were a huge plot to demean the role of the employee. Everybody and 
everything is part of it: employees themselves, the trade unions, the stockholders, 
the accounting conventions, and the economic philosophy and system. The 
conspiracy is about categorising labour as a cost, thus ensuring that employees by 
and large focus on what they can get and not what they can give. An employee is 
almost automatically defined in terms of ï and confined by ï whatôs-in-it-for-me. 
  
The plot succeeds time and again. Invariably during our workshops someone 
wonders aloud: ñWhy should I bother? Nobody else behaves in the way youôre 
suggesting I do.ò Our response is: ñArenôt you lucky. Youôve been given a secret 
formula that will set you above the rest. Go and try it!ò 
  
And for a while I have released my own version of Don Quixote, set him free to 
charge at corporate windmills. In some cases it lasts. Nothing is more satisfying than 
getting a call from a participant years later, saying that his or her life has been 
changed. And often enough I hear from supervisors who report that they have seen 
a permanent change in employee attitudes. That alone makes the effort worthwhile. 
  
The employee/resource/cost/drag phenomenon is related to the way I view the 
hierarchical people structure of an organisation. A former South African labour 
consultant, Ian Fuhr, used a role-play exercise that I adopted in our own workshops. 
I call on participants to come forward and stand in a line to represent the ñmain 
actorsò of a simplified a modern organisation.  

  
The representation (Figure 13) is based on the understanding that the ultimate 
purpose of a company is to serve the stockholders. We all recognise it as a ñself-
servingò structure, where each role player is bent on maximum reward in return for 
homage to the one above. The relationship between the stockholders (JSE) and the 

Figure 13 








































































































































