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Conventional business wisdom tells us that while buildings, equipment and unsold products can be classified as assets, people are normally considered a cost. This is why companies talk about managing their human resources, and why human resource departments talk about reducing headcount as if people were just numbers or cost centers.  Companies who report large layoffs often see their stock price go up. 
This flies in the face of common sense. In reality people are the one of the most valuable assets that a company can have. A company that has a deliberate strategy of recruiting, hiring, educating, training and retaining the smartest people that they can find is in a much stronger competitive position. 
From the accounting and finance perspective people are a period expense and they appear on the cost side of the equation.  Financial people recognize that people have value but they don’t know how to measure it or show it on a balance sheet. Payroll is easier to quantify.  It is very simple to add up the total cost of payroll expenses, so total payroll shows up on the expense side of the profit and loss account. 
Management has a big say in how the game of business is played, but financial people define the way the game is scored. Most businesses are measured on return on investment for their shareholders. To maximize profit, revenues must be increased, and costs must be reduced. This is why companies focus on reducing head count, controlling personnel expenses, cutting costs, avoiding hiring and laying people off. Tom Peters said that a business cannot shrink its way to success. 
Business survival is dependent on having the right people in the right place at the right time.  Education and training is an investment in a human asset. 
I visited a company and they told me that their problem was that they had stupid people. I asked “who hired them?”  They responded that the people they hired were cheap.  I asked how many stupid people it takes to compensate for one smart one.
I have also discovered that people often act stupidly when they are treated stupidly. The key today is to recognize people as a human asset, and to treat them accordingly. 


There are 10 Major Problems with how we Value our People
1. People are not an expense, they are assets
When you group people together and use terms like headcount, workforce reduction, minimum wage, payroll reduction, and layoff, it says that you don’t appreciate the unique and special gifts they have that could be used for the benefit of the company. In the old days people like George Westinghouse knew that the secret to success was to hire good people and treat them well. George Westinghouse had a Head Office in Wilmerding, Pennsylvania, which was a small town completely dependent on the company to provide for the whole community. Even a century after George Westinghouse died, the people in Wilmerding still talk as though he is alive. The fact is that he cared for everyone he hired to work for him and everyone in the community around them. 
2. People are Undervalued if you consider them a period Expense
The second problem is that people do not appear on the balance sheet of the company.  They appear on the profit and loss statement as a period expense. The cost of people is considered to be an expense and it is subtracted from the sales revenue and hence reduces profit. The more you pay your people the less profit you make. A company providing customers products for less must pay less for expenses. 
3. People are the only Living Assets that the company has
Many companies still refer to their workers in using dated terminology that comes from an era when workers were predominately male and could be classified into groups according to the color of shirt that they wore! There were blue collar workers and white collar workers. This doesn’t work in today’s world where young and gifted entrepreneurs like Mark Zuckerberg never wear shirts with collars. These classifications were ways to sort people into groups and establish different sets of rules for hourly or salaried workers. I know there are some companies that really do appreciate the value of their people. The sad thing is the vast majority of companies still treat their people as though they are purchasing a commodity at the lowest price.
4. Companies do not Invest enough in their Living Assets
I know some companies who invest little in education and training.  They often say that they don't have time.  Education costs money, but if you think that education is expensive, then try ignorance.  The amount of time and money wasted by companies making ignorant decisions is enormous.  
There is a difference between education and training:  Education is creating awareness of general information that could be potentially useful, and training is specific instruction on the practical application of knowledge.  I find it somewhat ironic that companies that have no time to educate their employees are super busy doing the wrong things because their employees don't have the benefit of knowing that there is a better way of working.  Also, I have noticed that during any downturn in business, the first place management usually look to make savings is in the area of education and training.  Instead, this is an ideal time to conduct education and training classes, because the people are less busy.  
Unfortunately, in bad times management becomes very focused on cost reduction, and education is good place to start because it is considered an unnecessary expense.  Of course I know that education needs to be timely and practical, but how can any organization become world class, without a world class workforce, and a world class workforce must be well informed.
5. People depreciate without ongoing education and training
Depreciation allows companies to take the acquisition cost of an asset and set aside an amount of money every year into a savings account for the expected working life of the asset, so that at the end of its working life, there is sufficient money in the account to replace the asset.  One company decided to recognize that its people were assets, and that they have an expected useful working life.  Therefore, there was no reason not to depreciate them.  This may sound strange, but this concept would work well for a professional sports team.  They could place a value on every member of their team, predict the number of years they could expect the player to play, and then set aside money to replace the player when necessary.  For this company, depreciation is their way of putting money aside into an account which can be used to increase the person's value to the company, by paying for things like work related education and training programs.  People appreciate education and training programs and become more valuable. Tom Peters says a knowledge worker carries their tool kit between their ears. In today’s complex business environment we need the best knowledge workers working for us, not our competition. Ongoing Education and Training are the only ways to help knowledge workers keep their tool kits up to date. 
6. Management get the people that they deserve
In a remarkable case of worker loyalty to their Chief Executive Officer, the vast majority of the workers in the 71 grocery stores doing business as “Market Basket” in New England, walked off the job when they heard that their CEO Arthur T. Demoulas had been ousted by the Board of Directors. The workers started picketing the stores, and the vast majority of the customers also went on strike and boycotted the stores.  Food remained unsold and had to be sent to the Food Bank.  The workers and customers remained on strike for 6 weeks while the boardroom battle continued. Finally the Board of Directors accepted the former CEO’s offer to buy the majority share in the company and become re-instated as the President. The workers were elated and the company is now more successful than ever.  Arthur T. Demoulas knows how to treat his people, he has high standards for hiring, he pays his people well, he rewards them with bonuses and profit sharing, he helps people who have family or medical problems, he promotes people from within the company, and his employees are very loyal. In fact a competitive grocery chain has admitted that they have given up trying to recruit people who work for Market Basket  because no one ever wants to leave.  Unfortunately Arthur T. Demoulas is an exception and the vast majority of CEO’s would not have that kind of support from their people and customers.
7.  A Union is a sign of management neglect
The worst cases of worker abuse came during the industrial revolution, when workers were treated as production machines. People worked long hard hours in unsafe conditions for minimum wages. As a result of this uncaring attitude from their masters, these working people organized themselves into collective bargaining units known as unions. I know of one company who had a union in place for over 20 years, but one day the union decided to “decertify” itself. Basically they agreed to voluntarily disband the group on the rationale that management had become too nice so they did not see the point of continuing to be unionized.
8. Young people often are better workers than those with “seniority”
There is a company that makes a seasonal food product with peak demand occurring in the summer months of July and August, which is when many people in the company want to take their vacation.  In this company people with a lot of years of experience can earn up to five weeks of annual vacation, so covering them during the summer is always a challenge.  In the winter months demand for the product is much less, but the product has a short shelf life so they can't build stockpiles of inventory in anticipation of their peak sales period.  They manage this during the winter by producing on one shift and during the summer they run a two shift operation.  
In the summer the company recruits students to work the second shift.  The company was surprised to learn that the students actually produced 20% more output than the day shift with the same number of workers.  Upon investigation the company discovered that the students were working faster and smarter than the companies "experienced" workers.  They were working at what they considered to be an acceptable rate of production, which didn’t have anything to do with the standards being observed on the day shift.  This caused a problem for the company.  They couldn't hire the students full time, and if they told the day shift about the disparity in output rates then they could have a problem with the union.  In the end they decided to live with the situation and not say anything.
9.  Young people are not given enough opportunities
It is fairly commonplace in Europe that young people are given a choice between vocational training and an academic education. Those who chose the vocational training route are assigned to an apprenticeship program where they learn a trade under the guidance of a master craftsman for several years. I was fortunate when I went to university because my course in Applied Physics was a co-operative program which enabled me to receive career training with pay as I worked with professionals in my major fields of study. Work experience in government, business, industry, and human services enhances the students' academic training. This was very helpful in giving me some work experience before I graduated, and also it helped me get my first job with a company. This is not the normal practice in North America, and as a result young people are not given the same opportunities that they would have in Europe.  
A company that has experienced a significant decline in their business over the past 20 years has gone through several rounds of workforce reduction programs.  The unions argued successfully that the workers with the most seniority should be kept, and the ones with the least should be the first to be let go.  Management agreed to take this approach, and it has been used during every reduction in workforce program.  As a result the workforce has shrunk and aged considerably.  Most of the workers are now reaching retirement age, and the company has few young people to take their places.  
This company is now in danger of closing completely due to the imminent loss of its skilled workforce.  This situation could have been avoided if they had adopted a balanced approach to workforce reduction.  Management could have offered an early retirement package to some of the older workers, and they could have kept some of their younger workers.  
10. Management tolerate mediocrity in performance
There is a problem that occurs during an apple harvest; the presence of one bad apple in a basket of otherwise good fruit will eventually spoil the whole batch.  The same thing happens in a company.  In one company there was a worker who came in late, didn't complete her tasks, did a poor job, and left early.  This person set a bad tone for morale in the whole company.  Management for some reason had a blind spot when it came to this employee, and refused to take any disciplinary action.  
Everyone in the company now had a legitimate excuse for not showing up to work on time, not completing their work, doing a poor job or leaving early.  If anyone objected they could always say "Don't talk to me, until you have talked to 'you know who'.  She gets away with it all the time."
This kind of atmosphere leads to what I call a "Deadwood Company."  The company allows the deadwood to float.  The deadwood doesn’t pull their weight, and as the weakest link in the company, they determine the overall level of performance and bring others down to their level.  Other people have to work harder to compensate.  Neither of these options is good.  
I have seen companies operate at both ends of what I call the "Company Spectrum".  At one end you have a very social atmosphere; everyone enjoys coming to work and it feels a bit like a country club and very little work actually gets done.  At the other end is the ultimate in management control and micromanagement where workers are supervised and controlled all the time, and no mistake goes unpunished.  
Businesses can be anywhere on the spectrum, but the best companies avoid either extreme.  The question any business must ask is "What do you do with poorly performing employees?" 

How can any company claim to be world class without a world class workforce? The only way to do this is to value your people as an asset not a period expense. Take care of your people and they will take care of the customers, and they will take care of your business. 
