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[All quotations in bold font are from the works of L. Ron Hubbard.]

When you hire a new employee, you are bringing them on board to 
wear a specific hat and produce something valuable. The production 
of this valuable (a commodity or service) justifies their existence in the 
organization. But you might be surprised to discover that this is not widely 
known. People have become spoiled into thinking that it is their time that is 
valuable. This is wrong-way thinking. Time isn’t what’s valuable. It is what 
gets produced in that time.

Take a sales manager position: What valuable commodity or service do you 
expect from this position each week? You want that sales manager to give 
you (a) a viable range of sales and (b) the control of any confusions arising 
from all sales activities. How could you quantify these things?



You could call the first “valuable” 
TOTAL or GROSS SALES and 
define that as the sum total of 
all sales from any source during 
any given week. (Note: It may be 
necessary to also define what a 
SALE is.) The second “valuable” 
could be quantified as TOTAL 
or GROSS SALES DIVIDED BY 
ACTIVE SALES PEOPLE. This can 
be given further definition. These 
two things are important statistics 
that must be posted at the close of 
each week and monitored.

If your sales manager causes these statistics to trend upward and at a 
range that is viable, he is an UP STATISTIC. If your sales manager causes 
these statistics to trend downward and at a range that is not viable, he is a 
DOWN STATISTIC.
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Here is a law that is VITAL for any business owner and manager to know 
well:

“WHEN YOU REWARD DOWN STATISTICS AND PENALIZE UP 
STATISTICS YOU GET DOWN STATISTICS.

“If you reward nonproduction you get non production.

“When you penalize production you get nonproduction.”

It’s very simple to see how this law could be violated: You penalize the 
sales manager when his statistics are UP or reward him when his statistics 
are DOWN.

However, it is equally important to know how to implement this law into the 
day to day operations of a business.

For example:

• Let’s say that your sales manager has had upward trending statistics 
for several weeks and the range is very good. Then you get a report from 
someone who says they heard this sales manager being very rude to one 
of his salespeople and the salesperson became very upset. What do you 
do?
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You stamp that report with “Sorry. The sales manager is upstat1” and return 
it to the sender. You could also reward that sales manager with a bonus for 
the up trending, good range statistics.

Just don’t accept negative reports on upstats. Protect your upstats.

• Reversely, let’s say that your sales 
manager has had downward trending 
statistics for several weeks and they 
are rapidly approaching a nonviable 
range. You get a request from this 
sales manager to raise his base 
salary. Should you? NO. He is down 
stat. If you reward down stats, you 
get more down stats.

Salespeople are easy when it comes 
to rewarding production and penalizing 
nonproduction. The rewards and 
penalties law is pretty much built in to 
this field. A salesperson knows that 
he doesn’t make commissions on no-
sales. He makes money by selling. 
In fact, really good salespeople who 
are confident in their skill will often 
prefer to be paid commission only 
without a base salary. They want a 
higher commission, of course, but 
they only see rewards by their own 
production. And many have found that 
they make more money with such an 
arrangement.

1 UPSTAT: (from “up statistic”) a coined expression which means of or concerning one who has high 
statistics. Can also be used as a noun to refer to the person who has high statistics. 
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Management by Statistics
To avoid rewarding down statistics it is vital that one manage by statistics. 
Every staff member should be given 
a job that produces a valuable 
commodity or service. Production 
is quantified as a statistic and the 
statistic must be shown on a graph.

What other criteria can you have 
for rewarding or penalizing your 
personnel?

• I stepped into an engineering firm in Phoenix, Arizona some 27 years 
ago. I was wearing the hat of a management consultant so the owner 
brought me into an executive conference where they were talking about the 
stress of satisfying HR’s demands that the personnel under each of these 
executives receive quarterly reviews. These reviews were almost entirely 
subjective and very time-consuming.

I asked what criteria they would use in giving a positive or negative review. 
I received answers like, “How well the person gets along with others,” 

“The person’s attendance record,” 
“The person’s appearance – clean or 
disheveled, etc.,” “Sense of humor,” 
“How polite and mannerly the person 
was with his subordinates or seniors.” 
Using such things as these as criteria 
for rewarding or penalizing production, 

injustices can occur. When the system used is based on subjective opinion, 
people can be incorrectly rewarded or incorrectly penalized. Either one is 
an injustice and would negatively affect future production.
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These reviews consumed 20 or more hours each quarter, depending on 
how many subordinates an executive had in his charge.

The handling: We went through the 
entire company and defined the 
valuable commodity or service that 
each staff member, top to bottom, 
produced. We then worked out the 
one or more statistics that would 
quantify each thing produced by 
each staff member. Thereafter an 
executive only needed to examine 
the stats of those in his charge. 
This moved things to an objective, fact-based set of criteria – statistics. 
Quarterly subjective evaluations were eliminated. HR was corrected. The 
company expanded dramatically after this.

• I spent a great deal of time in South Africa during the 90s. I arrived on the 
scene mid 1993 as a new constitution was being written to accommodate 
the shift of power from whites to blacks. Apartheid had been virtually 
dismantled. Under apartheid, blacks could not be educated or own 
property. In other words blacks were penalized for being black. I toured 
the country as a speaker. I spoke to white business groups expressing 
their anxiety about the future of their companies. They knew they would be 
forced to hire blacks. I spoke with black groups who wanted to know how to 
create and build a business.

I consulted a company in Cape Town in 1997 who had hired a number of 
blacks and Indians. They were being paid substandard wages, even by 
Third World company standards. I met with the owner of the business and 
talked him into allowing me to test a new pay system with this group of 
people. I assured him it would be good public relations for him with the new 
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South African government. My real motive was simply that I wanted to help 
these people claw their way out of the economic hole apartheid had put 
them into.

So I got them all together and explained the 
new system. They would each receive a 
low but fair base salary plus bonuses they 
could earn by their production. They were 
skeptical at first, thinking it was just another 
white-man-trick.

With each of these people I worked out what they were to produce and 
then cleared up any confusion they had about it until they fully understood 
and were in agreement. I then quantified their production by working out 
the statistics their bonuses would be based on. It took about 3 weeks for 
them to become familiar and relaxed with the system. And because they 
were focused on production that could potentially aid their own survival, 
they really got into it. When they saw that they could indeed earn more 
money by their own production, they fully embraced the system.

Each one of them used the extra money they were now earning to buy 
more clothes as a first step. Most of them had only one set of clothes to 
wear. This meant that those clothes had to be washed and ironed each 
day when they got home from work. The next priority for each of them was 
to further their education now that they could be educated. The Zulu lady 
who provided tea and coffee to the crew each day used her extra money to 
learn how to operate a computer, etc.
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None were given handouts. They were simply given a job and a pay system 
that rewarded production and penalized nonproduction. If anyone slacked 
on their production, they didn’t get a bonus. And not earning a bonus 
became unacceptable. They dove into production and the production raised 
their morale and rewarded them with a greater survival potential.

The company paid more for this group of people but received a very 
healthy return from their investment in them. The group became more 
productive and skilled and not only enhanced their economic survival but 
their self-esteem as well. The owner endorsed this project as a proven 
win-win system. In fact he wrote it into the company’s policy. Further, the 
company’s relationship with the new government was vastly improved.

SUMMARY
The universal law of rewarding production and penalizing nonproduction 
is true and works for any type and size of business regardless of the 
industry it is in or the country and city in which it operates. It is also true for 
governments.
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Ensure that everyone on board in your business has a statistic that 
correctly quantifies their production. Do not reward or penalize on the basis 
of personality or what gets whispered about someone standing around the 
water cooler. Promote or demote on the basis of statistics.

If you reward nonproduction you will find yourself surrounded by 
nonproducers.

I don’t think anyone wants that.

Written by
Bill Johonnesson
Board Chairman
Effective Business Management
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