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[nnovation and Intangible Assets
Gaining the Competitive Edge in Econemic Recovery
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Intangibles matter to better understand the growth story

3

Intangible expenditure is an important asset when capitalized, In
many cases more important than tangible capital in terms of % of
GDP

Intangibles increase in importance as share of GDP, roughly related
to level of per income

Labor productivity growth is faster, but more so between 1995-2000
than between 2000-2005

Intangibles are positively related to differences in labor productivity
growth between countries (NMS, Scandinavian, Anglo Saxon,
Continental) — explaining some of the cross-country differences

A significant portion of TFP growth can be explained by increased in
Intangible capital, but a residual still remains

A growth and competitiveness agenda without a broad
conceptualization of intangibles can cause policy mistakes

© 2010 The Conference Board, Inc. | www.conferenceboard.org


http://www.conference-board.org/

The data: where are the bottlenecks?

= Economic competencies remain the Achilles’ heel of intangibles
measurement:

= What to include conceptually? Go back to theory first?
= How to measure actual expenditure?
= How to deflate?
= How to depreciate?
= How much progress is possible without greater data availability:
= National accounts?
* Industry level results?
= Private data sources?
= More firm-level data:
= Surveys, like innovation surveys?
= Link to financial accounting?
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How do we model this?

= Growth accounting is good as a start, but is it the final answer?
= No measure of causality
= Misses interaction effects
= Compensation weights are at best a proxy

* |s regression analysis the obvious next step?

= Which data for intangibles: when relating only “new intangibles”

with high depreciation rates the link with current growth becomes
more automatic

= Would complete intangibles be better in picking up within-country
effects?

* |s unemployment sufficient as a control variable for business
cycles?

= |s Luxembourg as outlier characteristic of the general problem?

= But what regression model to use if we don’t know so well what
the theory behind intangibles and growth is?
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Regressions — technical comments

 Very low sample size of 150 observations for panel regressions
-> Reliable conclusions?
-> Equal sample size OLS and panel regressions?
» Which model is preferred? Fixed effects OR random effects
v' Econometrical test?
v Fixed effects model: unobserved heterogeneity is stable (of fixed) over time

v' Random effects: additional assumption that the unobserved effect is
uncorrelated with each explanatory variable

v If unobserved effects are large and important, RE estimates are similar to
FE estimates.

v If unobserved effects are unimportant, RE estimates are closer to a pooled
OLS model

v In general, RE gives more accurate p-values

* Dynamic panels: Test for serial correlation?

/.
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Do we need more theory first?
« CHS put emphasis on “investment nature” of intangibles (consumption
foregone) but is that sufficient? For example:

» Internalization of returns on intangibles vs. spillovers

» Where does it add value, where does it redistribute value (e.qg.
marketing)

« How far do we extend the boundaries of intangible capital?
« A distinction between control variables and policy variables is key

» Roth & Thum: FDI, trade openness, stock market, inflation, tax, gov‘t
efficiency, political stability, gov't expenditure, education expenditure,
social expenditure

» Haskel and Hao: industrial structure, financial market depth, labor
market, risk

» May be a more cautious approach with simple correlations can tell the
same story without claiming too much in terms of causality

* What do we do with residual TFP?
« A micro & macro integration is more important than ever
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Some consideration with regard to policy

= Differences between countries are large (e.g. Germany low on
competencies; Scandinavia and UK relatively high)
= Sector specific?
= Policy or institutional orientation?
= Anglo-Saxon countries have overstated goodwill?
= Substitutability with public investment

Are fiscal incentives the way to go to support intangibles growth?
How much of the returns are internalized

Why are so focused on private intangibles? Shouldn’t policy focus be
on public intangibles?

Business implications: strategy and financial accounting

What's next? Intangibles need a "home”™:
= Growth analysis

= |nnovation research
= Labor market analysis
» Financial accounting
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Intangible Investment in the Commercial Sector, Public Sector, and Total Economy 2008
(% GDP)
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Data source: Statistics Netherlands
Mote: GDP is conventionally measured GDF (as published from 5tatistics Netherlands)
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Contributions of Subcomponents of Intangibles to GDP Growth -
TotalEconomy
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Data sources: Statistics Metherlands and EU KLEMS database, November 2005, at http://www.euklems.
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