A new OECD project
New sources of growth: intangible assets

In many OECD countries, investment in intangible assets is growing rapidly. In some cases this
investment matches or exceeds investment in traditional capital such as machinery, equipment and
buildings. Intensified global competition, ICTs, new business models, and the growing importance of
the services sector have all amplified the importance of intangible assets to firms, industries and
national economies. The global economic crisis has placed a new focus on how policies might help
the accumulation of intangible assets and provide new sources of growth. Concerns also exist that
the crisis might undermine the financing of investment in intangible assets. And in many emerging
economies policymakers are seeking to develop the intangible assets necessary for success in high
value-added activities.

What are intangible assets?

Intangible assets are assets that do not have a physical or financial embodiment. Termed
‘intellectual assets’ in previous OECD work, intangible assets have also been referred to as knowledge
assets or intellectual capital. Much of the focus on intangibles has been on R&D, key personnel and
software. But the range of intangible assets is considerably broader. One classification groups
intangibles into three types: computerised information (such as software and databases); innovative
property (such as scientific and nonscientific R&D, copyrights, designs, trademarks); and economic
competencies (including brand equity, firm-specific human capital, networks joining people and
institutions, organisational know-how that increases enterprise efficiency, and aspects of advertising
and marketing).

Why are intangible assets important?

A growing body of research Evidence from a number of countries suggests faster growth in
shows rapid expansion of investment in intangible assets than in tangibles. In the United
investment in intangible assets Kingdom, for instance, investment in intangibles is estimated to
by companies in the United have more than doubled as a share of market sector gross value
States, Japan and Europe, with added between 1970 and 2004. Recent studies estimate annual
significant impacts on investment in intangibles in the United States of between
productivity. USD 800 billion and USD 1 trillion, with a stock of intangibles of

up to USD 5 trillion. In many countries, the proportion of off-
balance-sheet assets to on-balance-sheet assets (the price-to-
book ratios of companies) has risen for decades.

Previously unmeasured intangible capital has been calculated
to account for 18% of the growth in multi-factor productivity
(MFP) in the United States between the mid-1990s and early
2000s. The World Bank estimates that, for countries, the
preponderant form of wealth worldwide is intangible capital.
And key business outcomes can be linked to investment in
intangibles - in 2004 in the United Kingdom around half of
export sales from winners of the Queens Award for Exports
could be directly attributed to investment in design.
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Investment in tangible and intangible assets as a share of GDP (2006)
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What are the goals of the OECD project on intangible assets?

To provide structured

evidence of the economic
value of intangible assets
as a new source of growth

The project will seek to improve the measurement of intangible assets
both at the macro and firm level, analysing their contribution to
growth and their relationship to new business models. The
development of international comparative data - for instance on
design - is in its infancy. Important distortions could arise if intangible
assets are not properly accounted for in company and national
accounts:

e Capital markets might misallocate resources for investment, given
preferences for tangible assets as collateral.

e Within companies, management decisions could be distorted.

¢ Biased or fraudulent financial reporting might be facilitated.

e National income, saving and investment data could be understated.

Types and magnitudes of intangible capital may also vary across
countries, with implications for growth. For example, research has
suggested that Japanese service-sector firms hold relatively few
intangible assets — compared with the United States — and that their
growth opportunities could be diminished as a result. Other analysis
suggests that slow productivity growth in European Union countries
relative to the United States might be explained by differences in the
accumulation of intangible assets.



To assess the link
between intangible assets
and the economic crisis

To improve
understanding of current
and emerging challenges
for policy

It will be important to understand if the accumulation of intangible assets
has been affected by the global crisis and whether investment in
intangibles will continue to grow as it has in recent decades. Intangible
assets typically entail higher risks than those of physical or even financial
assets, while the crisis has left many investors more averse to risk. And
firms that use intangibles intensively may have experienced added
constraints owing to the importance to investors of tangible collateral.

Understanding of the role of intangible assets in modern economies and
the policies needed to foster their development and use is still poor.
Research on intangibles is scattered across finance, accounting,
organisation and management disciplines. This calls for a
multidisciplinary approach in analysing key policy problems. Issues to
address in this project could include:

Is the nature of intangible assets changing in ways that should
reshape policy?

For instance, the need to revise the OECD Transfer Pricing Guidelines for
intangibles reflects inter alia that marketing intangibles have gained an
importance in international transactions they did not have when the
guidelines were approved in the mid-1990s.

Are the right policy levers in place to foster accumulation of

intangibles and unleash potential growth? For example:

e What refinements to the tax treatment of intellectual assets could
accelerate investment in intangibles without weakening fiscal
revenues?

e What is the impact of product regulations and broad framework
conditions on the accumulation of intangible assets?

e What are the implications for policies on the protection and use of
intellectual property rights and the nature of use shifts from
protection to sharing and exchange?

e How does competition policy influence the formation and use of
intellectual assets? And what impact do intangible assets have on
market power and competition?

¢ What are the implications for financial reporting and corporate
governance?

e What have we learned about effective policies to foster investments
in intangibles?

e What are the implications for the regulation of privacy and
international data flows, given the increasing value to the economy of
personal data? And how can policy encourage businesses to make
better use of their data while still ensuring any personal data remains
protected?

o In what ways are intangible assets facilitating entrepreneurship and
new business models, and do these relationships require new policies?

¢ And how efficiently do markets work for the key intangibles? These
markets are small but growing and have the potential to impact the
efficiency of innovative activity.



Did you know?

The value of some leading global
companies, such as Microsoft, is now
almost entirely accounted for by their

Who is this project for? intangible assets.

The project will be of direct value to:

Policymakers in OECD
countries

Policymakers in key
non-member
economies

Project design

Among OECD policymakers there is growing interest in intangible assets, as
reflected in the policy agendas of a number of OECD Committees. Indeed, in
corporate and national accounts, efforts are underway in a number of OECD
countries to treat spending on R&D and software as investments.

Many non-member economies recognise the importance of knowledge
networks and markets, and the need to harness their benefits. For instance,
extensive efforts are underway in China to develop human capital, enhance
innovation and acquire/develop global brands. Chinese investment has taken
place in recognised brands such as Lenovo and Volvo and the country recently
launched a programme to encourage intellectual property (IP)-based finance.
Other examples include Thailand’s establishment of an IP capitalisation
project, Brazilian assets in biotechnology and aero-space, and Indian
information technology and pharmaceuticals. The participation of key non-
members will be sought during meetings in 2011 and 2012.

The project began at the start of 2011 and concludes at the end of 2012. It will build on work being carried
out across the OECD in 8 Committees. Project components will be delivered by the Directorate for Science,
Technology and Industry (as lead), the Economics Directorate, the Centre for Tax Policy and
Administration, the Directorate for Financial and Enterprise Affairs and the Statistics Directorate.

In the context of the project a major conference was held in Washington DC on 16-17 May 2011, “New
Building Blocks for Jobs and Economic Growth”. The event was co-organised with the Athena Alliance, the
Conference Board, the Kauffman Foundation and the National Academies. The keynote speech was given
by the Chairman of the US Federal Reserve System, Ben Bernanke.

Upcoming events

Forthcoming events related to the project include the following:

e October 2011, Rio de Janeiro, “Innovation Policies for Inclusive Growth: New and Emerging Issues”,

OECD - World Bank.

e December 2011 (tbc), Paris, expert group meeting on the measurement of intangible assets.
e Autumn 2012, Paris (tbc), “New Sources of Growth: Intangible Assets and the Agenda for Policy”.
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