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INTANGIBLES AND GROWTH - TYPES OF
INTANGIBLES MATTER FOR INNOVATION
PERFORMANCE

G |_ BA \_ ‘ N TO Globalinto — project allows novel firm level analysis based on new
data about the importance of different types of intangibles other

than R&D investment. The new methodologies based on
occupational data capture the occupational organisational capital
produced by management, but also technical investments that do
not fall under formal definitions of R&D. These types of intangibles
are typically not included in standard accounting data or in surveys.
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INTRODUCTION

GLOBALINTO (“Into” means enthusiasm in Finnish) aims to develop and refine measures of
intangibles at the micro level and amongst others as part of global value chains at the macro level
and to use these measures to analyse the causes of the productivity slowdown and how productivity
growth can be improved. We will work in co-operation with the National Statistical institutes towards
the goal of integrating improved statistics into sustained, official statistical production. This will also
ensure that the development of new methods to measure intangibles are promptly available in
innovation design and growth promoting policies.
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EVIDENCE AND ANALYSIS

GLGBALINTO

Types of intangibles matter for
innovation performance

Our results indicate that the core structural
capital of the firms includes both R&D and
organizational capital (OC) covering the
knowhow of management. The high
depreciation of these intangibles can also be
interpreted as rapid technological change or to
show a rate at which valuable intangibles
translate into public knowledge that hence
lose its private value. Such intangible
commons are an important part the total value
of intangibles.

Our results show that well performing firms
have in recent decades relied on either
reforming the organization form, or on
investing in the quality of organizational
workers. Product innovations are typically
combined with organizational innovations
(Piekkola, 2020a).

Innovative work creates technical
change

Innovation work drives technical change which
we label “innovation-labour biased technical
change” (IBTC) generating important
knowledge spillovers (Piekkola, 2020;
Piekkola et al., 2021). IBTC allows for
increasing returns from intangibles when the
relative value of R&D or OC work is positively
related to the share of respective workers
within firms.

OC-IBTC shows firms’ organizational change
and are required together with R&D-IBTC and
new product innovations to generate growth.
Analysis based on linked employer-employee
data from Finland, Norway, Slovenia and
Denmark show robust development of

technical improvement over time that did not
slow down or decline after the financial crises.
The research instead raises doubts on the use
of total factor productivity as a measure of
technological change as changes to it largely
relate to changes in markups. Markups have
varied over time, but with an increasing trend
in all four countries and also explained by
intangibles.

How to enhance growth for SMEs

Small and medium-sized firms (SMEs) are
particularly difficult to analyse using innovation
survey samples with relatively short spells in
SME samples. SMEs have high fixed costs for
innovations. This may lead to excessive risk
taking in order to cover these large sunk costs.
Therefore, high-growth intangible intensive
SMEs may not be profitable, face challenges
in debt-finance and may go more easily
bankrupt.

SMEs rely more on human knowledge without
formal organisational change. Digital tools are
vital for greater innovativeness. Large firms
have better built information systems and can
rely on co-operation within the corporate group
or with research institutes. SMEs, in particular,
benefit from new digital tools such as
platforms for co-operation.

Industries also share knowledge and these
knowledge spillovers are beneficial especially
for SMEs that usually form clusters in the
same field to operate efficiently. When SMEs
direct their external knowledge sourcing
strategy towards covering consumers,
suppliers as well as science, they can better
capitalize on their innovations through lead-
time advantages.
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Sustainable growth and regulation We can summarize micro-level evidence by
the following:

A policy strategy of introducing new (1) Intangibles such as organizational capital

environmental regulations has increased are the core structural capital of firms that

environmental innovations, as supported by determine innovativeness and growth even in

earlier literature. We show that in Finland, the relatively R&D intensive Nordic countries.

environmental regulation has also improved
the performance of firms. Productivity in firms
with pollution-reducing environmental
innovations has risen because they have been
able to save resources and introduce goods
and services to end users that lower pollution.

(2) Innovation-biased technical change and
related intangible commons are important long
term growth factors, both those driven by R&D
and OC that have also continued to create
knowledge spillovers.

Public subsidies for R&D activity are also an (3) Digitalization is the critical driving force
important tool as they increase R&D especially for SMEs’ cooperative and
investment, which benefits also environmental knowledge sourcing strategies.

innovations.

(4) Nordic countries like Finland have taken a
first-mover advantage by becoming “green” in
Productivity puzzle and intangible many industries - backed by environmental
regulation - that has jointly improved their
economic performances.

PoLicy IMPLICATIONS AND RECOMMENDATIONS

Presently, the national accounts exclude a large part of the innovation property of firms because it
accounts mainly only for parts of R&D and ICT and fully excludes organisational capital. This
hampers efficient innovation policies because policymakers are not in the position to recognize which
part of structural capital is the bottleneck in an individual country. The research based on the new
GLOBALINTO - data improves the efficiency of innovation policy as it shows that the managerial
ability and thus organizational capital should be in focus in policy.

capital

Secondly, statistical institutes’ future surveys on intangibles should benefit more from existing
structural business statistics and register-based data on management and marketing occupations
and salaries (OECD, 2020). Surveys should also investigate by task level the share of work with
investment consequences, hence not related to running current day-to-day business. Many
statistical institutes already evaluate ICT expenditures also from related personnel costs and
overheads, opening scope also for satellite accounting for organisational capital.

Thirdly, GLOBALINTO-research shows that the decrease in intangible investment growth in
advanced economies can to a large part explain the puzzle of the flat-lining of productivity since
2010, due to low productivity growth. The country-specific differences in the level and composition
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of intangible investment and IBTC points out the way how to remedy the decrease in labour
productivity growth in individual countries.

Fourth, accounting for the quality of research and management in addition to their levels as
measurement of technical change is better able to explain the technical change and competitive
positions of industries and countries. Based on these results, the GLOBALINTO-project presents a
new concept labelled “innovation-labour” biased technical change which extends importantly the
innovation policy perspective.

Fifth, the Nordic countries show how smart environmental regulation can create a first-mover
advantage in new environmental innovations. Their government policies show that if one wants to
support the green innovation and growth efficiently, both regulation and the support through taxes
and/or subsidies are needed.

Sixth, capturing the innovative capability of SMEs with a wider set of intangibles shows that the
adoption of new technology such as digital platforms is more often the bottleneck for growth than is
the case in large firms who internalize their technological opportunities by other means. Indeed,
GLOBALINTO-research shows that digitalization growth opportunities for SMEs requiring policies
that support pro-SME friendly new adoption of digital tools.

Seventh, in measuring sustainable growth, public policy should better measure the benefits of
intangible commons, i.e. knowledge, that does not depreciate but also have (no more) market
value. Environmental regulation should be supported by the creation of related intangible commons
and by public support for consulting as environmental regulation creates new challenges for
enterprises.

RESEARCH PARAMETERS

This policy brief reports results mainly using data on firms and their employees in the entire economy
in Finland, Denmark, Norway and Slovenia linked with CIS innovation surveys. Unique linked
employer-employee datasets are used to apply new methods to derive intangibles from register data
such as innovation-related occupations. We are also declaring first results from our European wide
survey on intangibles and Covid-19 in spring 2021.
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PROJECT IDENTITY

PROJECT NAME GLOBALINTO (Capturing the value of intangible assets in micro data
to promote the EU’s Growth and Competitiveness).

COORDINATOR Hannu Piekkola, University of Vaasa, Finland e-mail: hannu.piekkola@uva.fi

CONSORTIUM Aarhus University — AU — Aarhus, Denmark
National Technical University of Athens — NTUA — Athens, Greece
Statistics Norway — STN — Oslo, Norway
University of Hamburg — UHAM — Hamburg, Germany
University of Ljubljana — UL — Ljubljana, Slovenia
University of Manchester — UMAN — Manchester, The UK
University of Paris-Saclay — UPSUD - Paris, France
University of Vaasa — UVA — Vaasa, Finland

FUNDING SCHEME Provide details of the specific funding programme.

Example: Horizon 2020 Framework Programme for Research and Innovation
(2014-2020) , Societal Challenge 6 — Europe in a changing world: inclusive,
innovative and reflective societies", call YOUNG-2015, topic "Lifelong learning for
young adults: better policies for growth and inclusion in Europe”.

EU Horizon 2020 Framework Programme (2019-2022), TRANSFORMATIONS-
14-2018: Supply and demand-oriented economic policies to boost robust growth
in Europe — Addressing the social and economic challenges in Europe, a
continuation to FP7 INNODRIVE project (www.innodrive.org) that developed the
Innodrive-methodology in measuring intangible assets at the firm level. In 2013,
Horizon2020 NET4SOCIETY chose Innodrive among the seven SSH projects in
FP6 and FP7 that had a considerable impact — not only on research but also on
policy, society or economy.

DURATION February 2019 — April 2022 (39 months).

BUDGET EU contribution: 2 973 000 €.

WEBSITE www.globalinto.eu
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