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Current Economic Crisis 

• it’s been a hard five years   

• and it’s not over yet  - despite massive fiscal 
and monetary stimulus. 

• problem is more complex than a simple 
business cycle recovery  -- with under-pinning 
of longer-term structural issues 
– skill-biased technical change 

– globalization, outsourcing and trade imbalances 

– ballooning debt (and leverage), financial crisis 

– inconsistent policy objectives and policy 
responses 



OECD “Looking to 2060: Long-term global growth 

prospects” (not looking good for large rich countries) 



Saving rates on the decline, too 



Why the policy interest in KBC? 

It is the sharpest instrument left with 

which to cut the Gordian knot of growth 



Intangible and ITC capital drove the 2.76%  

growth in output per worker 1995-2007 

Source:  Corrado and Hulten, AER, May 2010 
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Five points 

• To harness benefits of firm-specific KBC, 

need to influence those who manage firm 

• KBC is more than R&D and STEM workers, 

innovation is broader than high technology 

• A one size KBC policy doesn’t fit all 

• If you can’t measure it, you can’t manage it 

• Be careful what you wish for 



I.  KBC IS ALL ABOUT THE FIRM: 

To encourage growth by stimulating KBC, 

need to understand its key characteristics  

• KBC is firm-specific intangible capital produced 

within firm to support firm’s long-run business model 

• KBC is NOT a direct input to production 

• existential investments that define firm’s capabilities:  

its information system, intellectual property, and 

economic competency 

• information platform from which individual 

“applications” are launched 

– KBC not incremental 



Intangibles:  most valuable productive assets in 

study of 613 U.S. firms reporting R&D in 2006 

OWN ACCOUNT INTANGIBLES               
33% OF TOTAL ASSETS

INTANGIBLES EXPLAIN 44% OF 

MARKET CAPITALIZATION
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*P&E and equity revalued to current prices;  goodwill includes accounting intangibles. 

Source:  Data from Hulten and Hao, “What’s a Company Really Worth?” 

NBER Working Paper 14548, 2008.  



IT’S ALSO ABOUT THE DECISIONS 

OF THE FIRM’S MANAGERS 

• Richard Fisher:  if you want to increase private 
employment, persuade people who do the hiring 
– need to look at KBC policy from firm’s standpoint 

• CEO surveys identify as challenges 
– innovation, human capital, flexibility, customer 

relationships, corporate brand & reputation  

– macroeconomic uncertainty, government regulation 

• Issues for KBC Policy 
– how can these firm-specific assets be put to work 

stimulating growth? 

– business climate 

 

 



KBC and Business Climate 

Intangible Investment Rate

 Compared with World Bank Ease-of-

Doing-Business Rank 2006
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Intangible Investment Rate

 Compared with World Bank Emploment-

Rigidity Index 2006
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II.  KBC has many dimensions 

• More policy levers to pull  

• R&D narrowly concentrated in hi-tech industries, 

KBC has broader industry presence 

• Diffusion is as important as the development of 

new ideas 

– non-R&D KBC is part of diffusion process   

– diffusion of management and marketing practices 

• conclusion:  innovation policy needs to reach 

beyond scientific R&D and STEM policy 



KBC is more than R&D 
Conventional NSF R&D is actually only a small 

fraction of total intangibles 
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III. Firms of different sizes have different 

needs.  A one size KBC policy doesn’t fit all. 

• Research has shown that rapidly growing small 
firms (“gazelles”) are responsible for a 
disproportionate share of net job creation 

• Large corporations and small businesses face 
different constraints 
– taxation 

– access to finance 

– intellectual property constraints 

• Decline in small business formation, venture 
capital 



IV. “If you can’t measure it, 

 you can’t manage it” 

• Most KBC produced within firm, on own-account 

• KBC not capitalized on firm’s financial 
statements 

• Until recently, KBC mostly absent from national 
accounts, and most macro models  

• Need for national innovation account 
– capitalize full list of KBC investment 

– measure improvement in product quality 

• Need for better measures of innovation the 
company level 
– performance indicators vs accounts 



    V.  Race against the machine: 

  Be careful what you wish for 
• KBC-induced GDP growth does not necessarily increase 

employment or living standards 
– Technology bias against routine worker skills 

– Output versus substitution effect 

• Evidence seems to point to worker redundancy and 
“hollowing out” of wages 
– Technological unemployment, globalization, labor market 

rigidity 

– Temporary effect?  (cyclical, Greenwood, OECD social policy) 

• Problem is to find ways of harnessing  KBC to stimulate 
growth while minimizing impact on workers 
– Education and training 

• Quality versus quantity 

• Curriculum reform 

– Support for labor-intensive sectors 



THE LONG VIEW 

• Angus Maddison’s estimates of the growth in output per 
capita for the period 1820 to 1998: 
– more than 8 fold increase in world’s real income per capita 

– nearly 18 fold increase in Western Europe 

– around 22 fold increase in the U.S.  

• Importance of Industrial Revolution(s) in technology and 
the organization of production, driven by innovation 

• Innovation highly disruptive 
– periods of turmoil, immiseration, and cyclical swings in economic 

activity.  Social legislation and, later, counter-cyclical policy, 
helped moderate these problems (indeed, were necessary 
factors) 

• But, in the end, it was innovation that fueled the 
remarkable growth in living standards  

 


