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What is Goodwill?
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Information, shouldnhot exist.
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Goodwill and book value in Germany, France, UK and US, -P833
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Goodwill = intangible assets
XgKAOK O2dz R 6SY

A. New and important normphysical factors of
production (OECD)

[If profitability reflects productivity]

B. New sources of pricing power
[If profitability reflects valuecapture, not valuedded]
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production), i.e. make assets appear prior to profit.
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undermined:
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Competition theory = basis of regulation
Marginal productivity theory = basis of deregulation
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Conditions for tangible assets to keep up with profits:

1. Tangible assets (with observable historical costs) employed at
start of value chain

2. Bargaining power correlated with production of tangibles



Contemporary finance: capture of profit by

innovation, leverage and leonine contracts.

Figure 4 7 Two indexes of the capture of profit and wealth
by finance
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C3 - A rather fuzzy concett from a laudysy
list to a pute daitislsgyy.

Table 1. Intangible Capital Asset Types

Included in

Asset type National
Accounts?

Computerized information

1. Software Yes

2. Databases >

Innovative property

3. Mineral exploration Yes

R&D (scientific)

Satellite for some*

4,
5. Entertainment and artistic originals EU-yes, US-no’
6. New product/systems in financial services No
7. Design and other new product/systems No
Economic competencies
8. Brand equity
a. Advertising No
b. Market research No
9. Firm-specific resources
a. Employer-provided training No
b. Organizational structure

No

1. SNA 1993 recommended up'i.t.alizing computerized databases.
2. R&D satellite accounts are available, or under preparation many countries,
Results for Finland, Netherlands, United Kingdom, and the United States are

publically avallable.

3. The US BEA plans to include entertainment and artistic originals and R&D as

invactment in headline GNP in a revician in 2013
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The mystery of intangible capital and
financial fragility seem largely correlated

AFigure 8 i From a reputedly major innovation to mimicry leading to financial

Afragility
Depinning of a new
> oyl
Imbortant New expectations of Financial Explosion in
_ — > innavation > demand, profit. * accelerstorvia o asset prices
- Self-fulfilling credit (leverage)
' prophecies
Recovery of
confidence
A
State
intervention
b Y
e Crash =€ Growing frapility -« Rational/stratepic

MIMICLY



AFigure 6 i Intangible investment and market capitalization (2001-04)
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Arigure 7 1 Growth of Assets of Four Sectors in the United States (March 1954 =
1) (Log scale) (source: Federal Reserve, Flow of Funds, 1954-2009)
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Arigure 37 Tangible vs intangible GDP shares: 1995-2009
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A 3. iangible capital seantyy
MacroecainanisEs

A In search for the sources of growth and stock market
valuation

q=s Az+s, Ak +a

with g, z, k rate of growth of output,
labour, tangible capital

S, , Sk respective weight of labour and capital

a = residual / contribution of technical
change, generallya >0



B) q=s A wA+kshA rs + b

with rrate of growth of intangible capital
S weight of intangible capital
b = new residual / contribution of
technical change
with the hypothesis that b a and possibly b is near O

A (4) National Intangible Capital =

A Stock market value 7 value of tangible capital



Arable 4 i Average annual change in labour productivity in the market sector and
Acontribution of tangible and intangible capital deepening , labour quality and

AMFP growth, 1995-2006.

Germany  France Italy Spain Austria  Denmark Average | CzechRep Slovakia  Greece UK USA
95-06 95-06 95-06 95-06 95-06 95-06 95-06 97-06 00-06 95-06 95-06 95-06
Excluding Intangible Capital (percent)
Labour productivity growth 1.61 1.83 0.26 0.36 1.99 1.54 1.18 4.50 6.30 3.21 2.90 275
Contributions
ICT cap. deep. (ex. software) 0.23 0.14 0.12 0.21 0.29 0.50 0.20 0.38 046 0.74 047
Non-ICT cap deep. 0.57 0.37 0.31 0.56 -0.03 0.28 039 1.76 } 285 1.52 0.36 0.30
Labour quality -0.16 0.44 0.24 0.68 0.24 0.19 0.23 0.34 0.49 0.73 0.26 0.20

MFP 0.98 0.88 -041 -1.10 1.49 0.57 0.37 2.02 2.97 0.51 1.54 1.78

Including Intangible Capital (percent)
Labour productivity growth 1.79 2.00 029 047 2.36 2.11 132 460 6.17 327 3.06 2.96

Contributions
ICT-capital deepening 0.20 0.12 0.1 0.19 0.26 0.44 0.17 0.35 045 0.63 040
Non-ICT-cap deepening 0.48 0.31 0.29 0.49 -0.02 0.24 0.34 1.62 } 272 1.48 0.28 0.24
Intangible-cap. deepening 0.38 0.48 0.12 0.12 0.55 0.72 0.30 0.68 0.21 0.24 0.69 083
Computerized information 0.07 0.15 0.03 0.05 0.13 0.29 0.08 = 006 0.04 006 = 0.16 0.18
Innovative property 0.23 0.18 0.05 0.15 0.29 0.27 016 035 0.07 011 047 0.35
Economic competency 0.07 0.15 0.04 -0.08 0.13 017 0.06 0.27 0.10 0.07 0.36 0.29
Labour quality -0.15 0.40 0.22 0.64 0.22 017 0.21 0.31 0.46 0.71 0.22 0.18
MFP 0.88 0.69 -0.45 -0.96 1.35 0.53 0.29 1.64 2.78 0.40 1.23 1.33

Sources:  Employment, value added, and the stock of tangible capital for all countries from 1997 to 2005 from EUKLEMS, version March 2008 (www.euklems.net). EU KLEMS provides the deflators and depreciation
rates of tangible assets and the depreciation rates of software and databases. CHS (2005) provides the deflators of all intangible assets and the depreciation rates of intangible assets excluding software and
databases. For intangible investrment in Austria, the Czech Republic, Denmark, Greece and Slovakia, see Annex 1;. for Germany, France, Italy Spain, the UK and the US, see Table 1.

Motes: We follow the ELIKLEMS definition of market sector by excluding the following industries: public administration, health, education and real estate.
Measures of tangible capital exclude land and inventories.



AFigure 9 T Intangible capital, Achilles Heel of accounting, finance and

Anacroeconomics



