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KEY MESSAGES

+ Canada’s economy is undergoing a fundamental shift. A rising share of economic growth and
prosperity is being driven by intangible assets and investments — including data, digital services, brand
equity, marketing, and training.

+ Although Canada has experienced a substantial increase in intangible investments across many
sectors, we lag international peers in terms of the pace and scale of our intangible shift, putting our
economy at risk of falling behind. There is an urgent need for new policies and business strategies to
enhance Canada’s competitiveness in the age of intangibles.

+ Accelerating the intangible shift in Canada, to ensure that all firms, workers, and communities can
share in the growth and prosperity benefits, will require new thinking and policy in innovation
financing, data governance, intellectual property (IP), trade, competition, skills and education,
distribution, and other key areas.

+ This report launches the Brookfield Institute for Innovation + Entrepreneurship’s Intangible
Shift Research Program — a two-year initiative that will contribute to a robust, evidence-based
understanding of intangibles; examine implications for productivity, growth, employment, and income
and wealth distribution; and identify pressing policy needs and concrete, implementable policy options
to ensure that Canada is prepared to compete effectively.
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CHAPTER 1:

INTRODUCTION

anada’s economy is undergoing a

fundamental shift. A rising share of

economic growth and prosperity is being
driven by intangible assets and investments —
such as data, digital services, brands, design,
marketing, and firm-specific training — and a
declining share by tangible assets — such as
buildings, machinery, equipment, and product
inventories. Between 1976 and 2008, business
sector investment in intangibles grew from 5 to 13
percent as a share of GDP in Canada. Meanwhile,
investments in tangible assets fell from 27 to 16
percent as a share of GDP. By 2018, investment in
just one slice of intangibles — data, databases, and
data science — reached an estimated $29 to $40
billion." The intangible shift in Canada’s economy is
large and growing.

Firms and countries investing in intangibles

are experiencing faster growth and substantial
productivity improvements — a critical
development at a time when long-term prospects
for growth are stagnating, and one that Canada
cannot afford to miss. Although intangibles are

on the rise in Canada, we lag many peer countries
on the pace and scale of our intangible shift.
Canadian businesses in all sectors would benefit
from greater investment in a variety of intangibles,

L

but too few are seizing the opportunities. Firms
face a variety of barriers to making intangible
investments, including financing, unclear data
governance, intellectual property challenges, and
competition, trade, and foreign investment policies
ill-suited to an increasingly intangible economy.
At the same time, a rapid shift to intangibles puts
many firms and workers at risk of being displaced
or left behind. A key challenge is to find ways to
enable firms and workers across all sectors in the
Canadian economy to compete and share in the
productivity and growth benefits of intangibles.

How can we enable and manage an intangible
shift? Economists and policymakers are just
beginning to understand how the unique
properties of intangibles allow for rapid growth,
but also how they require new resources, skills,
financing, policy frameworks, and other conditions
to generate benefits. Firms and countries that
understand and adopt policies and strategies to
meet these new realities can position themselves
for robust growth. Those that do not may be left
behind. Canada’s future competitiveness, and
the well-being of individuals and communities,
depends critically on how well businesses and
policymakers manage the intangible shift.

THE INTANGIBLE SHIFT



PURPOSE OF THE REPORT

This report provides an introduction to intangibles
— including their significance and the issues they
raise — for policymakers, business leaders, and
other stakeholders. In particular, this report:

+ offers a general overview of intangibles and
highlights their unique economic properties;

+ indicates the importance of intangibles to
productivity, growth, employment, and income
and wealth distribution;

+ examines the extent to which Canada’s
economy is being driven by intangible assets
and activities, how this has changed over time,
and how Canada compares to peer economies;

+ introduces policy and business strategy areas
that require further investigation.

INTANGIBLE SHIFT: A RESEARCH
PROGRAM

The Brookfield Institute’s Intangible Shift Research
Program is a two-year initiative that will examine
new economic realities generated by intangible
assets and activities and their implications for
policy and business strategy. Our research and
communications activities will help to develop

a robust, evidence-based understanding of
intangibles and their unique properties; identify
implications for productivity, growth, employment,
and income and wealth distribution; and identify
concrete, implementable policy options to ensure
that Canada is prepared to compete effectively in
the intangible economy.

The current report launches this two-year, multi-
report research program that will cover the basics
of the intangible economy and investigate critical
issues in depth. Future deep dive insight reports
will examine:

THE INTANGIBLE SHIFT

Our aim is to provide decision makers across
Canada’s public and private sectors with further
clarity on how intangible-based economies
operate, and to identify some key policy and
business strategy changes that can help position
Canada for success. The rise of intangibles is a
trend that cannot be ignored; it poses substantial
opportunities and challenges for economic growth
and employment. Those who understand the new
economics of intangibles will be better positioned
to design effective policies and business strategies.
This report helps Canadian policymakers and
practitioners get up to speed on the intangible shift.

+ Financing innovation and growth in the
intangible economy

+ Data ownership, use, and governance
+ Intellectual property and policy

+ Rethinking foreign direct investment (FDI)

+

Rethinking competition policy
+ Skills, talent, and education
+ Intangibles and inequality

+ Measuring intangibles



CHAPTER 2:
UNDERSTANDING

INTANGIBLES

ver the past few decades, intangible
O investments have become a large share

of new investments in many economies.
The rise of intangibles, their contribution to
firm innovation and value creation, and their
implications for productivity, growth, and
employment have caught the attention of
economists and policymakers. But what are
intangibles, and why do they matter? How, if at
all, do they prompt us to think differently about
innovation, competitiveness, and prosperity?
Understanding intangibles is a critical first step in
developing strategies and policies for Canada to
succeed in these new economic conditions.

WHAT ARE INTANGIBLES?

Intangibles are investments and assets that do

not have a concrete physical existence, but which
generate — or have the potential to generate —
long-term economic value.? They include things
like data, digital services, brands, design and
marketing, relationships, and expertise — in
contrast to (though often complementing) tangible
assets, such as buildings, machinery, equipment,
and vehicles.

L

Like tangible investments, intangible investments
can produce long-term benefits for the firms

that make them. They are used in the production
of goods and services, and represent “foregone
current consumption for the benefit of greater
future consumption.”® Investment of time and
resources to develop and test algorithms that
analyze data to predict consumer behaviour, for
example, is a kind of intangible investment that
can generate a long-term return for a firm. The
algorithm may be quite valuable if its predictive
powers are strong, but ultimately it is an intangible
asset. It cannot be held, packaged, or shelved like
shoes or chocolate bars.

KINDS OF INTANGIBLES

Previous work on intangibles (and the related ideas
of knowledge-based capital and intellectual assets)
distinguishes between three main categories of
intangible investments: computerized information,
innovative property, and economic competencies.*
Under each, we highlight some prominent and
important types of intangible investments and
assets. The key in all cases in that firms spend
resources to develop or acquire assets that lack a
physical existence but which, over time, generate
value.

THE INTANGIBLE SHIFT



Computerized Information

Economists use the term computerized information
to refer to things like software, databases, data
processing and analysis, and other data and
information stored in or used by computers to
make them more effective and efficient in the
long-run. These are investments that can be made
by firms whose business models are focused on
data or digital platforms, as well as firms whose
activities are not data-focused, but for whom
computerized information and analysis can help to
improve their performance.

Investing in the collection and analysis of data is

a key activity in the growing intangible economy.®
Global technology giants, as well as some
Canadian firms, are collecting and generating data
to create and improve products and services, more
effectively market existing products and services,
re-engineer production and supply chain logistics,
and identify new and improved business models
and opportunities. According to experimental
estimates by Statistics Canada, investments in
data, databases, and data science by Canadian
firms was between $29 to $40 billion in 2018, with
accumulated stock of data-related assets estimated
at $157 to $217 billion.®

Data collection and analysis is essential to
Canada’s emerging Al sector,” as well as to

new and established firms involved in fintech
activities.®. Many firms and investors view data

as so important to the long-term success of
companies that they are willing to operate at a

loss — sometimes for years — while they collect
and analyze ever-larger data sets and improve their
analytical assets.

At the same time, data collection and analysis have
long been important — and recently even more
important — to many firms whose core activities
are not directly data-related. Financial services
firms have a history of collecting and using data
about customers and economic opportunities;
manufacturing firms have used data to improve
production models; and data-driven customer

THE INTANGIBLE SHIFT

insights and supply chain logistics are critical

to retail businesses. New technologies for data
collection and analysis have accelerated the speed
and scale with which firms use data to compete,
making investments in these technologies and
processes ever more important for success.

Innovative Property

The category innovative property refers primarily to
creation and discovery work conducted by a firm
for some future benefit, as well as the intellectual
property it generates.’ This includes research

and development (R&D) that leads to a patent

or license; oil and gas and mineral exploration;
new architecture and engineering design; design
and product development; financial industry
development costs; and creating entertainment
and artistic originals.

Design is an important feature of successful
product development. Firms make investments

in intangibles such as research and development,
market research, and design engineering to
improve long-term returns. The success of the
Blackberry, for example, owed much to Research
in Motion (RIM)’s investments in both function and
design, with the aesthetically pleasing Blackberry
keyboard playing a central role in many users’
product loyalty.' Similarly, Steve Jobs aggressively
prodded Apple engineers and designers to fuse
functionality and design in a range of products —
including, notably, the iPhone and iPad."”

Baldwin et al. estimates Canadian firms’ total
investment in new architecture and engineering
design, and other science and engineering services
— of which design is a significant component —
at $15.6 billion in 2008." Looking just at Ontario,
Muntean estimates that between 1998 and
2008, Ontario firms’ nominal spending in these
categories grew from $4.7 billion to $8.6 billion.™
Recognizing that these data capture more than
design, it is nevertheless clear that design and
related services constitute a large and growing
share of business investment and innovative
activities.

v



THE POWER OF DESIGN AT
LULULEMON

The Canadian yoga and athletic wear company
Lululemon offers a compelling illustration of the
benefits — and occasional risks — of intangible
investments in design to create and capture
markets. Twenty years ago, Lululemon released a
line of specially-designed nylon and Lycra pants
for yoga enthusiasts who wanted something
other than regular cotton pants. The company’s
original fabric, Luon, was trademarked in 2005, and
has since been complemented by its Luxtreme,
Nulux, Silverescent, and other function-specific
fabrics and styles that use different fabrics and
technologies to improve sweat-wicking, reduce
odors, and fit-form as desired.™

Lululemon’s newest innovations emerge from

its Vancouver-based Whitespace lab, which
employs 50 researchers, including designers,
physiologists, engineers, neuroscientists, and
biomechanists. Launched in 2012, the lab explores
human behaviour, market trends, fabrics, and
other technologies to generate ideas for new

and improved yoga wear. The lab organizes itself
around three functions which, together, comprise a
substantial intangible investment:

Investment in research and development (R&D)
has been an important signal of, and contributor
to, innovation and growth for many decades; but
the nature of R&D in the intangible age may be
changing. Firms that spend on R&D are investing
in a process — supported by highly-skilled people
and tangible equipment — that they expect will
result in new value through the creation of a

new or improved product, service, or process.
Although R&D is not a new phenomenon, it fits the
definition of intangible investment, and viewing
it through that lens offers greater clarity on its
importance and the scale and nature of Canada’s
broader intangible shift.

v

+ innovation management, which identifies and
defines the problems the team will work on;

+ advanced technology, which identifies and tests
solutions to the problems; and

+ scientific research, which considers how
potential solutions can be realized and how
they are likely to fare in the market.”

With other major sportswear companies such as
Nike and Adidas developing and capturing market
share for their own yoga and activewear lines,
Lululemon’s investments in design are as much a
survival imperative as a strategy for differentiation.
Based on its unique combining of intangible design
investments and tangible products, Lululemon’s
annual revenues grew from $1.5 to $3.4 billion
between 2014 and 2019, and the company has an
estimated worth of $23.4 billion."®

R&D spending is associated with productivity and
GDP growth. A multi-country study by the OECD
found that a 0.1 percentage point increase in the
ratio of a country’s business expenditures on R&D
(BERD) to GDP eventually generates 1.2 percent
higher GDP per capita.” At the firm-level, R&D
spending is associated with innovation, growth,
and an ability to adopt and benefit from new
technologies. Rates of return to R&D at the firm
level range from 20 to 30 percent — higher than
returns to physical capital, according to work by the
OECD.™
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While business R&D is a large and important
contributor to innovation and growth, Canada’s
BERD intensity is low by OECD standards. At 0.82
percent as a share of GDP, Canada’s BERD ranked
24th of 36 OECD countries in 2017, and amounted
to less than half the OECD average of 1.67 percent.”
Furthermore, as many have noted, Canada’s BERD
intensity has been falling steadily for nearly 20
years, while the OECD average has been rising.?°
Not surprisingly, Canada’s production of patents,
trademarks, and industrial designs — often the
result of R&D — is similarly weak. Of 22 advanced
countries examined in a recent study, Canada ranks
18th on patents, 19th on trademarks, and last on
industrial designs.”

Economic Competencies

Economic competencies refer to firms’ investments
in their brands and customer acquisition, as well
as in the talent and organizational structures
needed to be productive and grow. This includes
investment in human capital, including training
costs; advertising and market research to develop
brand equity; and developing new business
processes and organizational structures.

FUELLING GATORADE’S BRAND
EQUITY

The sports drink company Gatorade provides a
good illustration of the importance of intangible
investments to improve brand recognition and
attitudes, including how brand loyalty can be lost
and won back.

In the mid-2000s, Gatorade was losing market
share to other sports drink makers, such as
Powerade, and “lifestyle waters”, including Vitamin
Water. According to some observers, this was
partly a function of Gatorade’s shift from “science
of hydration” branding to “lifestyle” branding, and

THE INTANGIBLE SHIFT

Brand recognition and loyalty play a large role in
the success of many firms. Consumer decisions
may be shaped by feelings and attitudes about
brands as much as, or even more than, the quality
and price of the products themselves. As such,
many firms recognize that it can be just as
important to invest in brand awareness and loyalty
activities as it is to improve products and services.
The kinds of design and marketing investments
needed to enhance brand recognition and loyalty
— as well as the brand itself, once developed — are
intangible investments and assets that contribute
to firms’ overall value.

Skeptics suggest that advertising spending does

not create new value — that it merely redistributes
value among firms. Others point out that advertising
and marketing budgets are “necessary for
developing new brands and maintaining the value
of existing brands.”?? There are some studies that
show that advertising increases overall sales, and is
not merely a reallocation among competing firms.?
In that case, firms have good reason to think about
investments and strategies to protect and enhance
the important intangible asset of brand equity.

the subsequent loss of athlete consumers. After
its acquisition by PepsiCo, Gatorade had more
R&D and marketing expertise at its disposal to
rethink its brand and marketing approach. Based
on extensive research, the company eventually
shifted to a “sports fuel” brand and introduced
some product variation, which helped it to regain
athlete consumers and acquire additional market
share.?* As of 2018, Gatorade reportedly accounts
for three-quarters of the sports drink market, with
next closest rival, Powerade, holding 15 percent.?



The skills and expertise of workers are key
factors in production and economic growth.
Investments in their development — whether
by firms, governments or individuals themselves
— constitute an especially large intangible
investment. When firms make investments to
train workers in new processes or to develop
new skills and knowledge, they expect that their
investment will generate a return in the form of
greater productivity and/or improved products and
services.

In some cases, skills and knowledge are developed
in formal education institutions and are “general”
or transferable; that is, they can be used by
workers in a variety of employment settings.
These include literacy, numeracy, critical thinking,
and communication skills, as well as a wide

range of general and expert knowledge in widely
applicable fields such as engineering, business,
design, economics, and sociology. Other skills and
expertise are useful only in specific settings, such
as how a firm’s unique production, accounting, or
other organizational processes work, or knowledge
of firms’ proprietary designs, recipes, and
strategies.

A key challenge for firms is determining how
much to spend and on what kinds of training,
given the risk that the employees in whose skills
development they invest might leave the firm and
carry the investment with them. This challenge
goes some way towards explaining why many
Canadian firms underinvest in worker training.?®
Nevertheless, investment in skills development
— of which firm-specific training is an important
part — constitutes one of Canada’s key intangible
strengths.

WHAT’S DIFFERENT ABOUT
INTANGIBLES?

Tangible and intangible investments are alike
in at least one key sense: Firms make upfront
investments in assets that they expect will
generate long-term returns. In other ways,
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however, intangible investments and assets are
very different. As business investment increasingly
shifts to intangibles, existing frameworks for
fostering innovation, growth, and distribution
must be updated to accommodate new economic
realities. To make the right adjustments, we need
to develop a clearer understanding of the unique
features and behaviours of intangibles, and what
they imply for business strategy and policy.”’

Scalability

Unlike tangible assets that are used up over time,
intangible assets can be used repeatedly without
being depleted. Intangibles are largely ideas-based
assets, and, like ideas, can be shared and used
many times, in different places and by different
people. This gives intangibles the property of
scalability.®® Whereas tangibles-based business
activities involve continuously acquiring and using
resources to produce concrete products that can
only be sold once, intangibles can often generate
a return on an initial investment without having to
find new resources to make additional units.

Consider smartphone applications. Developers may
spend substantial time and energy designing and
developing an app, and collecting and analyzing
data to improve its performance. Once completed,
however, they can sell or license the app to users
almost without limit, since each additional unit
sold requires no additional resources to produce.
As a result, a popular app can quickly generate
massive returns. By contrast, when a bakery creates
a new and popular donut, sales will be limited by
the extent to which they can acquire ingredients
and the labour needed to produce more donuts,
which, once sold, cannot be sold again.

The scalability of intangible assets creates both
opportunities and challenges:

+ Scalability opens growth paths that can
benefit individual firms and economies, but
it can also disorient and create challenges for
inexperienced managers and entrepreneurs.
These challenges might include developing
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or adopting new payment systems, customer
service functions, and financial management
processes that can handle large volumes.

+ Intangibles can decouple economic growth
from employment growth. Intangibles-based
firms can grow very quickly with minimal
labour needs and costs, leading to fewer
opportunities for workers in the labour market.
Thus, scalability raises questions about the
distribution of opportunities to participate in
and benefit from the innovation economy.

+ Scalability can generate extreme first-mover
advantages and winner-take-all dynamics.
Large firms that make substantial upfront
investments in technology, data collection
and analysis, or organizational processes, for
example, can become superstar firms against
whom other firms have difficulty competing.?
For example, Facebook has developed such a
large network of users that new firm entries in
the social media sector have serious difficulty
succeeding. This raises concerns about business
dynamism, the distribution of returns, and the
consolidation of economic — as well as social
and political — power in intangible-driven
sectors.*®

Sunkenness

Intangible investments are hard to recover once
they have been made. Tangible assets, such as
buildings, equipment, and product inventories,
can be sold — and therefore used as collateral

for financing — because they have general use
value to other firms. By contrast, intangible assets,
like certain kinds of data, brands, recipes, and
firm-specific knowledge, can be difficult if not
impossible to sell, especially if not protected as
intellectual property and/or when the asset ages
and becomes obsolete. Intangible investments are
more sunk than tangible investments; it is difficult
for anyone other than the firm that made them to
benefit.*!

Consider the substantial investments that
brand-name clothing lines make to improve
awareness of and loyalty to their brands. When
the brand is valued and there are additional
THE
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potential customers to whom clothing might

be sold, investment in marketing and greater
brand awareness are smart investments. When
consumers eventually lose interest in the brand,
the company can redeploy or sell physical assets,
but the marketing investments are neither
recoverable nor something that another firm
might want to buy. Similarly, consider how rapidly
data about consumer behaviour can become
obsolete. Data about entertainment product
consumption (e.g., purchases and rentals of CDs,
DVDs, and other products) can be very useful
when those product categories are still relevant,
but as they lose relevance (e.g., as consumers
shift to streaming services), earlier investments
in understanding consumer behaviour can lose
almost all value.

This feature of intangible investments also
generates unique challenges:

+ Because it is harder to recover intangible
investments, they are riskier to make.
Furthermore, because of the additional risk,
firms might underinvest in intangibles — even
when their long-term success depends on
making those investments.

+ Intangibles-based firms have greater difficulty
raising capital for other business activities
because they lack conventional collateral. As
Cecchetti and Schoenholtz note, financing
intangible investments requires a solution to
the “tyranny of collateral.”?? Even if financiers
can develop finance mechanisms to support
firms with long-term potential, they still face
substantial risk in the absence of saleable
assets. The need to rely on risk capital over
conventional lending is further complicated by
the relative scarcity of risk capital in Canada.®

Skills Sensitivity

Intangibles tend to require different skills and
expertise than tangible assets. Design, data
analysis, digital product development, marketing,
and R&D require advanced analytical, technical,
and quantitative skills, as well as strong creativity
and communication. Digital skills are especially
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important given the large role that data and
digital technologies play in intangible economies.
Moreover, given the unique legal, financial,

risk assessment, and management challenges
intangibles can present, specialized legal and
financial skills are also important. Finally, because
intangibles often work best when combined with
other intangibles, teams need good collaboration
skills.?*

As intangibles — and specific types of intangibles
— become a more prominent feature of
economies, demand for different kinds of skills
and expertise than those relevant to tangible
investments and assets will increase. Firms and
economies that want to succeed will need to

find ways to better identify, develop, and employ
people with those skills through education,
workplace training, and immigration. Yet, there are
challenges:

+ Firms and economies that want to benefit from
intangible investments must identify or develop
specialized skills among workers. Some of the
skills needed are in short supply and difficult
to develop quickly. Digital skills shortages
are an especially prominent concern among
some Canadian firms and policymakers.?*
Additionally, a range of unique legal,
managerial, financial, and other corporate skills
and expertise are needed for firms involved
in intangibles to succeed. The need for other
non-technical skills, attitudes, and behaviours
— such as social skills, communication,
creativity, problem-solving, and design — is
also increasing.®

+ The mirror of intangibles generating higher
demand for (and contributing to shortages
of) certain specialized skills is a decrease in
demand for other kinds of skills that have
more value in a tangibles-based economy.
Research shows that demand for routine
skills — such as those required in certain
kinds of manufacturing and process-oriented
occupations — may be declining relative to
non-routine skills in the Canadian economy.?’
This is an especially fraught issue in Canada,
where enthusiasm for an intangible shift could

. L

leave many workers caught in the gap and
unable to develop new skills and acquire good
employment.3®

Synergies

Intangibles often work best when combined with
other intangibles and tangibles. For example,
firms that develop sophisticated databases and
digital capacity to improve marketing of their
existing products and services achieve significant
performance advantages. Research shows that
firms in the U.S. that develop sophisticated data
analytics capacity and use it to drive decision-
making experience significant improvements in
output and productivity levels.*

Similarly, firms that invest to attract or develop
better management capacity — i.e., who make
intangible investments in management-level, firm-
specific human capital — can enhance benefits
from their existing lines of business. Firms that
combine management training and changes with
information and communications technology (ICT)
investments raise the productivity of those ICT
investments.*® This is not entirely surprising, as
previous research has found that at least half of the
difference in labour productivity growth between
the U.S. and Europe between 1995 and 2004 can be
attributed to superior U.S. management practices.”

The key message for analysis and policy is to
recognize that the intangible shift is not merely
about new businesses and activities emerging
that are entirely intangibles-based, but about
combinations of intangible and tangible assets
and activities. There are many opportunities

and incentives for all firms to make intangible
investments that can improve their businesses.
The intangible shift generates opportunities for
new business models, as well as opportunities for
existing firms to complement their current product,
service, and process areas with new intangible
investments to drive innovation and growth.

THE INTANGIBLE SHIFT



TOWARDS NEW ECONOMIC THINKING

Intangible investments and assets are increasingly
important, and make substantial contributions to
firm and economic performance. Although certain
intangible assets have almost always been a part
of the economy, recognizing them as intangibles
— and achieving greater clarity on their unique
properties and behaviour — puts us in a better
position to pursue and manage these economic
opportunities.

Success in the intangible economy requires firms
and policymakers to recognize and respond to
the different behaviour of intangible investments
and assets, including scalability, sunkenness,
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skills sensitivity, and synergies. Intangibles have
major implications for financing, employment,
education, and other business and policy concerns.
Indeed, whereas conventional economic thinking
and policy have been built on assumptions about
scarcity, competition, constant returns to scale,
price transparency, and other ideas, intangibles
challenge these assumptions — and thus challenge
policy to respond in new ways. We will examine
some of these implications in Chapter 4.



CHAPTER 3:CANADA’S

INTANGIBLE SHIFT

n intangible shift is happening in Canada

and globally. Businesses and governments

are making efforts to seize opportunities
and address challenges presented by these
investments and assets. But exactly how big has
the intangible shift been in Canada, and how do
we compare with other economies? What do recent
and future trends look like? How much has the
intangible shift affected — and how much will it
continue to affect — productivity, growth, and the
distribution of benefits and risks?

Across Canada, investments in intangible assets
are growing rapidly, contributing to significant
improvements in economic output and
productivity. Canadian firms exhibit particular
strength when it comes to investing in branding,
talent, and organizational improvements. However,
compared to peer jurisdictions, Canadian firms
invest less in some key intangible assets: industrial
R&D and ICT. This may help to explain Canada’s
poor productivity track record.

To strengthen our intangible economy, Canada
might consider building on areas of strength, while
also improving on industrial R&D and intangible
ICT investments. This, however, often requires
complementary investments in other intangibles,
such as managerial expertise, business processes,
and skills training.

Intangible assets are those that provide future
benefits but do not take a physical form. This
could be anything from the data software used

2 U

to improve operational efficiency to targeted
advertising campaigns. Previously, intangibles
were viewed as an intermediate expense in the
system of national accounts (SNA), separate from
tangible capital investments. However, despite not
having a physical form, intangibles act similarly to
tangible investments, in that they are employed

in the production of goods and services for future
benefits. As such, many have argued they should
be measured alongside tangible capital in the SNA.

Current efforts to measure the size and economic
impact of intangible investments focus on the
three aforementioned categories of the intangible
economy: computerized information, innovative
property, and economic competencies.*> However,
they provide only rough estimates of the economic
activity generated by intangible investments. These
measurements are most useful when considering
the relative size of various components of the
intangible economy, and whether intangibles
change our understanding of what contributes to
economic growth.*® In that case, while we are able
to provide some indications of the size, trajectory,
and implications of intangible investments in
Canada, identifying better measures and metrics is
an urgent priority.

Investments in intangible assets are a critical and
rising component of economic growth in Canada.
In 2008, the Canadian business sector invested $151
billion in intangible assets, representing roughly

13 percent of gross domestic product (GDP) in
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that year.** Canadian firms invest most heavily in
economic competencies — including branding,
talent, and organizational improvements.

Investments in intangibles have increased more
rapidly than tangibles, but Canadian firms
continue to invest more in tangible assets.* In
1976, intangible investments contributed nearly

5 percent to Canada’s gross domestic product
(GDP). By 2008, this increased to over 13 percent.
Meanwhile, tangible assets as a proportion of GDP
declined by 11 percentage points, from nearly 27
percent in 1976 to 16 percent in 2008. In 1976, for
every $100 Canadian firms spent on tangibles, they
spent $23 on intangibles. By 2008, Canadian firms
were spending $66 on intangibles for every $100
invested in tangible assets.*®

Economic competencies comprised roughly 60
percent, or $87 billion, of Canada’s investments

in intangibles in 2008, of which investments in
organizational structures amounted to $66 billion,
advertising roughly $17 billion, and firm-specific
human capital roughly $4 billion. Innovative
property represents the second-largest component
of intangible investments across Canada, at
approximately $47 billion in 2008. Business R&D
comprised one-third of total investment in this
category of intangibles. Finally, investment in
computerized information was the third largest
component of intangibles, of which software

investment represented the largest component at
$17 billion in 2008.#

Intangibles in the Provinces

Investment in intangibles varies from province

to province. Ontario has a more intangible-
intensive economy than the rest of Canada, where
investments in intangibles grew from 9.2 percent
of output in 1998 to 10.4 percent of output in 2008.
This outstripped tangible investments, which fell
from 12 percent of business sector output in 1998 to
10 percent of business sector output in 2008.%%

Economic competencies comprise the largest
category of intangible investments in Ontario, as
in Canada overall. In 2008, the Ontario business
sector spent roughly $26 billion on brand equity,
firm-specific human capital, and organizational
change, representing 50 percent of the province’s
intangible economy. Innovative property is the
second largest category of investment in Ontario,
with roughly $17 billion spent in 2008, representing
one third of the province’s intangible economy.
R&D and new architecture and engineering design
are the largest expenditures in this category.
Finally, computerized information is the smallest
category, comprising 16.4 percent of Ontario’s
intangible economy in 2008.%°

Table 1: Intangible investment as a percentage of gross domestic product in the Canadian business sector

1976
Total estimated intangible business 4.9
investment
Computerized information 0.2
Innovative property 1.9
Economic competencies 2.7

1990 2000 2008
8.6 12.6 13.2
0.8 1.2 1.5
2.7 4.2 4.1

5 71 76

Source: Adapted from Baldwin, J. R., Gu, W., & Macdonald, R. 2012. “Intangible Capital and Productivity
Growth in Canada.” SSRN Electronic Journal. https://doi.org/10.2139/ssrn.2093526
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INTANGIBLES PLAY A MAJOR ROLE
IN IMPROVING PRODUCTIVITY AND
COMPETITIVENESS

In the long run, productivity is the most important
driver of a country’s economic growth. There are
three major contributors to labour productivity
growth:

+ labour composition — a measure of the skills
and abilities of the workforce;

+ capital deepening — the largest contributor to
productivity in Canada, which includes tangible
and intangible capital investments; and

+ multifactor productivity (MFP) — a residual,
imperfect measure of technological change.

Across many advanced countries, intangible
investments have been shown to be major
contributors to productivity, typically contributing
between 20 and 30 percent of overall productivity
growth.>° >

How do intangible investments
affect productivity?

Intangible assets, such as human capital, R&D,
software, and data, have been shown to have
significant positive impacts on firm productivity.
R&D plays a major role in increasing a country’s
competitive advantage by developing new and
better ways of doing things within a firm, while
also promoting the diffusion of technology
throughout the economy.*

ICT, which includes intangibles such as software
and databases, is often regarded as the main
infrastructure of the knowledge economy. ICT
helps to generate new business processes and
opportunities, and improve the efficiency and
effectiveness of old ones.** A recent study of the
productivity slowdown in Canada since the early
2000s concluded that declining ICT contributions
were a major factor, explaining between 20 and
40 percent of the overall productivity slowdown in
Canada.**

u

Other intangibles, such as human capital, also
play an important role in improving productivity.
According to a study of differences in labour
productivity growth between the United States
and Europe, at least half of the difference between
1995 and 2004 can be attributed to superior
management practices in the United States.>

However, the productivity-enhancing effects of
intangible investments are often contingent on
investments in other intangibles — that is, the
benefits of intangibles may only be realized when
complementary investments in other intangibles
are made.*® ICT is perhaps the intangible asset
most associated with improved productivity.

For firms to achieve the productivity-enhancing
benefits of ICT, though, they often also must make
investments in additional intangible assets, such
as new organizational processes, managerial
expertise, and worker training.*” * Similarly, there
is evidence of complementarity between R&D and
ICT in reducing inefficiencies in production.*

Intangibles are a major driver of productivity
growth in Canada

In line with other jurisdictions, intangible
investments are major contributors to productivity
in Canada. Between 1976 and 2008, intangible
assets accounted for roughly 40 percent of the
impact of capital deepening on labour productivity.
Of the three main categories of intangible capital,
innovative property and economic competencies
each contributed more to productivity than
software.®°

In Ontario, which is more intangible-intensive

than the rest of Canada, intangible investments
contribute more to productivity growth than
tangible capital. Between 1998 and 2008, intangible
capital contributed 26.2 percentage points to total
labour productivity growth, while tangible capital
contributed 17.9 percentage points.¢'

However, the decline in labour productivity
between the periods of 1980-2000 and 2000-
2015 is not explained by changes in intangible
investments, but by an increase in the use of
tangible capital to extract resources in the mining,
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Table 2: Intangible investment as a percentage of gross domestic product in the Canadian business sector

2000-2008

1976-2000 less 1976-2000

2000-2008

Labour productivity growth

Capital deepening

Tangible

ICT (excluding software)

Non-ICT (excluding mineral exploration)
Intangible

Computerized information

Innovative property

Economic competencies

Labour composition

MFP

1.7 0.8 -1

contribution of

13 1.4 0.1
0.8 0.8 0
0.3 0.3 -0.1
0.4 0.5 0.1
0.5 0.6 0
0.1 0.1 0
0.2 0.2 0
0.3 0.2 0
0.4 0.3 -0.1
0.1 -0.8 -0.9

Source: Adapted from Baldwin, J. R., Gu, W., & Macdonald, R. 2012. “Intangible Capital and Productivity
Growth in Canada.” SSRN Electronic Journal. https://doi.org/10.2139/5srn.2093526

oil and gas sector, and a decline in the utilization of
capital in the manufacturing sector.®?

Compared to international peers, Canada lags
when it comes to key areas of the intangible
economy

Canada’s intangible shift is accelerating, but we lag
global peers. Although high-quality, comparable
data are limited, there are some measures that
reveal just how far behind peer economies

Canada is in making the intangible shift. Consider
OECD data on IP products (such as R&D, mineral
exploration, software and databases, and literary
and artistic originals), and on ICT, computer
software and databases, telecommunications
equipment, and computer hardware.®

THE INTANGIBLE SHIFT

In 2016, Canada ranked last among G7 countries
(for whom data were available) in investments

in IP products and ICT as a proportion of gross-
fixed capital formation (GFCF), a measure of
capital investments minus disposal of assets in

a given period. IP products made up nearly 1.8
percent of GFCF in Canada in 2016 — more than 5
percentage points lower than Italy, the next closest
comparator, and nearly 15 percentage points lower
than the G7 leader, the US.

Investments in ICT follow a similar trend, although
they represent a lower proportion of GFCF across
countries and the spread between countries is not
as large. In Canada, ICT investments were just over
9 percent of GFCF, compared to nearly 16 percent in
the US.

| T




Figure 1
Intellectual property (IP) products as a percent of gross-fixed capital formation (GFCF), 2016
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Source: OECD. 2020. Investment by asset (indicator). Paris: OECD.
https://data.oecd.org/gdp/investment-by-asset.htm
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Figure 2

Information and communications technology (ICT) as a percent of gross-fixed capital formation
(GFCF), 2016
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https://data.oecd.org/gdp/investment-by-asset.htm
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Other, admittedly less current, data show that counterparts in R&D and software. Levels of non-

total investment in intangibles is lower in Canada scientific R&D are consistent between the two

than in the United States. In the United States, countries.®* Canada’s weak standing when it comes
the business sector invested 15.6 percent of GDP to investment in ICT and industrial R&D has been
in intangible assets from 2000 to 2003, compared long documented. For example, between 2008

to 12.6 percent in Canada. While Canada and the and 2014, the gap between Canadian and US ICT
US invest in economic competencies at a similar investment grew from 31.6 percent to 43.7 percent.®®

intensity, Canadian firms invest less than their US

Table 3: Intangible investment as a percentage of gross domestic product in the Canadian business sector

1980-1989 1990-1999 2000-2003  1980-1989 1990-1999 2000-2003

Canada United States
Total intangible 71 9.7 12.6 1.3 13.5 15.6
Computerized 0.5 1.1 13 0.8 1.5 2.2
information
Scientific research and 1 1.4 1.7 34 2.8 29
development
Non-scientific research 1.5 1.8 2.3 1.9 2.6 3
and development
Brand equity 1.4 1.5 1.6 1.8 1.9 2
Firm-specific resources 2.7 3.9 5.7 3.5 4.6 5.4

Source: Adapted from Baldwin, J. R., Gu, W., & Macdonald, R. 2012. “Intangible Capital and Productivity
Growth in Canada.” SSRN Electronic Journal. https://doi.org/10.2139/ssrn.2093526
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From the mid-1970s to 1995, the contribution to
labour productivity from intangible capital was
similar in Canada and the US. After 1995, however,
intangibles contributed less to labour productivity
in Canada, largely due to lower investments in
software. This reduced Canada’s labour productivity
growth relative to that of the United States by 0.2
percentage points per year for the 1995-to-2003
period.®®

Computerized information, a core component of
the intangible economy which includes software,
contributed less to labour productivity in Ontario
and Canada than it did in the US, UK, France, Italy,
Austria, and Denmark from the mid to late 1990s
throughout the 2000s.%’ This all suggests that
some of Canada’s comparatively poor productivity
performance can be partially explained by our
weak record of software investment.

SLOW SHIFT

While Canada’s intangible economy is sizable,
growing fast, and contributing significantly to
productivity and economic growth, there are

areas of weakness. To compete in an increasingly
intangible world, we need to consider why Canada
is successful in some areas and less so in others,
and devise policies and strategies to improve our
overall performance. At the same time, we need to
find better ways to measure intangible investments
and their contribution to productivity and growth
— both in Canada and abroad. The picture we
suggest is one of a lagging Canada, but the picture
is fuzzy. A key task of the Intangible Shift research
program will be to identify better measures

of intangibles, in order to provide a stronger
foundation for policy analysis and change.
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CHAPTER 4:
IS CANADA READY TO

COMPETE IN THE AGE

OF INTANGIBLES?

to innovation, productivity, and economic

growth. Although Canada is experiencing an
intangible shift, we lag other advanced economies
on the extent and intensity of the shift, leaving
us poorly positioned to compete effectively in the
global economy. At the same time, Canada’s more
gradual shift to intangibles offers firms, workers,
and policymakers more time to ensure that the
right supports and programs are in place to lower
the risks and maximize the benefits for all.

l ntangible investments and activities are critical

Over the next two years, the Brookfield Institute’s
Intangible Shift research program will explore the
opportunities and challenges of the intangible
economy in depth, focusing on the policies

and supports needed to enable and manage
intangibles-based growth. To avoid being left
behind, Canada needs to take action in a number
of specific policy areas, including human capital,
financing, IP and data policy, competition and
trade rules, and social policy. But we need
further research and insights to identify concrete,
implementable, and effective policies and strategies.

THE INTANGIBLE SHIFT

FOCUS AREAS

We have identified a number of key focus areas
that will require substantial examination and
action. For each area we indicate its importance,
identify some gaps and challenges, and highlight
where further research and action are needed.

FINANCING INNOVATION AND
GROWTH

Financing is a critical component of innovation and
growth. Firms with the potential to scale, but who
lack access to financial resources to conduct R&D,
explore new markets, invest in human capital,
improve marketing and branding, and other
activities face significant lost opportunities. Where
firms and their owners have access to collateral

in the form of tangible assets, conventional
sources of financing are easier to attract. However,
when businesses are based on intangible

assets, financing innovation and growth is more
challenging for both firms and potential lenders.

e



This is a consequence of the sunkenness feature of
intangible assets, and the associated increase in
investment risk.

Firms’ acquisition or creation of intellectual
property, trademarks, and copyrights may have
potential as collateral in attracting funding, but
there are challenges with each. The value of IP,

for example, might not be apparent or substantial
until combined with other assets, which may not
be part of the “collateral package.”®® In the case

of pre-commercialization IP, it may be difficult or
impossible to assign independent value. Moreover,
all three assets — IP, trademarks, and copyright —
have value only to the extent that others can be
excluded from their use. Firms whose IP is unclear,
and/or who have had difficulty defending their IP,
may find that it lacks collateral value to lenders
and other stakeholders.

Much intangible financing will likely come from
risk capital. In the absence of financial innovation,
this means that the pool of financing available

for intangible-based businesses will be limited by
the pool of venture capital (VC). While Canada’s
venture capital environment has seen dramatic
improvements in recent years, there is a large gap
between what firms want and the total pool of
what VCs can offer.®® Crowdfunding for intangible
investments is another opportunity, though there
are many regulatory and supply issues that would
need to be addressed with that model.”® Financial
innovation of some kind will be needed to support
the intangible shift.

+ What are the challenges to financing intangible
investment and innovation?

+ Are there financing models and mechanisms
that are more suited to the intangible
economy?

+ What are the barriers to offering more
intangibles-focused financing?

+ What new rules and regulations are needed to
allow intangible assets to serve as collateral?

S U

DATA OWNERSHIP, USE, AND
GOVERNANCE

Data is a central feature of intangible economies.
Some businesses would face serious challenges,
and others would not exist at all, if not for their
ability to collect and use vast troves of data. This
includes both businesses for whom data is a
central part of their business model, as well as
those for whom data plays a supporting role in

a broader business strategy. For firms running
algorithms to predict and drive consumer insights
and behaviour, the more data — and the more
good data — they can collect and analyze,

the more robust their data analytics become.
First-movers and large firms with resources to
outperform competitors on data collection and
analysis can quickly entrench their advantages,
deter competitors, and “extract monopoly rents
from their customers.””" Accessing data is a core
competitive activity in intangible economies, and
raises questions about what measures, if any,
might be required to maintain a fair, competitive
market.”

Although they represent only one source among
others, data collected from consumers and citizens
raise special concerns about what data are being
collected, by whom, and for what purposes. Data
politics and governance raise a host of issues,
including meaningful consent for collection and
use, privacy, data security, fair use, and ownership
of raw and processed data. While these are ethical
and political issues, they are also business issues
with substantial implications for the prospects of
data-reliant businesses. If access to data is limited
or unevenly distributed, firms that rely on data
may have difficulty pursuing their intangible-based
activities.

There are a host of existing policies and regulations
in Canada related to data ownership, use and
governance — including the Personal Information
Protection and Electronic Documents Act (PIPEDA)”
and the Digital Charter’™ — as well as ongoing
initiatives and consultations to address the
spectrum of data issues, including the federal
government’s National Data Strategy and Ontario’s
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current data strategy.” Yet, to some observers,

the existing laws, regulations, and policies are
ill-equipped to both support innovation and
address risks, while not enough is known about the
emerging data strategies to pass judgment.’®

+ How should we govern the collection, control,
and use of data?

+ Are new rules and regulations needed to ensure
meaningful consent, privacy, secure storage,
and fair use of data?

+ To what extent can new models — such as
data trusts, data portability, and data licensing
— address firms’ and citizens’ concerns about
data rights, use, and governance?

INTELLECTUAL PROPERTY AND
POLICY

One of the main challenges in an ideas-based
economy is to find ways to ensure that firms can
capture returns on their intangible investments.
When a firm purchases a tangible asset — like

a new truck — it is easy for them to prevent
others from using it. But when the investment is
intangible, such as spending on R&D to generate
a new business process, it can be difficult to
prevent others from copying and benefiting from
the idea. Employees with knowledge of the new
process might join another firm and share the idea,
allowing the latter firm to benefit without making
the same investment as the former firm. Given
these risks, firms have reason to underinvest in
intangibles.

Intellectual property protections, such as patents
and copyrights, are an important way for firms

to maintain control over their intangible assets
and prevent others from using them. When
granted, a patent or copyright makes it illegal

for others to use the asset without a license or
other permission. In theory, firms that can protect
intangible investments through IP should make
greater intangible investment. In reality, however,
for IP to function effectively and drive greater
investment, firms must understand, and know how

THE INTANGIBLE SHIFT

to use and protect, IP, while laws and regulations
must provide adequate protection and support to
IP owners.

Previous research suggests that Canadian firms,
especially start-ups, lack sufficient IP knowledge
and skills, and that existing IP laws and practices
are ill-equipped to support Canadian firms in the
global economy.” Not surprisingly, Canada lags
many other advanced economies in patenting
activity. Patenting rates in Japan, Switzerland, and
Sweden are three times, and in the United States
two times, greater than patenting rates in Canada.”

+ Does Canada have adequate intellectual
property laws, provisions, and supports to
ensure success in a global intangible economy?

+ Do Canadian entrepreneurs have adequate
knowledge of, and skills to manage, intellectual
property?

+ Why do many Canadian researchers and firms
sell IP rights to foreign firms, rather than using
them to launch and grow successful firms?

+ How can IP policy and practice be designed to
encourage an intangible shift and innovation
that benefits Canadians and Canadian firms?

SKILLS, TALENT, AND EDUCATION

The intangible shift will increase demand for
certain kinds of specialized skills, while reducing
demand for other kinds of skills. People with high-
demand skills will have greater opportunities to
participate in and benefit from the intangible shift
than those without high-demand skills. In that
case, there is a risk that the intangible shift will
benefit some and harm others. Moreover, firms’
success in the intangible age will depend on their
ability to attract, develop, and retain people with
the right skills — which means a skills access gap
might emerge between firms and allow some to
speed farther ahead. Ensuring that all people have
the skills to participate in and benefit from the
intangible shift will help both workers and firms.
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The kinds of skills needed — and thus the

skills that workers, educators, firms, and other
stakeholders need to help develop — include
specialized digital and data analytics skills,
advanced management skills, creativity, problem-
solving, and a suite of human skills such as
communication, teamwork, and empathy. During
its ongoing intangible shift, for example, the U.S
saw the share of employment in occupations with
“high digital content” rise from 4.8 to 23 percent
between 2002 and 2016,”” while demand for people
with teamwork, collaboration, interpersonal,
judgment, and creative skills also increased.8° 8828

There are many policy challenges related to skills
for the intangible economy. Although aggregate
trends are fairly clear, we need greater clarity about
which specific kinds of skills, in what mixes, in
what sectors, and in what regions are needed to
support specific intangible activities. To be sure,
skills challenges are characteristic of the economy
as a whole, not merely the intangible economy.
The difference with intangibles is that the needs
may be more urgent, and simultaneously less
precise, given the novelty of intangible investments
to many businesses and policymakers.

+ Do Canadian firms have access to the skilled
talent needed to enable and manage the
intangible shift? Where are there gaps? How do
we know?

+ Are existing labour market information systems
capable of tracking rapidly-evolving skills
demands to inform policies and programs
aimed at talent attraction and development,
while enabling people to make informed
education and career decisions?

+ Are educational institutions able to stay abreast
of changing skills demands to effectively
prepare people for the labour market?

+ How do we ensure that workers have the skills
and supports needed to adapt and share in the
benefits of the intangible shift?

A V)

COMPETITION POLICY

Canada has many of the ingredients to
support an innovative economy, and yet

our innovation performance has long been
characterized as weak.?* One explanation for
Canada’s poor innovation outcomes to date is
a lack of competitive pressure, both domestic
and global. As Nicholson has observed,
“Canadian firms have been as innovative

as they have needed to be.”®* Canadian

firms have frequently had ways other than
innovation to maintain growth and profits

— including, at different times, a robust
labour supply, favourable exchange rates,
high commodity prices, and, critically, limited
competition.

The intangible shift is changing the
competitive landscape for Canadian firms,
introducing both new incentives and

new challenges. Previously comfortable
incumbents are being challenged by
intangibles-driven firms (e.g., Uber
challenging conventional taxi businesses). At
the same time, established global giants such
as Amazon, Google, and Facebook arguably
make it difficult for start-ups to emerge and
grow because the former have already secured
access to critical intangible assets including
IP, data, networks, and highly-skilled talent.
In some cases, Canadian firms might finally
be facing the kind of competitive pressure to
innovate that they have lacked, while in other
cases, the extraordinary advantages of first-
moving and fast-growing firms might have
generated nearly insurmountable barriers to
new and emerging Canadian firms.

The policy challenge in this environment is to
find a way to maintain fair and innovation-
incentivizing competition. Current policy
debates suggest that, in some sectors, the
pendulum may have swung too far in the
direction of what the Expert Panel on Business
Innovation calls “cozy oligopoly” — where
both barriers to entry and sector concentration
are so high that they effectively eliminate
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incentives for others to innovate and compete.2®
These are issues that the Competition Bureau and
other agencies will need to navigate.

+ How is the intangible shift changing the
competitive landscape?

+ To what extent are we seeing the emergence
of healthy competition and new incentives
for Canadian firms to innovate, versus rising
market concentration and rising barriers to
entry leading to innovation-dulling “cozy
oligopolies”?

+ Should Canadian competition policy be
refreshed to allow for more or less, or different
kinds of, competition in light of the intangible
shift?

FOREIGN DIRECT INVESTMENT (FDI)

Historically, Canada has made efforts to attract and
accommodate foreign investment. In addition to
providing employment, foreign firms often bring
skills, knowledge, technology, and access to global
supply chains that can provide benefits to domestic
firms. To be sure, many have raised concerns about
Canada’s economy being a branch plant economy,
where foreign firms provide jobs and technology,
but take profits back to their home countries and
perform limited research and innovation here.
Nevertheless, the employment and technology
benefits have been viewed as valuable enough that
Canada has offered a range of incentives to foreign
firms.

The intangible shift is changing the FDI landscape
and associated economic calculations. Increasing
numbers of foreign, intangibles-based firms are
making investments in Canada and elsewhere,

not to have closer access to markets and to
develop partnerships, but instead to have access
to globally-scarce talent, as well as new sources of
IP and data that are critical for intangibles-based
growth. At the same time, these intangibles-driven
firms do not generate the same numbers of jobs
as would be expected from tangible-based foreign
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firms. The old approach to attracting foreign
investment now risks bringing in firms whose
activities would amount to a net economic loss,
rather than gain, for Canadian workers and the
economy.?’

+ In ways should Canada’s approach to FDI
change in the age of intangibles?

+ What new criteria and metrics should be used
to evaluate foreign investment?

+ What would we gain, and what would we lose,
by adopting tighter rules for intangibles-based
foreign investment?

To what extent would a more restrictive
approach to FDI reduce the competitive
pressure Canadians firms face, and, in turn,
their incentives to innovate?

+

INEQUALITY IN THE INTANGIBLE
ECONOMY

While the intangible shift provides opportunities
for many firms and workers for growth and
prosperity, there are important questions about the
distributive implications of intangibles. Intangible-
based business models that require less labour

to succeed will provide fewer workers with good
employment opportunities and incomes, leaving
many behind. The dynamic may be compounded
by the link between intangibles and skills-biased
technological change - that is, workers with

highly specialized skills may continue to find good
employment opportunities and income in an
intangible economy, while others may see their
opportunities and incomes deteriorate.

Moreover, given the winner-take-all or winner-
take-most dynamics for firms, vast disparities

in opportunities and outcomes among firms

can emerge which also have implications for
employment and income. If Canada is to make an
intangible shift that benefits more than a select
few, we will need to understand and address some
key issues:
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+ Who benefits, and who is left behind, in an
intangibles-based economy?

+ What are the employment implications of the
intangible shift?

+ What are the income and wealth implications
of the intangible shift?

+ Isinequality a necessary feature of an
intangible shift, or are there examples where
the shift happens with little or no increase in
inequality?

+ What business practices and public policies
shape distributive outcomes — for better or
worse — and what can we learn from them to
better manage Canada’s intangible shift in the
interests of all?

MEASURING INTANGIBLES: NEEDS,
CHALLENGES, STRATEGIES

While there have been considerable efforts

in Canada and internationally to measure the
growth and impact of intangible investments on
productivity and economic growth, it is often done
on an ad-hoc basis. Baldwin, Gu, and Macdonald
(2012) applied a more extensive measure of
intangibles than currently used in the system of
national accounts (SNA), and extended this to the
growth accounting framework. However, these
more robust measures of intangible investments
have yet to be included in the SNA on an ongoing
basis. This limits our ability to track how Canada’s
intangible economy is performing over time. It
also inhibits our understanding of what impacts
investments in intangibles have on our economic
performance, as well as key areas of strength,
weakness, and opportunity in Canada’s intangible
economy.

For Canada to compete in the intangible economy,
we must consistently measure our performance.
This is particularly important from a policy
perspective, as it would help us to identify areas
that require intervention, while also understanding

S V)

the impact, if any, of specific policies and programs
on the performance of our intangible economy.

+ What metrics and data should we collect and
analyze in order to have a meaningful picture of
Canada’s intangible shift?

+ How can we collect and analyze data in
ways that allow for meaningful comparisons
over time, across regions, and relative to
international peers?

+ What is needed to develop clearer
understandings of the relationships among
intangibles and productivity, growth,
employment, and distribution?

+ What are the main challenges to measuring
and analyzing Canada’s intangible economy,
and how can these be addressed?

A DEVELOPING AGENDA

These areas of focus are suggestive and not
exhaustive. Together they make up a subset of
policy areas that require attention, but the exact
questions and methods of investigation are open to
further discussion. Moreover, there are likely other
policy areas not mentioned that will need new
thinking and action, and that we hope will emerge
from discussions prompted by this report. This is
an emerging field with few signposts to guide the
way. Engaging with policymakers, practitioners,
and other researchers will be essential to charting
a research and policy agenda that makes sense for
Canada in the age of intangibles.

MANAGING THE INTANGIBLE SHIFT

The intangible shift presents significant
opportunities and challenges for firms, workers,
and policymakers. Investments in intangible
assets are rising in Canada — especially in
branding, talent development, and organizational
improvements — contributing to significant
improvements in economic output and
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productivity. But Canada is falling behind other
countries both in terms of achieving and managing
the intangible shift. Other countries are in high
gear and pulling away. There is an urgent need for
action to enhance Canada’s competitiveness in the
age of intangibles.

Accelerating and benefitting from the intangible
shift will require new policy thinking. Because
intangibles exhibit unique properties and
behaviour, existing frameworks and policies

THE INTANGIBLE SHIFT

are inadequate for the new opportunities and
challenges we face. Fresh thinking on financing,
data and IP policy, competition and trade policy,
skills and education, distribution, and other

policy domains is needed. In the absence of new
thinking and new policies tailored to the realities of
intangibles, Canada could miss out on substantial
growth and employment opportunities. Our
economic and social well-being requires a new
policy agenda for the age of intangibles.
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