Delivering Tangible Estimates of non-SNA Intangible Assets
Richard Heys!and Eurydice Fotopoulou 2

Office for National Statistics

Abstract: Intangible assets have grown increasingly important in the modern economy. Our

understanding both of the types of intangible assets and methods to measure them have grown

alongside the modern economy’s requirements. Whereas previous iterations of the System of
National Accountsincorporated or ‘capitalised’ some of the most recognisable intangible assets,

others remain ‘uncapitalised’ outside the asset boundary. This paper identifies the need to
provide accurate estimates of investment in these assets despite this. Utilising the Corrado,

Hulten and Sichel (CHS) framework, we summarise the methods utilised by the Office of National
Statisticsin the United Kingdom to produce estimates of the full set of CHS ‘uncapitalised’ assets,

to provide a universal picture of these assets and their economic importance. In particular, we
provide data on the magnitude of these, utilising estimates covering the period 1997-2019. The
paper then spotlights the methods currently used to deliver estimates of marketing assets, which

have been proposed for inclusion in the 2025 revision to the System of National Accounts, and
their relationship to information contained within the existing national accounts. The paper
concludes by reviewing the data requirements of these methods and potential lessons which can

be learning from UK estimates.
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1. Introduction3

Intangible assets, also known as knowledge assets or intellectual capital, are assets that do not
have a physical or financial dimension. This group of assets includes software, reputation and
branding, design, and researchand development which contribute to the long-termaccumulation
of a firm’s knowledge capital, and, as aresult, commercial value. Such assets complementphysical
(tangible) capital, such as buildings, equipmentand machinery, in driving economic growth.

Their growing importance in amodern world has become more visible, following a marked shift
in economic activity from the “physical” products markets to digital marketplaces, with the
advent of more advanced technologies. The fast growth of production of intangible assets,
coupled with digitalisation of economic and recreational activity broadly, has started disrupting
the mainstream economic development paradigm, that advocated for industrialisation before
development of knowledge capital. Indeed, over the last 3 decades we have witnessed a
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movement away from tangible capital-intensive to intangible knowledge-intensive production.
Consequently, innovation and knowledge capital are essential in understanding and measuring
productivity.

Measuring intangible assetsis an area of growing importance for the Office for National Statistics
(ONS) in its efforts to provide a more complete picture of the UK economy. Changes to the UK
National Accounts — which capitalised spending on some intangible assets such as Research and
Development - have contributed to addressing this change in the nature of production. In this
attempt, the ONS has benefitted from a growing body of economic literature that develops a
measurement framework to capture investment in a broader set of intangible assets, which are
not capitalised in the UK National Accounts.

Figure 1. Total investment in intangible assets (market sector and own production)
compared with the total in investment in tangible assets, UK, 1997 to 2019, £bn (current

prices).
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Currently, the ONS publishes ‘capitalised’ investment estimates in mineral exploration,
entertainment, literary and artistic originals, research and development (R&D), and computer
software and databases, within the National Accounts.Besides these, it also publishes investment
estimates (experimental statistics) for ‘uncapitalised’ assets outside the National Accounts,
namely design (own account and purchased), branding (own account and purchased), financial
product innovation, own account software, organisational capital (own account and purchased)
and firm specifictraining.

The ONS has published so far 7 datasets, methodological notes, articles and bulletins on
experimental estimates ofinvestment in intangibleassets, covering the period from 1992 to 2019
for most assets (the exception being firm specific training, where the time series ends in 2017),
at 2-digitlevel of Standard Industrial Classification (SIC). These publications map the journey of
development of intangible assets statistics for ONS, based on the pioneering work of Jonathan
Haskel, Tony Clayton, Carol Corrado and Peter Goodridge, who first worked on the framework
applied by the ONS to produce these statistics. A forthcoming publication on investment in
intangible assetsin the UK (15t December 2022) will bringthe time series to 2020 for all assets.



In this paper we discuss theassets outside the National Accounts. The following section goes over
the thinking and working definitions of these assets, presenting the relevant estimates. Section

three looks specifically into our experience measuring branding assets, as the ONS is one of the
few national statistical institutes that has attempted to estimate investment in this group of
assets. The fourth section presents challenges around double-counting. Section five concludes
with a plan for further improvements.

2. Intangible assets outside the SNA

In this section we look into non-financial, produced assets, that have the properties of intellectual
property products (IPPs).

Figure 2. Location of assets in the System of National Accounts 2008
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2.1 Design

Experimental ONS estimates of investment in design follow the literature in measuring
"architectural and engineering design". The primary data sources for purchased investment in
design are intermediate consumption and Gross Fixed Capital Formation (GFCF) in architectural
and engineering activities (Classification of products by activity CPA category 71), obtained from
the supply and use tables published by the ONS. Tomeasure own account investment in design, a
sum-of-costsapproach is adopted, using the Annual Survey of Hours Earnings (ASHE) to identify
those working in pre-specified design occupations and estimate the cost of work that leads to
long-lived design assets.

More generally, design work can include a much wider variety of activities, from aesthetic
activities such as fashion design and interior design, through to service design. Since April 2021,
the ONS estimates have also included the turnover of the specialised design industry as an
additional data source, as a further step towards including a broaderrange of activities. Different
types of design exhibit different characteristics. Not all design could be considered long-lasting,
not all could represent a store of value, and bespoke/unique designs are unlikely to provide a
flow of benefits contributing to a production process, so we apply a discount factor to the total
value of time worked by the relevant professions to take account of this.In addition, without some
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degree of formal protection (copyright, registered design rightetc.)it is difficult to ascribe
a formal economic owner to various types of design and envision how they would benefit from it
and restrict use of the it.

2.2 Organisational Capital

Investmentin organisational capital is generally thoughttobe investment into the structuresand
management practices of organisations intended toincrease productivity and efficiency. There is
no single accepted definition however, and some literature considers organisational capital to be
a much broader concept, and potentially a contributor to a quantified measure of social capital.
Experimental ONS estimates measure purchased investment in organisational capital as
intermediate consumption and GFCF in management consulting services (CPA category 70), and
the sum-of-costs approach using ASHE is employed to estimate own account investment.

While organisational capital evidently provides benefits over time to a company, our initial
conclusion is we need to question whether this really comprises a store of value in the way an
asset typically would. Similar todesign, if there isno protection of the company’s organisational
capital (e.g.secrecy), then it becomes challenging to establish economic ownership or see how
the item can be restricted.

2.3 Firm-specific Training

Firm-specifictraining relates to the "know-how" that is not transferable between companies, for
example, the knowledge needed to use bespoke software. For this reason we see this asset as not
representing a double count with traditional methods of measuring human capital, which
represents the skills and knowledge which can be transferred from employer to employer. The
act of providing training is considered a service within the SNA but can be viewed as investment
in acquisition of knowledge and skills, in parallel to education and health services, which could
alternatively be seen as investment in wider human capital.

In experimental measures, a sum-of-costs approach covering the cost of training staff (both in
terms of direct training costs and the cost of employees' time spent on training) is used to
estimate the value of knowledgeand skillsacquired,assuming perfect markets where firms spend
up tothe value acquired. The main source of datais the bi-annual National Employer Skills Survey.
Again, it may also be difficult to establish economic ownership of firm know-how distributed
through training, although the distinction with human capital is suggestive that as employees
cannot transfer this skill, the easiest approach maybe to treat the employer who has paid for the
trainer as the owner, as they are the only institution for whom this investment deliversany value.

2.4 Branding

Brandingis the termused by the ONS to cover marketing assets#. Currentexperimental estimates
of investment in branding cover a proportion of market sector expenditure on advertising and
market research. Purchased branding measurements use intermediate consumption and GFCF
data on advertising and market research services (CPA category 73) from the ONS supply and use
tablesand turnoverdata for both theadvertising and market researchindustries from the Annual
Business Survey (ABS). Own accountestimates use the sum-of-costs approach with the ASHE data
for relevant occupations. Branding will be discussedin more detail in the following section.

2.5 Financial Product Innovation

Financial product innovation (FPI) was proposed by Corrado, Hulten and Sichel in 2005 as
research and development (R&D)in finance, a form of non-scientific R&D, broadly defined as an
estimate of the spending for new product development by financial services and insurance firms.
According to the Frascati Manual, an activity must be novel, creative, uncertain, systematic, and

4 There is the recognitionthat this may need to be changed if marketing assets are accepted as the SNA
terminology..



reproducible to qualify as R&D. The creation of new products in finance could satisfy these
criteria. Since then, discussion around FPI has broadened to recognise the importance of other
factors in the innovation process, such as software, marketing, and training. Innovation - in
finance but also more generally - can encompass the implementation of knowledge or products
thatare notnovel in general but maybe new tothe firm. The ONS' estimates of FPI use a sum-of
costs method with ASHE data, using a proportion of the wages of economists, statisticians and
researchersinthe finance and insurance industries.

Table 1. Uncapitalised assets, epigrammatic method of estimation and UK data sources

Potential IPP (not included in SNA) Estimation method

IArchitectural and engineering design Purchased component based predominantly on Supply and Use
expenditure data (Intermediate Consumption and GFCF). Own-
account component uses sum of costs approach, modelled using
Annual Survey of Hours and Earnings (ASHE) data.

Branding Based predominantly on Supply and Use expenditure data
(Intermediate Consumption and GFCF).

Firm-specific training National Employer Skills Survey, extended using Supply and Use
data.
Organisational capital Purchased component based predominantly on data from the

Management Consultancy Association. Own-account component
uses sum of costs approach, modelled using ASHE data.

Financial product innovation Sum of costs approach, modelled using ASHE data.

3. Investment in marketing assets

[tems such as brand names, mastheads, trademarks, logos, and domain names (BPM6 paragraph
13.17 and 2008 SNA paragraph 10.198), used by an entity to promote its products or brands, can
all be considered marketing assets for an organisation. As such, they are assumed to be
contributing significantly to brand recognition, consequently “brand value”. This requires
investment by corporations in building and supporting their brands to differentiate the
characteristics of their services and products, aiming to create customer loyalty, via emotional
signalling.

For simplicity, the terms “branding” and “marketing” are considered interchangeable, and are
different to advertising, which via deployment of marketing techniques would aim to influence
consumers, but it could also be used to convey information that have time-critical character.
Marketing and brand equity activities include: market research and market testing, methods for
pricing, product placement and product promotion; product advertising, the promotion of
products at trade fairs or exhibitions and the development of marketing strategies. Marketing
activities for existing products are only innovation activities if the marketing practice is itselfan
innovation. In practice however, as we discuss in section four, it is quite challenging to avoid
overlaps between different activities thatcould be part of the marketing process, such as market
research and design.

The complexity of marketing assetsis partially recognised by the2008 SNA, where it is noted that
a brand can be interpreted as far more than just a corporate name or logo. It is the overall
impression a customer or potential customer gains from their experience with the company, its
services and its products. Further, in paragraph 10.199 of the SNA, the value of goodwill and



marketing assetsis defined as the difference between the value paid for an enterprise as a going
concern and the sum of its assets less the sum of its liabilities, each item of which has been
separatelyidentified and valued. Although goodwill is likely to be present in most corporations,
for reasons of reliability of measurement it is only recorded in the SNAwhenits value is evidenced
by a market transaction, usually the sale of the whole corporation. Exceptionally, identified
marketing assets may be sold individually and separately from the whole corporation in which
case their sale should alsobe recorded under thisitem.

Thereis adifference between brand equity and branding:

* Brand equity is the value of the brand over and above the sum of its fixed assets and
includes the value of reputation and the synergies between its assets. The national
accounts item ‘Goodwill’ which represents the difference between the valuation of a
company and its capitalized assets (particularly when realized at a point of sale) could be
expected tocapture the value of brand equity, alongside other 'uncapitalised’ intangibles,
including training and organisational capital.

* Branding assets (called Marketing Assets in SNA) will include things like logos, slogans,
and even colour schemes (anything which can be trademarked or placed under an
equivalent protection in terms of ownership and use) and are typically created though
payment for work done e.g. paying a graphicdesigner to create a logo. Despite this, they
are considered non-producedassets inthe SNA dueto measurementdifficulties; branding
assets are rarely sold in isolation and the SNA stipulates estimates should only be
produced on evidence of a sale. Arguably these could also, however, be covered by
‘Goodwill’.

[t is perfectly possible for branding expenditure and brand equity to be unrelated if consumer
preferences or perceptions change - for example,ifa brandis caughtup in somescandal, its brand
equity could fall to zero in spite of extensive expenditure on branding assets. Companies may
spend a lot on activities intended to increase their brand reputation and in turn, equity, but
ultimately theirperformancewill determinetheir value.

Currently thereis nointernationally agreed statistical methodology on how to produce estimates
of marketing assets, although the SNA revision process is tackling this. However, the United
Kingdom produces estimates of investment in marketing assets, based on the methodology
generated by Corrado, Hulten and Sichel (2006) for the US. Current experimental estimates of
investment in branding cover a proportion of market sector expenditure on advertising and
market research. Purchased branding measurements use intermediate consumption and GFCF
data on advertising and market research services (CPA category 73) from the ONS supply and use
tablesand turnoverdata for both theadvertising and market researchindustries from the Annual
Business Survey (ABS). Own accountestimates use the sum-of-costs approach with the ASHE data
for relevant occupations.

The ONS uses the recommended approach for estimating own-account software and IPP may be
used to estimate own-account branding as follows:



Value of own-account production =
Total number of employees working on own-account productionx
Average compensation of employees x
Proportion of time spent on own-account production +

Other intermediate costs used in own-account production +

Notional operating surplus related to own-account
production (capital services) (only depreciation for non-
market producers) +

Other taxes (less subsidies) on production

The ONS uses a sum of costs approach for expenditure on own-account brandingusing a method
parallel tothat recommended for own-account software by the OECD and Eurostat:

* expenditureon own-account branding

* wagesand salaries of relevant workers

* scale-up factor for non-wage labour costs

* scale-up factor for non-labour costs

* scale-down factor for time on non-investment activities

* scale adjustment factor for those industries that produce the relevant good for sale, to
avoid double-counting, with ‘purchased’ investments

The variables are drawn from the Standard Occupational Classification (SOC) codes from ASHE
as relevant and estimates the following, for each of the six SOC codes:

* theproportion of employees that workon branding

* thefraction of time spenton branding by these employees

* theproportion of branding work that should be counted as ‘investment’

* the fraction of branding work done by specialist advertising and market research

organisations thatis own-account Division 73 in the SIC (2007)

Based on our most recent findings, total investment (in current prices) in branding by the UK
market sector has been steadily increasing over the last two decades, reaching£26.7 billion (Fig.
3).



Figure 3. Total Investment in Branding, CP, £m
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Source: Office for National Statistics

Fig.4 and 5 illustrate that branding remains a small part of the total investment in intangible
assets in the UK, accounting for 6.3% of the total investment in intangibles in 2019 (in current

prices).

Figure 4. Total Investment in Branding & Total Investment in Intangibles, CP, £m
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Figure 5. Branding as % of total intangibles
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The ONS outputs highlight two key challenges relating to the measurement of own-account
branding.

i) Determining the occupations contributing tobranding.
ii) Estimating the proportion of time spent on branding that could be considered investment.

Marketing in particular demonstrates that there can be discrepancies between the expenditure
that firms would consider ‘investment’ and the actual resulting stock of value (for example,
expenditure on branding assets and advertising compared with the stock of brand equity). In
addition, unlike conventional producedassets, an item such as brand equity could reasonably be
expected to appreciate over time. Are the stocks or flows considered more important for policy
purposes and how should discrepancies be reconciled?

4. Double-counting issues

Given the nature of the activities involving the production of all ofthese assets, we have identified
the areas where double countingislikely tobe occurring, including overlaps withassets that are
considered non-produced.

We first look at Financial Product Innovation. Financial Product Innovation is a form of ‘non-
scientific R&D’ and it has been presumed that this is not covered in R&D surveys such as ONS
Business Enterprise Expenditure on Research and Development (BERD) survey. However, BERD
follows the Frascati Manual which does not exclude non-scientific R&D and ONS reports R&D
estimates for Industry K (Finance and Insurance). Therefore, we believe that if FPI is intended
only to cover activity fulfilling the criteria for R&D, then thisis already accounted for under SNA.
There may also be an overlap with Software (e.g. payment via apps).



Design is another asset where the limits are not clearly identifiable. There is potential for a
substantial overlapbetween engineeringdesign and ergonomic/productdesign and R&D; in fact,
the typical engineeringdesignprocess almostcertainly appears to fulfil the criteria of the Frascati
Manual. Ifaesthetic design weretobe considered, there may bean overlap with Artistic Originals.

Organisational capital will increase a firm’s value beyond the sum of its parts as it will have
inherent processes and structures that allow it to outperform other businesses, making it worth
more to a potential buyer. The SNA arguably considers organisational capital asa component of
goodwill (10.196).

Brandingis a much more complex area, that is likely toalso overlap with the non-produced asset
category “goodwill and marketing assets”, in the SNA 2008. Conceptually, the SNA category
‘Purchased Goodwill and Marketing Assets’ covers both the value of brand equity (goodwill - a
firm will be worth more than the sum ofits capital asit has a reputation that hasbeenbuiltby its
operating standards) and brandingassets (marketing assets). A firm havinga strong performance
islikely toprovide an increase toits brandvalue regardless of the ‘actual’ value of its investments.
However, the SNA stipulates that these should only be recorded on evidence of a sale. It is
particularly uncommon for branding assets tobe sold in isolation and, more importantly, as these
cases are very rare it would likely to lead to statistical disclosure. It would also be difficult to
obtain accurate price valuations as we would need explicit information on the price paid and the
balance sheetvalue, and of course the former to exceed the latter, for this to be recognised as an
asset. Interestingly, the SNA also states that “the major reason for not treating marketing assets
as fixed assets is due to the difficulty of measuring their value.”

Branding can also overlap with Research and Development in the Frascati manual. Paragraph
2.65 argues that research for the arts consists in developing goods and services to meet the
expressive needs of artists and performers. There are enterprises in this line of business that
devote a significant part of their resources to R&D in this area. For instance, they engage in
experimental development to produce new electronic musical instruments to suit the needs of a
group of performers. Other types of R&D organisations (mainly universities and technical
institutes) also play arole in exploring new technologies for performance art (toimprove audio/
video quality, for instance). The activity aimed at supporting the introduction of new
organisational or marketingmethods by artinstitutions (advertising, financial management, etc)
may qualify as R&D, but caution should be exercised in making this decision. This area of R&D
performance is already covered by existing data collection.

Moreover, there is the Other intellectual property products (paragraph 4.53) category to
consider. This category includes the costs for purchased patents, long-term licences, or other
intangible assets that are used in R&D and which are in use for more than one year. Other
intangibles that can be reported in a unit's internal financial accounts, such as marketing assets
or goodwill, should notbe included.

The Oslo manual (Chapter 4) provides a framework for measuringbusiness innovation activities.
The chapteridentifies eight types of activities that firms can undertake in pursuit of innovation,
although many ofthese largely knowledge-based activities can also be carried out for other, more
general purposes. Two of these are:

i) Marketingand brand equity activities
ii) Intellectualproperty (IP) relatedactivities
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In the same manual, paragraph, 4.18, argues that marketing and brand equity activities include
market research and market testing, methods for pricing, product placement and product
promotion; product advertising, the promotion of products at trade fairs or exhibitions and the
development of marketing strategies. They also include advertising for trademarks that are not
directly related to a specific product, such as advertising linked to the firm’s name, as well as
public relations activities that contribute to a firm’s reputation and brand equity. Sales and
distribution activities are not part of marketing and brand equity activities.

Considering marketing and brand equity activities as an innovation activity (paragraph 4.19) can
lead to further challenges- marketing activities for existingproducts are only innovation activities
if the marketing practice is itself an innovation. For many companies only a small fraction of
marketing expenditures is likely to be linked to product innovations introduced within the
observation period. Relevant innovation activities include preliminary market research, market
tests, launch advertising, and the development of pricing mechanisms and product placement
methods for product innovations. In some cases, the advantages of a business process innovation
could also be marketed, for instance if the business process innovation has environmental
benefits or improves product quality. Expenditures for marketing and brand equity activities
include all activities identified in subsection 4.2.3, including expenditures for training for
marketing and brand marketing activities. Expenditures for trademarks should be reported
under I[P activities. Data on expenditures for the acquisition of external marketing and advertising
services can  often be  obtained from a firm’s  income  statement
Expenditures for IP-related activities includeall currentexpenditures for the activities identified
in subsection 4.2.4. These should include expenditures on training for managing IP and on the
acquisition of trademarks for marketing and brand equity activities. The cost of purchasing
external IP for R&D should be reported under R&D.

5. Conclusion

The ONS is committed to producing statistics on intangible investment and we are seeking to
update and improve our work to reflect the latest developments and best practice. Along these
lines, we consider several areas in need of improvement. The following areas should also be
considered by any other countries embarking in the measurement of branding (marketing
assets).

The first one to examine is importantly, as discussed above, we cannot ignore the issues of double-
counting, with a potential overlap between some branding activities, advertising, computer

software and R&D.

The second is the proportion of time that the relevant workers spend on own-account branding
as opposed to branding for outside organisations merits attention too, as we assume that
proportion of those that work in branding are rather wide ranges (e.g. 15-30%). This is related
to the fraction of time spent on branding by employees, by the assumption that time-factors
cannot exceed 70%. This assumption follows the OECD recommendation of only a 50% time-
factor for software professionals; in both cases for employees who appear to spend their time
solely on own-account work. As such, the fraction ofbranding work done by specialistadvertising
and market research organisations that is own-account is worth looking into, too. 95% of the
branding produced by division 73 in the SIC (2007) is excluded since it will sell most of what it
produces.
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Thirdly one should consider the proportion of branding work that should be counted as
‘investment”: it is usual to assume in-house staff are usually more involved in short-lived
advertising work, thus leading to a 30% proportion of in-house advertising work being used to
estimare asinvestment. The proportions of purchased Advertisingand Market Researchthat are
long-lived are estimatedat 60% and 80% respectively.

Fourthly, itis essential to develop more accurate deflators atindustrylevel, which isan area we
are currently undertaking research, predominantly focussing on the R&D deflators, considering
a number of options.

Fifth, thereisalso a need to establish the difference between investmentin branding /marketing
assets such aslogos, and expenditure intended to serve as investmentin the overall brand equity
and reputation (advertising marketresearch etc.). These may be linked but outlay on branding
assets or services like advertisingdoes not necessarily lead toincreased brand equity. Advertising
doesnotlead toitemsthatare astore of value in their own right, however the outcomes of market
research may be valuable, particularly if there are modes of protection in place. The SNA
acknowledgesthatgoodwill and marketing assetsdo have the characteristics of an
asset, however, they are currently categorised as non-produced assets.

Finally, publicsector and non-profit institutions serving households (NPISH) marketing assets is
another area that needs further investigation. Whether the public sector or NPISH produce
marketing assetsisopen to debate, astheir advertising and branding signalling is not related to
an activity thatleads directly to profits (usually), but to convey information for the common good.
We note that there are significantsemanticandideological complexitiesinvolved in this task, that
require broader collaboration and coordination.

None of these points, however, are beyond resolving and simply require sensibleinvestmentand
attention. We consider this to be an area of development which national statistics institutes

should be able to move forward using this and similar workby other bodies as a foundation.
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