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The Cost of Managing Intangibles
in Global Markets
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Abstract
Intangibles are often become the most critical ueses for businesses in global
competitive markets. Thus, intangible assets argbures must be managed
adopting specific strategies that determine costk different patterns over time:
expenses (with a short term span) and investme&its & medium to long term
span) and with different underling explicationssetional and causal costs).

Keywords: Intangible Assets; Global Competition; Brandart Equity Patent;
Trademark

1. Intangibles and M anagerial Economics

Intangible products have multiplied on global ma&skalso as an effect of the
digitalisation of information. The habit of dealingintangible supplies has spread
in time and in space: today no one finds it diffido consider a piece of music as
an entity independent of its physical support (ssette, a vinyl disc, a compact
disc, a music file, etc.) (Shostack 1977; Levit81p In global markets, familiarity
with the concept of an intangible product had spre@ormously and, at the same
time, managerial economics have adapted to this mgve of economic
relationship.

However, the intangibility associated to services sghat related to intangible
goods pose significant differences for managedahemics. In the case of services
(tourism, hotels, postal service, etc.) intangipilis a condition that limits
management, or rather it has always been depistedlianitation on a company’s
freedom of action. The intangibility of a servicesps management problems
related to the need to install over-sized and Wsweadder-exploited structures to
respond to peaks of demand. Other problems alsogemegarding management of
the human resources involved in the provision &f $lervice, from selection to
motivation and training. Last but not least, thare all the aspects related to the
assessment of the service, an essential eleméstmbvision, and indispensible to
orient corporate decisions in the most economicaktton (Berry 1980).
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On the other hand, the intangible goods that emé&nye the digitalisation of
specific categories of products induce us to appréine aspects of intangibility.
The absence of inventories does not limit the fadwelectronic currency because it
does not lock up scarce resources but, at the samee it allows businesses to
respond to any level of demand, whether predictablenpredictable, at the same
cost. The intangibility of these products simpkfigheir spread and marketing,
opening up real and potential markets, with vewy &mnd shrinking communication
and distribution costs.

Globalisation has therefore encouraged the devedopwi digitalised intangible
products, which can be exploited immediately at mst, but at the same time it
has rendered certain categories of intangibles, wdnich companies have
traditionally based their distinctive capabilitiegjinerable. This is the case, for
example, for trademarks and patents, the most dalyprtangible resources for
management.

The importance of these resources for a compangiapetitive vitality is
confirmed by the significance that has been atteitbuo them for some time, and
the value that the rights related to registeredemaarks, to patents, copyrights and
S0 on acquire for management.

It is important to clarify from the real beginnirgf this article that we are
distinguishing, from a managerial economic perspecintangible resourcesi.e.
resources created with discretionary costs —prgppafinedinvestmentdecause
they generate financial revenues for the firm ie tmedium-long term) from
intangible assets(i.e. assets created with causal costs, and wiaickorb
continuously new costs —aexpenses for their creation, maintenance and
exploitation in the medium-long term).

Going back to intangible resources we know thattthdemark has established
itself with the goal of distinguishing corporateply, when the product or service
offered competes with other alternatives. The Mmaml& has developed
significantly following the second industrial reutibn and the birth of mass
markets, when consistent masses of customers lt@dsato numerous categories
of industrial products, which joined and then replhartisan products.

The distinctive goal of the trademark is also asged with explicit purpose to
protect the consumer, with the result that in #ngal systems of most developed
countries, the possibility of unequivocally idewitifg the manufacturer, who has
specific liabilities, has become an essential eferoéany corporate supply chain.

Initially, the trademark was linked to the manufmet of the supply, but then
even the distributor began to establish his owrdemnasarks, replacing the
manufacturer's trademarks with his own. This piactis widespread in all
developed countries, in both foods and non-foodf) by large marketing chains
and small retailers who have mainly selected sepplio produce specific goods to
vary their own assortment. This system evidentkysdaot take anything away from
the system of liabilities associated with the tradek, but adds the role of the
distributor as a guarantor of the customer in i@teto the product offered.

One of the main aspects related to the trademankainagerial economics is the
right to exploit it. This is the exclusive rightwoed by a specific and clearly
identified party, to make the most appropriate osa specific symbol, logo, etc.
This use is usually expressed by placing the tragkenon specific goods —
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produced and/or marketed by the holder of the tremik — but may also translate
into the grant of the right of use to third partfksensingandmanufacturing under
licence® or even consist in the non-use of the trademarkdmpetitive purposés

In order to guarantee the exclusive of the rightigé¢, most countries around the
world have developed specific laws to protect traaeks which, after the
appropriate verification of their unique statusydndeen filed in compliance with
current local legislation.

Another intangible resource that is similar to thedemark, and highly
significant for corporate management, is the paténis also a right to the
exclusive use of a given process, a molecule, #tat,has been patented, and in
relation to which a process established by curkegislation in the territory has
been concluded, verifying the innovative natureghs subject of the patent, and
allowing it to be exploited for a given period ohe by the person filing it.

The most crucial aspect of these intangible ressuit corporate management is
therefore associated to the exclusive right of tied allows the owner of an
intangible resource to use it in the most approgrigay, which is usually the
economic exploitation of the resource. This righuaranteed by the national legal
systems in the various countries in which it islegal) and presupposes that forms
of reciprocity exist between countries. In facg tight to exclusive use is applied
in the context of the scope of action of a givestay of rules, which usually
coincides with the geographical sovereignty of aremore countries The
exploitation of the intangible resource is therefassociated with closed contexts
for which a boundary may be established, withinclhihe right is applied and
outside which it is not. International agreementprotect trademarks and patents
have extended the reach of these rights but hamplysiexpanded their field of
application to closed spatial contexts even if ¢hese more extensive. The
geographical and legal boundaries therefore circubes the closed territory in
which the exclusive right of use guaranteed byfiliveg of trademarks and patents
applies, and define the protected field of actidrth® companies that own the
rights.

1.1 Intangible Resour ces and Discretionary Costs

The importance of intangible factors in managereadonomics and the
significance of its value in the context of corgeraesults is demonstrated by the
need that emerges on all sides to attribute to @@ounting value to be entered in
the financial statements, and makes it possibfallpappreciate the various assets
that contribute to the operating result.

Attributing a value to intangible factors is a difflt problem to solve, all the
more so because over the years scholars have pobposnerous alternatives that
have been applied in various ways by companiesi,(Dafey 2007). However, all
of them have limitations, some very significantthe point that to date there is still
no objective criterion to value intangible resogrtleat is universally accepted by
all accounting and tax systems. The consequences/afevaluation or under-
estimation of the value, have repercussions forcthrporate value and for ‘third
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parties’ (e.g. tax office and shareholders), witiplications that are not elementary
for ordinary and extraordinary operations (mergacgjuisitions, demergers).

The issue of establishing a value for intangibkougces in financial statements
drafted for statutory and fiscal purposes highbgihat is a crucial aspect for the
development of the intangible resources, that @& twosts sustained for its
development. In fact, intangible resources witheptil for economic exploitation,
like trademarks and patents, can be obtained throwg alternative solutions: a
purchase from third parties, in which case thescassociated to the transaction are
known; or in-house development, which presuppolatthe company meets all
the costs necessary to create a trademark or atpate

The development of an intangible resource like amlémark or a patent is a
process that may take a long time and certainlyrbisshuge costs. The costs
associated to the development of trademarks arehtzatire of a discretionary
nature. In other words, these are costs whose -&dfesst relationship is not
known. They are costs that are met as long as thdtads availability to do so,
without necessarily knowing how long it will take achieve a result or the type of
result achievable.

o One economic sector that depends significantly irangible
resources is the pharmaceutical sector, for whidthbthe product
patent (e.g. the patent of a molecule or the praoedo produce it) and
the trademark with which this product is marketextdime extremely
important. ‘The ethical pharmaceutical industryas important one,
not so much for its economic size as for the ben#fat it delivers to
users of its products. The industry has been taanstd structurally
since the 1940s from a producer of selected chdsicaa research-
oriented sector that makes a major contributionthe technology of
health care. Its very success in generating a stred new drugs with
important therapeutic benefits has involved theustdy in intense
public policy debates over the financing of thetafsts research, the
veracity of claims for its products, the prices ed for them (not to
mention who pays those charges), and the socigtynal degree of
patent protection’ (Caves, Whinston, Hurwits, 1991)

The discretionary nature of the cost is also exgldiby the fact that, because
there is no cause-effect relationship between the&scmet and the intangible
resource created, it is extremely complex tryinglédine in advance the cost that
one expects to meet to develop a given intangid@tof. In other words, it is
practically impossible to define in advance whatds will have to be targeted at
the process to develop the intangible resourcehabit can really be exploited
economically. Here too, a typical example of thisiation can be found in the
chemical-pharmaceutical sector where research emel@pment activities are very
expensive, involving a large number of researchashuge costs and, although a
large number of new molecules are created eveny gpady very few actually pass
the various test stages to go forward to the nexeldpment stage. In turn, few
molecules get past the development stage and astdeved suitable for patenting
and economic exploitation.
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The whole process usually takes so long that ttenmdceutical sector needs to
extend the duration of the patent protection beybadraditional twenty-year period.

o The pharmaceutical industry has an important cloéeastic that
sets it apart from other industries that rely ontgré protection. In
many technology-based industries it is possibl&kdep inventions a
secret until the moment they are marketed. Thidlesainventors to
delay patent filings until the last possible momantl, therefore, to
maximize the effect of the 20 year patent term lwiuas from filing of
the patent application. The culture of medical sesh, however,
emphasizes very early disclosure of inventionsallslong before a
resulting product can be placed on the marketThe lengthy time
period between patent filing and placing a prodoietthe market means
that pharmaceutical manufacturers receive far sboperiods of patent
exclusivity than is the case for other patent delpet industries. This
problem has been addressed in legislation in thétddnStates and
elsewhere which permits a patent applicant to agptyextensions of
patent term to compensate for the inability to neaikventions due to
safety and efficacy regulation. However, the tiragquls permitted for
such extensions do not equal the time lost in tgbib market. In the
United States patents can be extended only for thalftime period
consumed by the regulatory approval process, amdafanaximum
effective patent term of fourteen years (Cook 2002)

However, not all research and development actssitireecessarily produce
economically interesting results: in spite of absoy huge costs, some research
does not produce any patent nor, therefore, aapngible resource. For this reason,
the possibility of patenting and protecting the ews exclusive right to use the
patent is considered an essential element toyudistretionary the costs.

o The benefit of granting an inventor the exclugk@perty right of a
patent for the limited period of 20 years is that &r she is given a
powerful incentive to create. The inventor is assuthat investors will
be given the incentive to commit the financial tgses necessary to
support the inventor’s research and to develomithite point where it
can be manufactured and made available to the nharke

Patents work differently in different industries.owkver, in the
pharmaceutical, chemical and biotechnology indestrithe patent
normally equals the product, and protects the esiteninvestment in
research and clinical testing required before pfagit on the market.
Patent protection for chemical and pharmaceuticaloducts is
especially important compared with other industiesause the actual
manufacturing process is often easy to replicate @m be copied with
a fraction of the investment of that required ftwe tresearch and
clinical testing (Wegner 1994).
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In particular, the costs met to develop intangitdsources may be defined as
investments, because they are destined to relbasebenefits in time. Intangibles
like patents and trademarks allow those who whuderights to their use to enjoy
their benefits over time, similar to an investmé#mt is associated to costs met
(negative financial flows), from which one expeptecise positive financial flows,
which can repay the sums invested.

2. Intangible Assets and Global Managerial Economics

The exclusive right of use of trademarks and patgives the holder a substantial
monopoly and is the motivation underpinning theciisonary costs that
businesses meet to achieve and protect their rightaeever, in global markets,
because they go beyond national boundaries andtieéthn the limitations for the
application of specific legal requirements, there different legislative systems
and different rules depending on the country amdettonomic sector. As a result,
without the protective boundaries, the basic caoowt that support the rights on
which these monopolies are based also cease.

So large global companies cannot limit their efford a constant striving to
protect their rights, because there is no guaramtete world today that this
condition can be met. On the contrary they musk li@o solutions that go beyond
the mere legal protection of their trademark (otepf or copyright, etc.),
activating other instruments and other approacleegrbtect their intangible
resources.

o The Coca-Cola Co. understood that licensing (granthe right to
use its trademark to third parties who would usénifproduct classes
other than that of the well-known beverage, onpidagment of established
royalties) could adopt two approaches. The firsditional, approach
saw licensing as a means of economically exploitimg image and
awareness (brand equity) that the company has deedlover the years
with its products. Licensing makes it possibleremglate brand equity
into royalties. The second approach, which strifies a modern
management of competition in global markets, Seeading as a means
of defending brand equity, through the selectionuality partners, not
only in terms of their ability to supply productsam undisputed level, but
mainly in relation to the potential to defend th@angible assets in
sectors other than the beverage sector (Albane@8-2001).

As a matter of fact, if the creation of an intangilresource generates
discretionary costs, the same cannot be said ®mptbtection of the intangible
resource for which, on the contrary, there are ipeecelationships of cause and
effect between costs met and results achievedekample, the partnerships that
global companies establish with other companiearatdhe world to protect their
products, their marketing, the control of the sypgiain, etc. generate important
centres in the networks of global companies anderigee activation and
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management costs that are very familiar to comgaaed met according to a
causal logic, in other words linked to understagahthe cause and effect.

The creation of and consequent need to protectiafehd an intangible resource
highlights the role of special intangible assets, other words the ‘sum of
knowledge accumulated by the company, but alsartaey channels that make it
possible to acquire information that is important the company’ (Itami, Rohel
1987). In fact, while intangible resources suclpai®nts and trademarks refer to a
static ‘finite concept’ that is created, definedl@rotected, intangible assets, such
as brand and brand equity, imply some future deretmt and tend to be
impossible to define and to enclose within statiotgctive boundaries. Intangible
resources such as trademarks and patents areotteedsffined in order to protect
them from possible misuse by other people. Take diti@iled definition of a
trademark necessary for it to be registered, oictmeplex and precise description
of a patent that allows it to be filed, and so Gther intangibles —i.e. intangible
assets-, on the other hand, escape any form ohitlefi in the sense of a
descriptive process designed to limit their fielfl existence, because they
presuppose the dynamic dimension of evolution ateraction with the corporate
system that has created them and with the envirohthat surrounds them.

Intangible assets such as brand, brand equityae¢éclinked to a relationship
between the company and other parties and impha@aaty to manage this
relationship in the manner and timeframe that pnogeessary. These intangibles
are intimately connected to intangibles resounesgdatents and trademarks, being
configured like the former, and their factors obtection and exploitation. To
understand this in full, we have to distinguishwestn the different intangible
assets, depending whether they are related to tbéugt sphere, i.e. to the
company’s output, or to the company itself, i.eitsaorporatedimension.

2.1 Supply Intangible Assets

Product (or supply) intangible assets are relakigmsesources that specifically
regard the company’s products and they play a &kyin product competitiveness.
They are generally deemed to include the brandguemd pre- and after-sales
services. They are based on the existence of afispedationship. Because it
relates to the company products, the relationsbgands the connection between
demand and supply. In this sense, brand may beatefas the relationship
established between a corporate supply and spgafitons of demand (Brondoni
2000-2001).

The link between the intangible asset of brand,taedntangible resource of the
trademark is obviously very strong, because thdetrark is essential for the
brand’s success. However, while the trademark nmmad/ must be described in
detail, the brand may only be appreciated in it®\erg dimension, i.e. in relation
to the possibility it has of instilling value intbe trademark it is founded on. This
makes it important to distinguish between the ddifé types of intangibles
(resources and assets) for company managemesindt ienough to have created a
particularly attractive trademark that identifiagoply, as companies also have to
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invest in promoting the products marketed underttademark, with all the tools
available to qualify their relations with the marke

As a matter of fact, the value of the trademarkhmsense of its selling value to
third parties, depends exclusively on the brand ti@s been established starting
from that trademark. The trademark is thereforengef concept, while the brand
expresses its constantly evolving relational din@nsHowever, the brand’'s
relational dimension, and therefore its dependeanethe organisation that
promotes it, complicates the degree to which tlandbrcan be conveyed to third
parties. In practice, when the ‘staticness’ of oshg of an intangible resource
such as a trademark is transferred, the intangsdet linked to it (i.e. the brand) is
not transmitted, because this depends on the @a@@om’s capacity to instil value
into relations with the market. In other words, tiewv owner of a trademark will
not necessarily know how to make the same useas the previous one, and, by
consequence, he will not be able to qualify thati@hship between his own supply
and the market like the former owner.

o Skoda, the well-known car-maker from Bohemia, manalised
in 1947 and since then, it has generally been seethe typical poor
car from Eastern Europe. In 1991, following thd fal the Communist
regimes in Europe, Skoda became part of the VolgswaGroup.
Today Skoda competes on a par all the other Eunopaa brands and
has lost the negative image associated with ihengast.

Like the brand, design (i.e. all the industrial igasactivities that are part of a
product’s development) is a product intangible asgaech the company exploits to
characterise its products on the market. In thisecto, there is a relational
dimension: the design content of a company’s prodauge depends on its ability
to realise the design in-house, in other wordsirierges from the creative potential
that specifically targets the development of thepdy chain in relation to the
possibility of demand to appreciate this designteon Like the brand, it is
possible to sell a product range that embodieggdebiut not the ability to create
other products that can develop the same relatiprgth demand.

The same may be said of pre- and after-sales sstvitheir value as a supply
intangible asset lies in the fact that, like desitpey are the fruit of a creative skill
in relation to the market. It is possible to copgampetitor’'s pre- or after-sales
services, but not to acquire his creative skillssept by investing huge sums to
develop similar intangible assets in relation t® tarket.

In global markets, the brand, design and pre- dt&t-sales services are assets
that are particularly crucial for the success ef tbmpany supply in relation to the
competition. In fact, the striking feature of thesgoply intangibles is the fact that
they are the result of the system of relations thatcompany has developed with
its market. In other words, the accumulated agbetsthe company acquires from
the input and output of information flows with thearket, which translate into a
specific capacity to respond to customers’ neeols fa market-driven viewpoint,
I.e. ‘before and better than competitors’.
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2.2 Corporate Intangible Assets

The input and output information flows typical otampany’s relations with the
market are the core of its corporate intangible@ssn other words, the factors that
establish the framework of a company’s ability stadlish a systemic relationship
with its environment. Corporate intangible asseinarily comprise the corporate
culture, information system and corporate identiyd they define a company’s
ability to map out, implement, manage and expldie tinput-output of
information/communication that it exchanges wits gnvironment (Brondoni
2000-2001). These assets play a key-role in corspatimpetitiveness as they are
a basic element of companies existence.

In a way, the corporate identity is the most evidatangible asset outside the
company, and it defines the state of the relatipgnghat the company has
established with the various publics that it adskees The corporate identity is
therefore only the status at a given moment ofrédptation of a company that
establishes itself in terms of recognition and immagth those who may have an
interest in the company for various reasons. Thlisntity may vary widely
depending on the type of public that analyses ftc@urse, it is the result of the
company’s actions and of the resonance that isngieethese actions by the
competition and the media. In this way, the corfraentity can be totally
separate from the brand that identifies the cotpasapply, particularly where the
link between ‘corporate name’ and ‘product namehad particularly familiar or
obvious to the general public. The brand typicalbntifies the corporate products
and its relationship, first with final demand arecendly with the other target
publics — first and foremost its business cliemd the competition. The corporate
identity, on the other hand, refers to the repatathat the company, because of its
corporate nature, has established with its stakieln®| primarily shareholders,
suppliers, business clients, competitors, locahauties, etc. — and finally, also
with final demand.

o It is very different to refer to the CIF brand nam a well-known
domestic cleaning product, that is sold and famia#i over Europe —
and to the Unilever corporation, which manufacturés Most
consumers do not know that CIF is a Unilever braart] many are not
aware of the existence of a company called Unile@n the other
hand, there is a system of Unilever stakehold@ngntiers, business
clients, suppliers, employees, local authoritiesl amompetitors, who
are very interested in Unilever and its competitisad financial
performance, both with regard to the cleaning pradgisector (in which
CIF is only one of the best-known brands) and w&hard to many
other business fields in which it operates.

Behind any corporate identity there is a corporatermation system which is
responsible for determining the conditions that erpth a specific corporate
identity. The information system identifies the teys of roles, tools, data and
information that is necessary to collect, procass distribute information in the
company. This structure is to all extents and psepoa corporate intangible asset
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because it is the source of the information on white company’s ability to act

and react on the market is founded. It embodiegstimfinite degrees of freedom,
because it can modify its structure and operatiroggsses according to specific
corporate decisions. The information system isefoee a very powerful tool

because, in terms of power, it permits the optiaeguisition and distribution of

any information, but it may also be the worst filteehich can block a company’s
ability to acquire and distribute information. Thdormation system is therefore
the corporate asset that defines its relations thighmarket, and, more generally,
with the outside world. For this reason, its cheasation has important

consequences for the entire company.

The culture that characterises each company detesmthe design of the
information system, so that it can collect, processl distribute the right
information in the right place and at the right ¢infor the company. The
information system therefore takes shape and igtsired to meet the needs that
are considered important by the company and irtioeldo the information flows
considered important and correct for its managenietterefore depends on the
culture that characterises a specific companyntpkin a shape and structure and
evolving in time according to this culture, withstinct degrees of openness and
closure to the demands of the surrounding envirohme

As a result, the information system is a filter floe corporate culture that it helps
to create, develop and evolve in time, openingpittol or isolating it from the
stimuli coming from the outside world.

Because of its ability to characterise managemedtits decisions, the corporate
culture is also a corporate intangible asset whiak a significant impact on the
corporate information system and identity, becanfsiés effect on the running of
the company, as well, obviously, as on productigitales.

2.3 Intangible Assets and Causal Costs

Corporate intangible assets include the abilityd&velop relations with the
environment, and constitute the conditions necgssadevelop intangible assets
and supply intangibles in particular. Corporatemgfible assets play an important
role in the achievement of a company’s results asdgsuch, constitute an essential
competitive factor for the company. As a resultcampanies, in various ways, try
to exploit and evolve them in the best possible,viayelation to the system of
relationships they want to develop with the envinemt.

Certain intangible resources can be acquired amdfierred from one company to
another, but this is not possible with supply igiaie or corporate intangible
assets without altering them. For both supply igtiales and corporate intangibles,
the system that generates them is decisive. Thaybeareferred to a specific
corporate culture, in other words, the sum of ruledues and ways of managing
and controlling relations with its environment thesich company develops and
foments in its every-day activities (Schein, 1988is therefore possible to transfer
ownership of the tangible assets that are the lb&sie corporate intangible assets,
but not the related capacity to relate these assetach other and, in particular, to
the rest of the corporate system in order to couatel to the company result. It is
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impossible to sell the corporate identity, or riformation system, or a company’s
corporate culture without selling the company ftséhe state of the corporate
intangible assets, in particular, depends on a rurobfactors that are activated by
those who are responsible for taking decisionsaabus levels of the corporate
ladder. In other words, there is a precise caudationship between the actions
performed and the results achieved in relationht dorporate intangible assets.
Which is the same as saying that the costs thaingpany meets to create and
develop intangible assets (both corporate and guppt causal costs, for which we
can recognise the existence of a cause-effectlitikthe results achieved.

In order to develop a specific brand relationskempanies must spend heavily
in the company products, distribution channels;ipg choices and, above all, in
corporate communication. Similarly, the developmeoft specific design
connotations is the fruit of precise, pondered dpen designed to build up the
capacity to develop creative proposals that wippesd to the public. The same is
true for the services that accompany the prodins: is a factor that only adds
value to supply if it is the fruit of precise undanding of the market on the part of
the company, deriving from a stable, tested exchaonfginformation with the
outside world. To develop and maintain useful sypptangibles, the company
therefore has to make precise expenses specifteafigting given objectives. It is
not the same as spending to develop the desigrnpodduct or the creativity of a
promotional marketing campaign or even the propa$ahnovative after-sales
services that catch the eye of specific pockedenfiand. In each of these cases, it
Is indispensable to evaluate in advance the spegifal to be reached and, in this
regard, it is possible to identify the costs to tnédas obviously essential after the
event to carry out the appropriate checks to saettte target has been reached.
Analysis of the feedback naturally establisheggtindelines for future spending.

Costs to create and maintain intangible assets bearconsidered expenses
because the benefits determined by these costoareexhausted and, in order for
assets to be continuously regenerated, new expead# necessary. One example
of spending to create product intangible assets thee costs to produce an
advertising film. The film is necessary for an adigeng campaign that promotes a
specific brand, but its effectiveness is exhaustdane. The same film can be used
for a specific period of time, after which it losgs power to attract the public’s
attention and is unable to develop brand awareaedsmage. This definition of
costs as ‘expenses’ contrasts conceptually with dhaosts destined to develop
intangible resources like patents and trademarksshwtake the form of ‘capital
spending’, or investment, for which specific finaieeturns must be identifiéd

The causal nature of the costs associated witltrigstion and development of
supply intangibles also applies to corporate intaleg, i.e. those assets that are
closely linked to the conditions for the developmehsupply intangible assets. A
specific corporate culture, a corporate informasgatem and a specific corporate
identity are the fruit of precise planned actioesigned to create intangible assets
with characteristics suited to a particular envinamt.

In fact, the corporate culture, information systamd corporate identity are
created by the company in the course of its aciand are the target of specific
expenses to develop and maintain them. For exangamorate advertising
campaigns designed to influence the developmernhefcorporate identity in a
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certain direction; or programmes to develop intercammunications, and
personnel selection, hiring and training programmehesigned to promote ways of
acting and reacting within the organisation; ogéaspending programmes to plan
and develop corporate information systems.

The need to continuously monitor and maintain caf® intangible assets
originates from their dynamic nature, which is fdad on relations with the
constantly evolving and changing environment. Hpooate intangible assets are to
continue to offer the company the support necessamevelop an exchange of
information with the outside world, a great dealattention and expense must be
dedicated to them, according to a principle of efitys between the measures
implemented. In practice, unlike the type of intiéhgresources which is available
and ready for economic exploitation by the comptma¢ owns it, for this type of
intangible it is essential to contemplate contirsietforts to monitor its state and
continuous intervention to maintain its efficien@ne monitoring of and spending
on these assets cannot be interrupted, as thisl ceslult in a gradual loss of
effectiveness in relation to the achievement ofcibigorate purpose.

We can consider the corporate identity and the itgkéays in the acquisition of
financial resources on the capital markets. Congsatiiat depend on the financial
markets cannot avoid dedicating huge sums to ecwrfimancial communication,
targeting important management policies (previeteesults, early completion of
projects, etc.) in order to guarantee a suitablatiomship with specific key
stakeholders.

In the same way, we can see that spending on @gpmformation systems can
be considered crucial, to judge from the resultsarhpanies that offer services in
this field, for both the planning and the outsomgoof numerous services and tools.

And finally, large global corporations are comnuttéo sweeping spending
programmes to organise and maintain their corpacateire, even reorganising
their structures and organisational process abii&ol 2009). These processes are
particularly crucial and complex at times of ecomogrisis, when companies are
forced to reorganise their procedures and theidiggi principles in order to
maintain competitiveness on global markets.

3. Intangiblesand Global Competition

The global markets have brought the role of corgargangibles to the forefront.
On one hand, the rights to use intangible assete baen questioned and, as a
result, many companies are finding it very difficid tackle global competition; on
the other hand, when economic resources are seardegarticularly where there is
strong pressure to achieve economic-financial tesiat reward the short term, the
motivation to spend in conditions that pave the wagevelop relations with the
market tends to weaken and be overshadowed. Th#éareand consolidation of
corporate and supply intangible assets takes timdeagcumulated expenses, and
this contrasts strongly with expectations of resatt global markets.

On the other hand, in global managerial economineset are a number of
imperatives that underline the importance of cagpointangibles: the breadth of
competition spaces (geographically and above ath wespect to competing
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product classes); the many different competitoyssgctor, country of origin); the
need to develop networking; the environmental dysamdetermined by the
expansion of competitive phenomena on the marketthe inter-dependence of
markets that makes easy to compare very differedtiahomogeneous supplies,
companies and investments. All these factors laghlihe importance of corporate
intangibles, and particularly their role in govemithe input-output relationship
with the market. On global markets corporate inilalegassets therefore help to
determine the differential in capacity between cames in qualifying relations
with the outside world (investors, suppliers, dgencompetitors, labour market,
etc.).

The outcome of these relations with the environnmaend their importance for
corporate management mean that companies tendctgs ftheir attention on
specific corporate intangibles according to theratiristics of the relevant
competitive context. There are businesses for which essential to establish the
corporate brand globally, in order to achieve sgi®x between players and
markets.

o It is the case of Heineken which operates in télel of industrial
beers, where the brand is an essential factor & mhanagement of
relations with the market, with regard to both findemand and
intermediate demand, and also to the competitidob&8 competition
is played out between a few global players, all wuoted to
establishing their own corporate brand as a vehtblat distinguishes a
specific supply system.

Other businesses, on the other hand, confront citopedynamics that demand
the development of stable and significant relatianti direct competitors and the
supply system, making it necessary to develop effeinformation systems and to
share management values and objectives.

o We can consider the vehicle fuels sector for witich essential to
develop stable relations with direct competitorsd amith the supply
system, by reaching agreements based on shareddssgjuidelines, as
well as on the availability of sophisticated infation systems to
control the distribution networks and to governatedns with demand.

Corporate intangible assets may therefore be cerexida particularly important

factor of competition in global markets because:

- they concentrate companies’ capacity to estabiehcmntrol relations with
the market;

- they are a precondition for the development of upangible assets which
become particularly crucial in global markets whérere is a continuous
confrontation in real time between corporate sugplgins;

- they constitute the ‘protection’ of intangible rasces which are exposed to
continuous attacks on global markets, significarglyucing the value of the
exclusive right of use.
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The balance of corporate intangible assets andyugpngible assets represents
a company’s capacity to confront its environmerite Tnore this confrontation is
essential for the achievement of the company'sltesas we see on global
markets, the more their level and therefore theaintenance are significant.
Deciding not to sustain this capacity in the shemin may translate into lower costs
and therefore higher company margins, while in mhedium term it tends to
generate positions of competitive subordinationtgmmalising the company in the
competitive context until it is entirely excludeom global markets.

In spite of this, spending in corporate intangi@gsets is not correlated directly
with company results — although the causality ef blenefits may be recognised.
However it must be pursued with constancy and detation, above all at times
of economic crisis, when corporate relations with butside world (in particular
investors, labour markets, co-makers of supplydiettele, etc.) tend to crack and
falter. We only have to observe the actions ofiéinge global players to understand
the importance of this spending in time: HP, McOdisa Coca-Cola, Sony and
Sharp are only some of the companies in which catpointangible assets
constitute an anchor for the development of its petiiveness on global markets.
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Notes

! Manufacturing under licence is a situation in Whime company grants another the right to use a
manufacturing process and to put its own tradenmarkthe resulting products, on payment of
royalties. The licensor often also grants the Bmenthe use of machinery and raw materials to
develop the process. A licensing agreement, onatiher hand, regards the right to use the
trademark, which the licensor grants to anotherpaomy, allowing it to put the trademark on goods
from different product classes, payment of speaifigalties. In both cases the licence is applied
within defined territorial boundaries and in spicgroduct classes.

2 These are the so-called defensive trademarks whitause they share many elements with the
marketed trademark, are registered to protect than tmtademark, to protect the company from
possible imitations.

% ‘The owner of a patent has the right to excludeert from making, using, offering for sale, or
selling his or her invention for a period of 20 ge&om the filing of the patent application . An
invention is any new or useful process, machingéglarof manufacture, or composition of matter.
An improvement on any of these items also can hiexantion. Patent rights are territorial in nature
and exist only in the national jurisdictions in wihithe patentee has applied for and received
recognition of his property rights.” See O.A. Thaesh, Patent System in the Pharmaceutical
Industry, inLatest Reviewsvol. 6, no. 3, 2008, www.pharmainfo.net.

* The distinction of a cost as expense or investndepends on many aspects, that in summary
can be connected: with the expectation of futurdebaesults sufficiently expectable and easly
linked to the cost (investment); and with the sgierof the link between the cost and the advantage
(direct link — investment; indirect link — expense)
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