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Toward More Complete Economic Accounts

By William Beach

ERHAPS it is one of the economics profession’s

major contributions to social stability that it can
focus on the long-term in the midst of often calami-
tous short-term events. With recession and weak re-
covery all around us, discussions among economists as
often as not turn to the factors shaping economic trend
and optimal output. That certainly was the case in the
afternoon session of the recent conference “Measuring
Innovation and Change During Turbulent Economic
Times,” jointly sponsored by the Brookings Institution
and The Heritage Foundation.

Despite troubling economic news, the underlying
drivers of economic activity and growth always belong
in the mix of economic discussions. Certainly, eco-
nomic innovation is one of those topics. Analysts
widely recognize (at least theoretically) the central role
played in economic growth by the creation of commer-
cially viable products, services, and processes. The in-
novator profoundly contributes to the evolving
composition of economic activity, even perhaps shap-
ing the frontier of change in products and business
processes.

While anecdotal and rudimentary survey evidence
strongly suggests that our theoretical conclusions
about the importance of innovation are correct, we
generally lack the systematic, field-based data to test
and expand this understanding. One of the keys to ex-
panding this understanding of innovation’s role in eco-
nomic activity is developing theoretically meaningful
and accurate data on intangible assets in the national
accounts. The national income and product accounts
(NIPAs) system contains a fairly complete statistical
portrait of the economy’s physical or tangible assets,
but it does not include comprehensive estimates of in-
tangible assets. Indeed, no other country does any bet-
ter.!

1. An overview of the steps toward better estimating intangible capital
and its role in innovation is found in Ana M. Aizcorbe, Carol E. Moylan,
and Carol A. Robbins, “Toward Better Measurement of Innovation and
Intangibles,” SURVEY OF CURRENT BusiNEss 89 (January 2009): 10-23.
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tion’s Center for Data Analysis.

The level and growth of innovation activities, how-
ever, are likely reflected in the growth of investments in
such intangibles as research and development (R&D)
spending, software and computer databases, explora-
tion, human capital development, business processes
and models, and related expenditures. Recent work by
Corrado, Hulten, and Sichel indicates that these invest-
ments may be as large as those made in tangible assets.>
Indeed, the absence of comprehensive accounting on
intangibles probably results in serious underestimates
of economic growth rates.?

In the first afternoon session titled “Bringing Inno-
vation into the U.S. Economic Accounts,” Dennis Fix-
ler, Chief Statistician at the Bureau of FEconomic
Analysis (BEA), reviewed the status of work at BEA on
measuring intangible assets. Fixler reported on the ef-
fort at BEA to capture the R&D expenditures of private
businesses, nonprofits, and government, though BEA
analysts now are focused primarily on private business
investment.

The development of a useful accounting of R&D in-
vestment involves careful work in data collection, in
grading the rates of depreciation for various intangi-
bles, and in the selection of price indexes to quantify
the depreciation. Fixler described the effort of BEA to
connect R&D work with the funder of that work,
which often is distinct organizationally from the indi-
vidual or group performing the work.* Fixler expects
much of the data work to be complete by December
2010. He also reported on the depreciation proxies
from manufacturing R&D for investments made by
private businesses, government, and nonprofits; on the
R&D satellite accounts that BEA now publishes; and
on the price and productivity indexes used in the ab-
sence of directly observed prices for R&D.

Investments in R&D contribute to the overall
productivity of labor, primarily, it appears, in that

2. See Carol A. Corrado, Charles R. Hulten, and Daniel E. Sichel, “Mea-
suring Capital and Technology: An Expanded Framework,” Working paper
no. 2004-65 (Washington, DC: Federal Reserve Board, August 2004).

3. See Michael Mandel, “The GDP Mirage,” BusinessWeek Online (Octo-
ber 30, 2009).

4. For example, a government may fund research that is performed at a
private research facility. Similarly, a private business may fund research at a
public research organization.


http://www.bea.gov/scb/pdf/2009/01%20January/0109_innovation.pdf
http://www.bea.gov/scb/pdf/2009/01%20January/0109_innovation.pdf
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part of productivity that is not attributable to inputs or
outputs. This technical factor in the typical Solow
growth model may, indeed, be where intangible assets
play a decisive role in labor productivity. Michael
Harper, Associate Commissioner for Productivity and
Technology at the Bureau of Labor Statistics (BLS),
spoke on this role in his description of work at BLS to
relate R&D to labor productivity measures. He pre-
sented estimates that R&D may constitute 20 percent
of the multifactor productivity component of overall
output per hour.

Harper noted that BEA’s plans to include R&D in its
capital accounts will permit BLS to estimate not only
R&D’s effects in the residual but also to include it as a
direct capital effect on output. These refinements to
the estimation of labor productivity will constitute
major steps toward a much more complete apprecia-
tion of innovation’s role in economic activity.

This was welcome news to the session’s discussant,
E.J. Reedy of the Kauffman Foundation. Reedy noted
that the discussion of improvements in accounting for
intangible capital comes at a time when the national
accounting standards are under close scrutiny. Some,
like those involved in the Sarkozy/Stiglitz initiative,
worry that traditional measures inadequately capture
the dynamics and critical dimensions of economic ac-
tivity; while others worry more mundanely that we are
missing crucial pieces of economic growth by not in-
cluding the data on innovation in our accounting sys-
tems.

Reedy made a number of suggestions to increase the
involvement of private funders in the development of
data on innovation and to better focus the data pro-
ducers on the wide spectrum of needs in the data using
world. That better focus includes academic researchers
who need better access to government-collected mi-
crodata in order to broaden our understanding of in-
novation’s role in economic growth. Reedy specifically
recommends that analysts find ways of assigning and
tracking investments across locations and firm bound-
aries, something that Fixler also mentioned when dis-
cussing the connection between funders and producers
of R&D. If BEA had ways of tracing spending on intan-
gible assets across these locational and interfirm
boundaries, it might have generated more support for
its ambitious effort to launch comprehensive innova-
tion accounting during the last administration.

The second session of the afternoon “Integrating
Statistics: Developing a Unified Picture of the Sources
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of Growth and Disruptions” focused on important
work occurring at BEA and BLS to integrate the na-
tional accounting system better between the product
side and input side of the “national ledger.” The goal of
integration is the creation of a national balance sheet
in which receipts and expenditures are integrated in
the same way bulletproof accounting is performed by
businesses. Not only do we need to know how much
businesses, households, and governments are spend-
ing, but we need much greater detail on the input side
of the ledger, particularly the capital inputs. It is at this
point that integration ties back to innovation and the
estimation of intangible capital that the previous ses-
sion explored. This integration is a central theme in
Dale Jorgenson and Steven Landefeld’s call for a new
architecture for our national accounting system.’
Harper and Brent Moulton, Associate Director for Na-
tional Economic Accounts at BEA, presented the case
for integration and described the progress toward this
goal by the two statistical agencies.®

Moulton reviewed the rationale for integration and
challenges that analysts have had to overcome, such as
aligning concepts and classifications used by the two
analytical systems and the inevitable data inconsisten-
cies that arise between two analytical groups with their
own rich research traditions. The benefits of integra-
tion, of course, substantially outweigh the costs that
analysts incur in achieving the goal. Not only will
BEA’s capital accounts better inform the productivity
estimates from BLS, but BLS’ experience with estimat-
ing multifactor productivity will aid analysts in devel-
oping more of a “total economy” set of accounts.

As Harper explained, a significant portion of BEA’s
estimate of GDP and its components depends on im-
putations about activity outside of the private sector.
Integrated GDP accounts will reduce this reliance on
“educated guesses.” However, the work by BLS on the
productivity of inputs at the industry levels when
combined with BEA’s capital accounts provide the
possibility of extending the national accounting sys-
tem to the industry and even regional levels. BLS
has long specialized in industry and regional data

5. Dale W. Jorgenson and J. Steven Landefeld, “Blueprint for Expanded
and Integrated U.S. Accounts: Review, Assessment, and Next Steps,” in A
New Architecture for the U.S. National Accounts, ed. Dale W. Jorgenson, J.
Steven Landefeld, and William D. Nordhaus (Chicago and London: Univer-
sity of Chicago Press, 2006).

6. Mike J. Harper, Brent R. Moulton, Steve Rosenthal, and Dave B.
Wasshausen, “Integrated GDP-Productivity Accounts,” American Eco-
nomic Review 99, no. 2 (May 2009): 74-79.
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and estimates. Perhaps the most exciting product of in-
tegrated accounts is right here, in the denser granular-
ity of data and estimates that integration promises.

Martin Bailey of the Brookings Institution discussed
the papers. Bailey emphasized the extraordinary im-
portance of using integrated accounts to obtain a bet-
ter set of estimates for potential levels of output. Since
integration affects the production side of the national
accounting system most, the improved accounts
should provide economists with vastly expanded op-
portunities for better estimating the input side of the
accounting identity of gross domestic product equal-
ing gross domestic factor expenditures.

Dale Jorgenson of Harvard University closed the
conference with a summary of the entire day’s presen-
tations. He organized his speech around the effort to
articulate with data the “new architecture” that he,
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Landefeld, and Nordhaus wrote about in 2006. Not
surprisingly, considering the dedication of analysts at
BEA and BLS, much progress has been made toward
that goal, and this progress could not have come at a
better time. A good deal of what we now know about
the sources of the Great Recession point to the need for
better, more comprehensive, updated estimates of the
output and input sides of the economy.

While national economic accounting systems will
never prevent recessions by themselves (or, indeed,
cause them), their quality shape much of what eco-
nomic policymakers do. Ongoing and proposed im-
provement outlined during this conference promise
better economic policies in the future, and just possi-
bly, a Washington policy establishment more in tune
with the pace and trend of economic activity than they
were over the past several years.
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