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Capitalism without Capital, Jonathan Haskel & Stian Westlake (2018)  

Investment is what builds up capital. The investment 
element of GDP is where the animal spirits of the economy 
bark, and where a recession first bites. In the language of 
economists, ideas, knowledge, and social relations are intangi-
ble. There is something fundamentally different about intangi-
ble investment. Understanding the steady move to it helps us 
understand some key issues--innovation, growth, inequality, 
the role of management and financial and policy reform. Most 
measurement conventions ignore this investment, which 
means trying to measure capitalism without counting all the 
capital. Also, the economic properties of intangibles make an 
intangible-rich economy behave differently from a tangible-
rich one.  

There is no market to see the raw value of investment 
in developing better software or its user interface. Intangible 
investment tends to represent sunk cost—harder to sell and 
more likely to be specific to the company that makes them. It 
generates spillovers—a tendency for others to benefit from 
what were meant to be private investments. It is also more 
likely to be scalable—like Coke with its brands and licensing 
agreements for the syrup recipe. Intangibles tend to have syn-
ergies with one another—they are more valuable together.  

Four issues evidence intangible investments differ-
ently from tangible: secular stagnation, rise in inequality, role 
of the financial system, and the sorts of infrastructure the 
economy needs to thrive. Intangible investments are in ideas, 
knowledge, aesthetic content, software, brands, networks, and 
relationships. They are shot through with systems and rely al-
most entirely for their success on things you cannot touch.  

The “Capital Stock” of the economy are the tools and 
equipment that workers use to produce goods and services that 
together make up economic output. An asset is an economic 
resource that is expected to benefit over a period of time. A 
fixed asset results from using up resources in the process of its 
production. A financial asset is an equity stake in a public 
company.    

The productivity of the manufacturing sector gener-
ally increases faster than service industries, since automation 
and labor-saving equipment tend to be more useful for manu-
facturers. Over time, this means that labor-intensive services 
become relatively more expensive.  

Because intangible investments involve information 
and communication, they can become more efficient with bet-
ter IT. Social technologies have also improved the return on 
intangible investment. New intangibles often require workers 
to change they way they work: imagine a factory implement-
ing a lean process—a type of organizational development in-
vestment. Less flexible workforces might deter such invest-
ment. Smaller markets (countries surrounded by trade barriers) 
are less attractive places to make these. If trade barriers rise, 
via either Brexit or trade policy, there will be lower incentives 
for intangible investment.  

The Great Depression pressed economists into ser-
vice to understand what was going wrong with the economy. 

To avoid double counting the multiple inputs to a product (i.e. 
a car), the steel in the machine tools would not be used up. 
They are assets. Long-lasting goods should be treated differ-
ently from those used up. The notion that software be consid-
ered an asset was introduced in the 90s. The purpose of invest-
ment is to create a valuable asset, but quality may change 
quickly. Since a software package in one year might be much 
better than one in earlier years, it can’t be meaningfully com-
pared to another in speed, memory, or space. This is one of the 
most difficult areas confronting national accountants. How 
quickly does an asset depreciate?  

Innovation often involves investing in organizational 
change. Businesses with strong cultures have good manage-
ment and high performance. Creating and maintaining these 
cultures takes investment—i.e. kaizen in Toyota and 6-Sigma 
in GE. The Apple supply chain is clearly a long-term source of 
value for Apples. A valuable asset of Uber or AirBnB is their 
network of drivers or hosts. Much of training is useful to the 
firm doing the training but of fairly limited use elsewhere.  

The momentum is to incorporate intangibles into offi-
cial investment data. Some knowledge comes into the firm 
with no investment at all. Some is a byproduct of the very act 
of production—learning by doing. So, economists are forced 
to set costs incurred in creating goods, even when there are no 
market prices.  

We have little information on how managers spend 
their time. Large amounts of it are spent in meetings--an area 
of substantial uncertainty. But a rule of GDP is that spending 
must correspond to productive activity. Capital gains do not 
rise from productive activity and so are not production, but are 
simply a redistribution of GDP from the seller to the buyer. 
Most government spending is counted as GDP. The overall 
trend of a rising tide of intangible investment is widely ac-
cepted. Investment is a flow and the asset is a stock.  

Value can fall due to decay, the physical degradation 
of the asset, but can also fall if a better asset comes along to 
replace it--a discard. R&D ideas are useful for around 10 
years, while other intangibles have useful lives of around 3 
years. The evidence favors high economic depreciation 
(~33%) for software, design, marketing, and training; medium 
rates for R&D (15%); and longer for entertainment and artistic 
originals and mineral exploration. 

Once physical assets like factories, shops, or tele-
phone lines reach their capacity, you need to invest in new 
ones. But intangibles do not obey the same set of physical 
laws: they can generally be used again and again—called 
scalability. But it’s hard to recoup the money spent on setting 
up a sales force or building an unsuccessful business unit or 
brand. Physical assets are often much easier to sell, even if 
they are quite specialized—a characteristic of intangibles 
called sunkenness. It is sometime hard for the original investor 
to appropriate all the benefits of intangible investment—they 
have spillovers beyond the company making the investment. 
Finally, investment in intangibles becomes dramatically more 
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valuable when you combine them—synergies between tangi-
bles are often large and hard to predict.   

Data come in raw records (raw data not yet cleaned 
up, formatted, or transformed) and information (transformed 
data ready for analysis). Knowledge is connections made be-
tween pieces of information. While propositional knowledge 
includes science and discoveries, prescriptive knowledge de-
scribes actions for purposes of production, such as “recipes,” 
“blueprints,” or “techniques.” An airliner is a tangible asset 
since the inputs and knowledge are “embodied” in it. The soft-
ware and design, insofar as they exist independent of the plane 
as code or as a blueprint, are intangible assets since they are 
“disembodied” from the airliner and can likely be used again 
and again on other airliners. “Commercialized” knowledge is 
knowledge applied to a particular business end.   

Physical assets can only be in one place at a time; in-
tangible assets can usually be used over and over, in multiple 
places at the same time. Scalability derives from a key feature 
of ideas, what economists call “non-rivalry.” Scalability be-
comes supercharged with “network effects,” which arise when 
assets become more valuable the more of them exist.  

In an economy where more investments are highly 
scalable, there will be some very intangible-intensive busi-
nesses that have gotten very large. More firms will be encour-
aged to try their luck in these markets. And you’d expect to 
see “industry concentration”—a relatively small number of 
dominant large companies. Businesses looking to compete 
with the owners of scalable assets are in a tough position and 
rewards for runners-up are often meager. Winner-takes-all 
scenarios are often the norm.  

Standards help make tangible assets more fungible 
between businesses and less likely to be linked to the firm that 
owns them. Assets are often context-specific, maybe a supply 
chain relationship that is unique to the particular industry or 
suppliers. It might be a reputation for product quality in a very 
particular area. People tend to become over-attached to sunk 
costs and unwilling to write them off. This “sunk-cost fallacy” 
can be as fatal to good decision making as other cognitive bi-
ases, such as confirmation bias, with inflated forecasts of visi-
tor numbers. 

Investments with high irrecoverable costs can be dif-
ficult to finance, especially with debt. One of the reasons 
banks love mortgage lending is that their loans are secured on 
a valuable, immobile asset that can, if the borrower defaults, 
be seized and sold. An investment in knowledge, even if it 
fails to create a marketable asset directly, might still be very 
valuable if it creates information that resolves uncertainty for 
the firm.  

Some intangible investments have unusually high 
spillovers—easy for other businesses to take advantage of. 
The ideas created by R&D are “non-rival.” Ideas are to some 
extent “nonexcludable”—hard to prevent others from using 
them, unless one can use legal means like patents to stop them. 
After Apple released the iPhone, most smartphones started 

looking just like it. Apple benefited not just themselves but 
other smartphone manufacturers, as well.  

Most management consulting once consisted of busi-
nesses hiring industry veterans. Then McKinsey hired gradu-
ates from elite business schools and put them to work together 
in small, focused consulting teams. These teams disaggregated 
problems into parts using a set of replicable methodologies, al-
lowing bright and hardworking, but relatively inexpert con-
sultants to solve complex business problems. This set of or-
ganizational innovation is now the norm in the management 
consulting industry. Training spillovers occur every time a 
trained employee leaves a company and goes to work for an-
other firm where their training is useful.  

Patents and copyrights are usually less secure and 
more subject to challenge than title deeds to farmland or own-
ership of a shipping container or a computer. People have been 
making rules about the ownership of tangible things for as 
long as they have been making rules at all.  

 Spillovers matter. Where companies can’t be certain 
of benefit from their investments, they invest less. This puts a 
premium on the ability to manage spillovers. Those who make 
the most of their own investments in intangibles or are good at 
exploiting those from others’ investments do well. Spillovers 
affect the geography of modern economies. If business can’t 
make the most of their intangible investments, especially in 
R&D, the government should step in. A significant part of the 
strategy of intangible-rich companies is combining and man-
aging their intangibles to minimize spillovers and maximize 
the benefits they get from them.  

Valuable start-ups arise from creating businesses 
with positions in big markets--by investing in the right sorts of 
software, marketing, and networks of customers and suppliers. 
Patent trolling is a straightforward consequence of the spillo-
ver characteristic of intangible assets. The spillover benefits of 
living in cities have increased. Ideas and others ideas go well 
together. This is especially true in the field of technology. 
Technological innovation is “combinatorial” and depends on 
the bringing together of already-existing ideas.  

Walmart demonstrated how highly complementary 
organizational investment and tech investment were. Uber and 
AirBnB used the internet and smartphone to build very big 
networks cheaply. It’s often difficult to predict how these 
combinations will happen or to plan them.  

If spillovers of intangibles encourage companies to 
keep their investments to themselves, synergies have the oppo-
site effect. Companies also get ideas by buying start-ups, part-
nering with academic researchers, or undertaking joint ven-
tures. Sometimes coordination in an industry happens sponta-
neously, such as in war time or when the government creates 
centers for it in and around universities. Other things can help 
it along, like prizes.  

Synergies make an Apple designer more valuable to 
Apple than to an alternative employer and reduce incentives 
for employees to leave. Synergies also matter because they 
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work in the opposite direction of spillovers, encouraging open-
ness and sharing rather then appropriating. They also create an 
alternative way for firms to protect their intangible invest-
ments against competition.  

Owing to sunkenness, intangible investments tend to 
be worth less if they go wrong. But they are more likely to 
benefit from scale or synergies. The tendency of intangible in-
vestments to generate spillovers makes it radically harder to 
estimate future returns to the company making these invest-
ments. Part of uncertainty shows up by giving intangible firms 
option values to their investment. Intangibles tend to be con-
tested, partly as a function of spillovers. Synergies between in-
tangibles also increase their contestedness and are exacerbated 
by the ambiguity of rules over ownership.  

Secular stagnation occurs when business investment 
is stubbornly low despite every indication that it shouldn’t be. 
Part of the reason for this puzzle is a shift in the balance of 
business investment toward intangibles. Because intangibles 
may be scaled, leading firms break away from laggards. And 
because they are unmeasured, measured productivity and prof-
itability look high. Then productivity slows as reduced intan-
gible growth throws off fewer spillovers. Secular stagnation 
has the symptom of low investment and low interest rates as 
demand for investment falls. Other symptoms of secular stag-
nation include high and steadily increasing profits as busi-
nesses become increasingly unequal. The sustained decrease 
in productivity growth doesn’t seem to be driven solely by 
lower investment. Since the 2008 financial crisis, investment 
has fallen, but not by enough to account for the loss in labor 
productivity. At least in part, investment seems low because of 
not measuring all the investment being made.  

The art of appropriating spillovers of other firms’ in-
vestments has been called open innovation. The gap between 
the most and least productive firms is widening as intangible-
rich firms scale up dramatically. The US, Sweden, and France 
invest a lot in intangibles and have seen a larger than normal 
rise from 2001-2007 in productivity spreads between the best 
and worst firms. There are strong correlations between the 
stock market value of a firm, its R&D spending and its well-
cited patents. Productivity spreads rose a lot in countries 
where industries invested a lot in intangibles.  

Lagging firms have become less effective at absorb-
ing spillovers. Certain businesses are good at benefiting from 
other firms’ ideas. Management gurus offer advice on “open 
innovation” and “fast followership.” The early bird may catch 
the worm, but it is the second mouse that gets the cheese. The 
incentive to be a “fast follower” might be high in a sector ex-
periencing a lot of technological progress. Even if lagging 
firms invest less, an overall fall in investment depends on in-
dustry composition.  

Rent-seeking is more common among intangible in-
vestments than tangibles. Perhaps the increase in intangible in-
vestment conceals a rise in rent-seeking investments that does 
not increase GDP. While much of the rise in stock prices since 
1980 has been caused by intangibles (as measured by R&D), 

spending on regulation and lobbying more strongly affect val-
uations. Perhaps we have entered a phase where the transition 
to an intangible economy requires a new set of institutions to 
resolve the inherent contestedness of intangible assets. Low 
total productivity growth will continue until governments 
learn to better prevent rent-seeking and design the institutions 
an intangible economy needs. Mismeasurement explains some 
of the puzzle of secular stagnation. Scalability of intangibles 
allows very large and very profitable firms to emerge. After 
the Great Recession the pace of intangible capital building 
slowed.  

Spillovers from intangibles make living in cities more 
attractive and increase inequality. Inequality of esteem is typi-
cally overlooked by economists and provokes anger at being 
patronized and disrespected by what is perceived as an out-of-
touch, technocratic, even degenerate Establishment.  

The routine tasks that computers are good at tend to 
be middle-income jobs, so the labor market is “hollowed out” 
by replacing them. In the 1990s came The Great Doubling. 
China, India, and the ex-Soviet bloc joined the global econ-
omy, doubling the size of the global labor pool to around 
2.9mn workers.  

Capital tends to accumulate. As returns on capital ex-
ceed the growth of the economy, the slice of the economic pie 
owned by the rich will grow. Housing wealth has risen dra-
matically since the 1960s. The growing difference in wages 
concentrates people in cities and high-priced housing, which 
accentuates wealth inequality. Also, many superstars have 
privileged access to very scalable intangibles that reap vast re-
wards. This sorting of workers responds to both the im-
portance of intangibles and enables the rise of intangibles of a 
particular type. 

In England, MPs (ministers of parliament) secured 
board positions on new tech companies not because they were 
tech experts, but because new technology businesses often de-
pend on intangibles.  In Sweden, symbolic analysts are edu-
cated, smart people with a combination of noncognitive skills 
(managing spillovers often involves social interaction) and 
cognitive skills (intangibles are usually knowledge assets). 
Companies are eager to hire those who combine data analyti-
cal skills with the soft skills needed to broker relationships in-
side and outside their own company. And because intangibles 
are contestable, companies are eager to hire those good at con-
testing them.  

Intangibles encourage income inequality by helping 
hierarchies emerge both between and within firms. The high-
est-earning lawyers are paid more because they work with 
greater numbers of associates (junior lawyers), leveraging 
their ability to focus on the most complex and remunerative 
tasks. Some workers are paid more, either because they are in-
trinsically worth more to their employers in an intangible-in-
tensive economy, or because an intangible economy encour-
ages a division of labor that makes them more useful to their 
employers.   
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It also becomes easier to create a cult of talent that 
can be exploited by people at the top of firms to demand 
higher pay. Humans are prone to what psychologists call “fun-
damental attribution error”—the mistaken assumption that 
outcomes (such as how well a company does) are related to sa-
lient inputs (such as the skill of the CEO) rather than dumb 
luck or complex, hard-to-observe factors. CEO pay correlates 
more with performance the more share ownership is concen-
trated.  

The geographic mobility of intangible capital has 
made it harder to redistribute wealth via taxation in the way 
that governments of the 1950s, 60s, and 70s did. Rich people 
can move easily and move their money easily. Properties that 
have risen most dramatically in value over the last 30 years 
derive to a great extent from intangibles. Cities where housing 
prices have risen dramatically tend to be those with thriving 
economies where it is hard to build new buildings. Cities 
profit both from spillovers (benefiting from intangible invest-
ments made by other firms) and synergies (combining differ-
ent intangibles to produce unexpectedly large benefits). The 
growing importance of intangibles contribute to the apparent 
unwillingness of governments to tax capital in the way they 
once did. This intensifies “tax competition,” the idea that busi-
nesses and owners of capital will shop around for the most fa-
vorable tax policies.  

It’s not class and wealth that predict whether some-
one will vote to leave the EU, but rather social conservatism 
and attitudes toward authoritarianism. This is not a class con-
flict so much as a values divide that cuts across lines of age, 
income, education and even party.   

Because of the enabling character of infrastructure, 
when the modes of production in the economy and its capital 
stock change, its requirements for infrastructure change too. 
Infrastructure that refers to things that are themselves intangi-
ble--rules, norms, common knowledge, and institutions—are 
costly to produce, durable, tend to have a public and social 
character, and tend to make the economy as a whole more pro-
ductive.  

Commentators predicted the “death of distance:” that 
knowledge combined with digital technology would render 
unimportant the constrains of space and place—but it didn’t 
happen. Major epochal changes in how the economy uses 
technology happen periodically and involve first an interval of 
hype and speculation followed by crisis, and then a long pe-
riod of deployment and bedding-in. The steam locomotive did 
not make horses obsolete, but its descendant, the car, eventu-
ally did. 40 years after the development of the first central 
electrical power plant, only 50% of factory mechanical-drive 
capacity had been electrified. What makes new infrastructure 
valuable is the development of new tools and habits of using 
them to connect and work together.  

Intangible investments generate spillovers and bring-
ing the right intangible investments together can create sur-
prisingly valuable synergies. Individuals and organizations 
that can make the most of these trends prosper. Infrastructure 

helps this by increasing the number and quality of connec-
tions. Demand for access to an airport increase the more routes 
the airport operator can connect to. Dynamic clusters occur 
where innovative businesses and people are more likely to 
come together and share ideas. Cluster policy appeals in part 
because of the glamorous and well-publicized success of 
places like Silicon Valley and Israel’s tech sector. When it 
comes to cluster policy, moral suasion and cost-effective net-
working events go a long way.  

Two types of infrastructure matter most as clusters 
become more important. Affordable housing and working 
space in existing clusters are one; places where people can 
come together to interact are another. Neutral spaces, espe-
cially ones with an artistic or creative leaning, create opportu-
nities for combinatorial innovation.  

The invention of the limited liability corporation 
(LLC) encouraged business investment by safeguarding busi-
ness owners’ assets from repossession if the company failed. 
Intangible investment is also affected by institutional infra-
structure, both formal and informal. Coordinating investments 
and managing the handoff between different firms and organi-
zations is complex; institutions and norms can help investors 
navigate and simplify this complexity. For example, the rules 
of the pharmaceutical innovation system play a role in that in-
dustry. They make the vast complexity of developing a drug 
(an undertaking of great uncertainty and expense) manageable 
and understandable for the various partners (researchers, en-
trepreneurs, regulators, financiers, corporate managers, and 
others) that must come together to achieve it.  

Norms and rules are the “invisible infrastructure” that 
creates “local predictability” in otherwise unpredictable and 
complex undertakings. Technology protocols, such as the In-
ternet Protocol Suite (IPS) and the Hypertext Transfer Proto-
col (HPT) form the basis of the Internet and the World Wide 
Web.  Others are social norms, such as the phasing and struc-
ture of venture capital rounds for tech start-ups or are rules de-
signed or enforced by public bodies, such as regulatory re-
gimes or international standards. Invisible infrastructure may 
be more important in an intangible economy. Trade shows are 
not just about companies exhibiting to their customers; they 
are just as much about companies discovering what one an-
other is doing, getting ideas, and discussing partnerships and 
deals.  

The least physical form of infrastructure is trust and 
social capital—the strength, number, and quality of the rela-
tionships in a society. Trust among people and firms is an im-
portant precondition of intangible investment by encouraging 
the kinds of interactions that creat synergies between intangi-
bles. Trust also helps provide certainty around rules for invest-
ing in intangibles. High levels of trust and social capital ease 
consensus on these kinds of rules, which makes the rules 
themselves more reliable.   

 Industries with mostly tangible assets have high lev-
erage—funded more by debt than equity—while intangible-in-
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tensive industries have less debt and more equity. Current reg-
ulations disallow most intangible assets as part of capital re-
serves that banks must hold in case of a banking crisis. Loans 
secured against valuable assets that are easy to sell require less 
reserves; loans with little security require more. Competition 
pushes banks to lend to businesses making intangible invest-
ments, but most developed countries’ tax systems favor debt 
finance over equity finance: a firm can claim interest on a loan 
as an operating expense and reduce its tax liability, but not the 
cost of equity capital. Fixing this distortion has long been a 
goal of tax experts.  

R&D shows up as a cost and is often cut when stock 
markets drop. While good management practices improve firm 
performance (hence the long-term share price increase), equity 
markets undervalue the benefits of this type of intangible. 

While the best venture capital-backed (VC) busi-
nesses have grown rapidly and expanded around the world, 
VC funding has spread tentatively. VC firms take equity 
stakes, not debt, because intangible-rich businesses are un-
likely to be worth much if they fail. Funding in sequential 
rounds helps resolve uncertainty by working through the de-
velopment of business in stages. The best 25% of VC capital 
funds tend to be the same year after year, far from usual in fi-
nancial markets. Those funds strive to nurture stables of busi-
nesses and exploit commonalities among them. The value of 
an intangible investment depends heavily on how it fits into a 
wider technological ecosystem. The underlying model often 
thrives on dense social networks which gravitate to cliquish-
ness.  

VC funds are very hard to scale up. Silicon Valley’s 
VC sector took 4 decades to mature, even in the presence of 
considerable public subsidy. It took a long time to embed VC 
capital in the ecosystem of the tech industry such that entre-
preneurs sought out funds, large companies bought start-ups, 
and generations of entrepreneurs and venture capitalists men-
tored one another. Growing a VC sector is at least a 20-year 
project.  

Managers need to build and maintain distinctive as-
sets. Investors should look for firms that have them, but usu-
ally tangible assets are not distinctive. It’s more likely that in-
tangible assets are distinctive, such as reputation, product de-
sign, trained employees providing customer service. A particu-
larly valuable intangible asset may be the organization itself. 
Commercial success is built on building a proprietary technol-
ogy; exploiting network effects; benefiting from economies of 
scale; and branding. Government might become more im-
portant to business success in the future.  

The role of authority inside a firm coordinates activ-
ity better than the market. With Amazon, IT has reinforced a 
“command and control” type of organizational design, as the 
intangibles of organizational development and software enable 
more effective monitoring. It automates autonomous labor in 
the same way a machine automates physical labor. If intangi-
ble investments are particularly significant and sunk, the op-
portunities for hold-up (held hostage to labor unions) increase.  

One reason for the emergence of highly rewarded 
managers is that in the intangible economy, the stakes are 
much higher--so there’s a higher demand for them. On one 
hand, intangibles make monitoring easier--so firms get bigger. 
On the other hand, managing large intangible-intensive firms 
is harder. As employment grows increasingly knowledge-in-
tensive, the importance of key knowledge workers to the firm 
rises if their knowledge is tacit. And keeping those assets is 
harder than keeping physical assets. Tangible assets can be se-
cured by lock and key: intangible assets not so. That means 
using authority in a way that builds good organization.  

More coordination makes a good organization. This 
divides into monitoring (processes and people), targets (setting 
and acting on them); and incentives (rewarding employees 
based on performance). Managers doing lots of target setting, 
performance reviews, and the like is politicking, or “influence 
activities.” A good organization keeps its commitment to a 
steady trajectory of reward over the long term. The right or-
ganizational design depends on whether it predominantly uses 
or produces intangibles. A producer of intangible assets proba-
bly means allowing more autonomy, fewer targets and more 
access to the boss in the process of “thinking, playing and do-
ing,” stressing scopes for easier exchange of ideas, experimen-
tation, and faster implementation of ideas. A user of intangible 
assets, like an Amazon warehouse, would probably want to 
have more hierarchies and short-term targets.  

When something dramatic happens, politicians re-
spond. Slow, gradual change, politicians find hard to respond 
to--like the rise of an intangible economy. Despite periodic at-
tempts to frame it as a revolution, it is too slow and subtle to 
make it onto most policy agendas. Businesses and financial 
markets seem to underinvest in scalable, sunk intangible in-
vestments with a tendency to generate spillovers and syner-
gies. Successful capitalism depends on private firms having a 
reasonable expectation of receiving some return from their in-
vestments, especially R&D. As intangibles become more im-
portant to the economy, a greater portion of the economy’s in-
vestment may be publicly funded.  The growth of intangibles 
seems to increase inequality and social divisions, but making 
the most of their spillovers and synergies requires good social 
institutions and trust. A time-honored way to encourage in-
vestment in intangibles is to make rules to allow people and 
businesses to own them.  

Good government may reduce spillovers by tighten-
ing and extending laws such as IP rights and a well-run patent 
office equipped to reject vague patents that create uncertainty. 
Good urban planning and land-use polies ease the building of 
new workplaces and housing. Cities should have freedom to 
grow, but be connected and livable. Synergies are more likely 
to be realized if people meet each other and interact than if ur-
ban life is atomized and siloed.  

The significance of the rise of intangibles is that the 
economic cost of bad urban policy--protecting greenbelts, or 
restricting building heights, or of protecting lot sizes--will 
continue to rise. Government should create the conditions for 
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a shift from debt to equity financing, and play an increasing 
role in financing particular sorts of training and education. 
Continuing adult education reduces the problem of trying to 
guess what skills will be valuable in 20-30 years’ time. These 
roles imply an increase in the tax burden or a reduction in 
other areas of public spending.  

 
[Ideas, knowledge, and social relations are intangible. 

Investment seems low because of not measuring all the invest-
ment being made. Intangible investments are in ideas, 
knowledge, aesthetic content, software, brands, networks, and 
relationships. They are shot through with systems and rely al-
most entirely for their success on things you cannot touch. 
Spillovers from intangibles make living in cities more attrac-
tive and increase inequality. As returns on capital exceed the 
growth of the economy, the slice of the economic pie owned 
by the rich will grow. What makes new infrastructure valuable 
is the development of new tools and habits of using them to 
connect and work together. The least physical form of infra-
structure is trust and social capital. The growth of intangibles 
seems to increase inequality and social divisions, but making 
the most of their spillovers and synergies requires good social 
institutions and trust.] 


