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Abstract: Intellectual capital is best described as information and knowledge within a
company. Information is static; whereas, knowledge is dynamic. Knowledge is a companies’ most
important raw material. It is the most important source of added value as well as the most important
output. If knowledge is not being managed properly, neither is the business. Intellectual capital is
not just a matter for law, but should enhance corporate net worth. It should be the focus of strategic
thinking and competitive advantage.

I.

What is Intellectual Capital?

Intellectual capital has been defined by Thomas Stewart as: “The sum of everything that everybody in a company
knows that gives it a competitive edge . . . the intellectual material . . . that can be put to use to create wealth.”1
Intellectual capital could, thus, be described as information and knowledge within a company. Information is
static; whereas, knowledge is dynamic. “Knowledge is information in action, information understood and put to
use.”2 Knowledge is a companies’ most important raw material. It is the most important source of added value as
well as the most important output. If knowledge is not being managed properly, neither is the business. In 2000
alone, intellectual capital accounted for over 1/10th of the US GDP, or $1 trillion.3 The law and economic theory
describe companies as bundles of assets. On the other hand, information age fact states that it is really a beehive
of ideas.4

2.

What exactly is Intellectual Capital and how do I put it to work?

The law does not protect knowledge or information in and of itself. Traditional intellectual property never
intended to safeguard general know-how or expertise because it was never considered able to be susceptible to
appropriation by individuals or commercialisation. Knowledgeable people merely became the leaders in their
fields and were paid accordingly. There was no recognition of a companies’ or individual’s proprietary interest in
the knowledge or information. Information still does not garner recognition as a form of property; although,
certain classes of information have started to attract some protection.5 Thus, intellectual property needs to be
turned into intellectual capital by creating value in it. The following discussion reviews the different types of
intellectual capital typically found in a company and how to leverage its value.
A.

The Brand and Goodwill

The rationale for trade mark law lies in the economics of information. “The value of the modern trade mark lies in
its selling power. . . this selling power depends for its psychological hold upon the public, not merely upon the
merit of the goods upon which it is used, but equally upon its own uniqueness and singularity; . . . such uniqueness
or singularity is vitiated or impaired by its use upon either related or non-related goods; and the degree of its
protection depends in turn upon the extent to which, through the efforts or ingenuity of its owner, it is actually
unique and different from other marks.”6 The concept that the selling power of trade marks themselves should be
entitled to protection was radical for its time because traditional trade mark jurisprudence was designed to protect
the mark’s specific goodwill with respect to a good or service, not because it had an inherent independent value.
Companies today face the decision of whether to invest in innovation or in goodwill. The goodwill of a
company rests in the signs that the consumer associates with it. Only distinctive signs can be registered, and the
monopoly is only for a certain class of goods. A working definition of goodwill was recited in The
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Commissioners of Inland Revenue v Muller & Co.'s Margarine Ltd.: “What is goodwill? It is a thing very easy to
describe, very difficult to define. It is the benefit and advantage of the good name, reputation, and connection of a
business. It is the attractive force which begins in custom. It is the one thing which distinguishes an old-established
business from a new business at its first start. The goodwill of a business must emanate from a particular centre or
source. However it has power of attraction sufficient to bring customers home to the source from which it
emanates.”7
Goodwill can be acquired in goods that have not been formally registered as trade marks. For example, in
1994 after obtaining a search report, fashion designer Tommy Hilfiger adopted the name and symbol “Star Class”
for a new line of menswear. However, the International Star Class Yacht Racing Association had already
registered the name for its Star Class boats, and was using the name and symbol for hats, clothing, flags, decals,
pins, and jewellery. The court ordered Tommy Hilfiger to stop using the marks but did not award damages
because there was no bad faith.8 On the other hand, it is also possible to have a reputation and not have goodwill.
The classic example of this is the Budweiser case. The Budweiser name for beer was well known in the United
Kingdom but, in the absence of a trading presence here, the plaintiff could not establish the necessary goodwill to
sustain the action in passing off.9 Another problem with poorly managed trade marks is that they can become the
victim of their own success. They lose their distinctiveness and may be revoked as a registered trade mark for
becoming generic.10
Branding and leveraging of goodwill can be very profitable. Goodwill does not always pertain to the
product alone. It often spreads to the company as well. This, in turn, reduces transaction costs and increases the
value of all products in the firm. So, trade marks actually have the potential to increase in value with the passage
of time. Goodwill protection is also less susceptible to being undermined by new technologies as its protection
never runs out. A good example of this is the character merchandising of Mickey Mouse. The copyright runs out
70 years after the death of the author, Walt Disney. However, the trades mark of Mickey Mouse lives on forever.
Another way to enhance goodwill is to develop an “umbrella” of related products. For example, Crest
toothpaste is not merely a brand of fluoride toothpaste. “Crest identifies and differentiates the source of the
promise that you will die with all of your own natural teeth. And if there is a new and improved way of delivering
that promise, it should come from Crest. If Crest is just a brand of toothpaste, then we could not have Crest
mouthwash. If Crest is the promise of healthy teeth, we can have Crest mouthwash and a Crest toothbrush.”11 The
dilution doctrine developed in Rolls-Royce,12 Dunhill13 and Tiffany14 cases has converted brands from being
source identifiers for a single product into being a platform for a linked array of goods and services.
B.

Active Intelligence & Work Product

The active intelligence of a company comes from its energy and creativity which includes its knowledge, knowhow, trade secrets, information, data, and the ability to innovate and take products and services to the
marketplace.15 Work product can be defined as the intellectual materials which are the new capital to create new
wealth.16 Today, technical progress does not rely on the learning by doing approach to gradual improvement, but
instead by interpreting and exchanging complex scientific knowledge which, in turn, is developed into practical
applications. No single company, in isolation, actually controls all of the knowledge resources that it needs.
Companies need to access each other’s proprietary knowledge and the proprietary knowledge of publicly funded
institutions, like universities.
Companies need to become more interdependent; and by doing so, they will need strategies which grant
access to and use of other companies’ intellectual property resources. Because information and knowledge is
constantly evolving at a rapid rate, companies need to build networks of interdependency in order to have
continuous access to any of the latest developments.
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Thomas Stewart has a four step process for managing this process:
1.

2.

3.

4.

“Identify and evaluate the role of knowledge in your business – as input, process, and output. How
knowledge-intensive is the business? Who gets paid for what knowledge? Who pays? How much?
Does whoever owns the knowledge also create the most value?
Match the revenues you’ve just found with the knowledge assets that produce them. What are the
expertise, capabilities, brands, intellectual properties, processes, and other intellectual capital that create
value for you? What is the mixture of human-capital, structural-capital, and customer-capital assets?
Develop strategy for investing in and exploiting your intellectual assets. What are your value proposition,
source control, and profit model? What strategies exist to increase the knowledge intensity of your
business? In what ways can you increase your ability to leverage your intellectual assets? Can you
improve results by restructuring intellectual assets?
Improve the efficiency of knowledge work and workers. Bearing in mind that knowledge work does not
necessarily follow the linear path that physical labour often does, how can you increase knowledge
workers’ productivity?”17

Care must be taken though when dealing with trade secrets. The term ‘trade secret’ is often used in
relation to confidential information associated with industrial and commercial activity. The classification of some
forms of confidential information as trade secrets is important because the protection afforded by the law may
depend on it. Unfortunately, there is no satisfactory legal definition of the term in the United Kingdom. In
Herbert Morris Ltd v Saxelby, Lord Atkinson spoke of ‘trade secrets, such as prices, &c. or any secret process or
things of a nature which the man [the defendant] was not entitled to reveal.’18 Lord Parker, in the same case,
suggests a test based on the detailed nature of the information. Information that was far too detailed to be carried
away in the head was a trade secret, whereas a general method or scheme that could easily be remembered could
not be regarded as a trade secret.19
This was further extended in Faccenda Chicken Ltd v Fowler.20 Goulding J defined three classes of
information, being:
•
•
•
•
•
•
•

information which, because of its trivial character or its easy accessibility from public sources, cannot be
regarded as confidential;
information which an employee must treat as confidential, but which, once learned, reasonably remains in
the employee’s head and becomes part of his skill and experience; and
specific trade secrets so confidential that a continuing duty of confidence applies even beyond the
termination of employment or the service contract. 21
In the United States, the Uniform Trade Secrets Act defines a trade secret as: “[I]nformation, including a
formula, pattern, compilation, program, device, method, technique, or process, that:
derives independent economic value, actual or potential, from not being generally known to, and not
being readily ascertainable by proper means by, other persons who can obtain economic value from its
disclosure or use, and
is the subject of efforts that are reasonable under the circumstances to maintain its secrecy.”22
This definition indicates that there are 3 essential components of a trade secret: subject matter, economic
value, and security measures.

The Economic Espionage Act of 1996 makes the theft of trade secrets a federal crime. The Act prohibits
the theft of a trade secret by a person intending or knowing that the offence will injure a trade secret owner. The
Act also makes it a federal crime to receive, buy or possess trade secret information knowing it to have been
stolen. The Act’s definition is similar to that of the Uniform Trade Secrets Act. The penalties for a violation of
this new statute include a potential prison term of 15 years and fines up to $5 million, depending on whether the
defendant is an individual or a corporation.23
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Intellectual Property (Patents)

A patent’s main value in a networked knowledge base lies in its utility as a transactional tool. Between 1990 –
1999, IBM leveraged its patent portfolio through licensing activities, increasing its annual royalty income by
3,300% (from $30m to $1b). This income is free from manufacturing expense and significant operating expense.
Basically, it went straight to the bottom line. For IBM to have been able to match that level of profitability, it
would have needed to have sold an additional $20 billion worth of its manufactured products per year. In other
words, it would have had to grown its worldwide business by 25%.24
Another way to increase a patent’s value is to map it then build patent walls around the most successful
products, services and methods in order to prevent encroachment by competitors and retain competitive advantage.
This technique is known as clustering. For example, The first manufacturer of aspirin could have a sought a
patent on the ‘process’ by which it combined the product’s chemical components; on the ‘machine’ designed to
produce the aspirin tablets; on the tin container – ‘manufacture’ – in which it sold the aspirin; on the aspirin itself
as a ‘composition of matter’; and on its subsequent addition of a buffering agent to the aspirin as an
‘improvement’.
Or a company may wish to obtain patents around a dangerous competitor’s holdings to prevent its further
market access (“bracketing”). However, cross-licensing may be a better way to go. A company will be more
successful if it focuses on bargaining with instead of barring its competitors. Knowledge bartering to improve
knowledge inventories has more advantages than investing in litigation against imitators. Most innovators imitate
in some manner. The development of improvements on a patented technology owned by a third party may give
way to an improvement patent which leaves open the need for cross-licensing. Cross-licensing is also a good way
to obtain income from under-utilized holdings, and to gain needed intellectual property in return, a win-win
situation which must be carefully managed in order not to be seen as anti-competitive.
Article 85 of the Treaty of Rome prohibits anti-competitive agreements which have as their objective or
effect the distortion of competition within the Common Market. The Technology Transfer Regulation allows
block exemption in respect of licensing of patents and/or know-how under certain circumstances, but this does not
apply to pooled patents, joint venture patent agreements, and cross-licensing, that is reciprocal patent licenses.25
These sort of horizontal agreements are allowed because they reflect mutuality of restrictions. The Commission
offers some instructions regarding these in its application response to Re Alcatel Espace and ANT
Nachrichtentechnik:
1.
2.

3.
4.
D.

“the planned co-operation would lead to improved technical solutions which would be discovered more
rapidly and would contribute to technical progress which would benefit customers;
the agreement only imposed restrictions necessary to the above objective. The fact that the agreement did
not prohibit either party from engaging in other activities outside the scope of the agreement was an
important factor;
the nature of the market implied that separate marketing was not practicable; and
the parties’ market share was not high.”26
Corporate Culture, Corporate Memory & People

Companies are made up of people. They provide the culture and the memory for the company. Institutional
memory is a collection of facts, concepts, experiences and know-how held by a group of people. As it transcends
the individual, it requires the ongoing transmission of these memories between members of this group. A
company’s corporate knowledge is held in the heads of its employees who, according to law, are free to move
from company to company. Institutional knowledge is gained by organizations translating historical data into
useful knowledge and wisdom. Memory depends upon the preservation of data and also the analytical skills
necessary for its effective use within the organization. Companies need to learn how to externalize this knowledge
in order to build more comprehensive knowledge inventories which can, in turn, be shared (and possibly
copyrighted) throughout the company.
Most commercial knowledge management efforts have included building some form of corporate
memory to capture expertise, speed learning, help the organization remember, record decision rationale, document
achievements or learn from past failures. Corporate memory has been defined as the total body of data,
information and knowledge required to deliver the strategic aims and objectives of an organization. A corporate
memory is the combination of a repository - the space where objects and artifacts are stored, and the community 24
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the people that interact with those objects to learn, make decisions, understand context or find colleagues.
Knowledge mapping is commonly used to cover functions such as a knowledge audit (discovering what
knowledge exists at the start of a knowledge management project), a network survey (Mapping the relationships
between communities involved in knowledge creation and sharing) and creating a map of the relationship of
knowledge assets to core business process.27

3. Conclusion
Intellectual capital is not just a matter for law, but should enhance corporate net worth. It should be the focus of
strategic thinking and competitive advantage. Intellectual capital is a company’s main asset in a knowledge
economy which is increasingly characterized by technological interdependence. Companies are also made of
human beings who set complex social and informational systems. These systems can adapt, grow and improve in
the same way that individual humans do. Companies are not just a collection of parts but are a collection of
connections of brain cells, nerves, and sinews. To understand this is to understand the power of knowledge and
technology set free and made human. To realize that it is possible to improve not only a company’s performance
today, but its responsiveness, its repertoire of skills, and its capacity to deal with the future.28
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