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Abstract
The key economical and developmental factor for the agrarian epoch was land, for industrial was labour, and for the economy of 21 century it is knowledge or its economic equivalent – intellectual capital. 

Rapidly changing and progressively uncertain business environment forces companies to assess their competitive advantage and the approach to oppose competition. Competitiveness depends on the knowledge the company encloses, how it puts it into use and how adaptable to new knowledge the company is. New sources of competitiveness should be: valuable, rare and hard or impossible to copy. Stated ability characterizes only intellectual capital. Therefore, obtaining and maintaining a competitive advantage is only possible by acquiring knowledge, especially in terms of creative vitality.  

The intellectual capital, as a resource, is not limited and could not be exhausted. Thus, employment of this resource in the production process leads to continuously increasing revenues and decreasing average costs. This is similar to natural monopoly. It could be argued that the law of diminishing (marginal) returns does not hold for the knowledge as a resource, but the law of (exponentially) increasing returns. However, in  production the intellectual capital itself could not be used in isolation and it is combined with land, labour and capital. Thus, that greater use of intellectual capital (rather than the use of land, labour and capital) is more favorable for the company. 

Sustainable competitive advantage is the goal of every company, as it contributes to the above-average profit that is imperative in the contemporary business world: self-preservation with constant growth and development of a company. It is the result of continuous successful use of intellectual capital. In a dynamic sense, sustainable competitive advantage is the element of intellectual capital that helps achieve sustainable competitive advantage in upcoming conditions and changes. That is, above all, the ability of all employees to effectively respond to change. 

The fact is that in last two decades the share of intangible assets to total value of companies is increasing, while the role of property is decreasing.  Furthermore, in the price structure the increased participation of immaterial factor is noticeable. Nevertheless, intellectual capital is ignored and is regarded as a cost, not as an investment and development potential.
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“Knowledge is power – in every walk of life.

The finaly victory belongs to knowledge”
1. Introduction
It seems that the economics is currently facing great changes, based entirely on the new view of the world. Namely, the economic reality in companies and national economies has been interpreted in a new manner. 
Many books and articles have been written on the subject of knowledge and intellectual capital and their role in the creation of value. The intellectual capital has become an influental factor of today’s economic reality. Peter Drucker says: The most valuable assets of a 20th century company were its production equipment. The most valuable asset of a 21st century institution will be its knowledge workers and their productivity.”
It is mainly clear how machinery and equipment increase productivity, generate savings and limit productivity. It is, however, not so clear how human capital and relations can contribute to productivity, replace and add to elements of tangible capital. One of the reasons for this is the fact that intellectual capital is difficult to measure and monitor. It is difficult to incorporate it in an economic theory or to put it in a mathematical expression. If an intellectual capital cannot be quantified or put in the equation, does it mean it does not exist? Economists who adopted a positivist orientation will say NO. However, on the other side, the economic flow interested in this intangible production factor is getting stronger.
In order to move one step forward, employees and their intellectual capital should obtain a key resource status or a status which is identical to the financial and physical capital. Namely, should it be recognized that the intellectual status is the key resource of the 21st century and that nowadays knowledge means the same what once were land, work and money, then it is natural to assign this resource a status it deserves: investment instead of costs. The treatment of employees as an investment is a beginning and ending to the economy based on knowledge.
The main goal of this paper is to present intellectual capital as an active variable which significantly determines company performances, an important component of costs, but with a great impact in creation of values. 
2. Concept and Structure of Intellectual Capital
What do intellectual capital or intangible assets actually represent? The intellectual capital is a complex and relatively wide concept. Defining and measuring intellectual capital has been particularly in the focus of numerous discussions in the last two decades.
Taking into account different thinking on the concept of intellectual capital, it could be said that: intellectual capital is made up of people and their knowledge, capabilities, creativity, inventiveness, skills, experiences, cultures, motivations (...), with informatics networks which transfer knowledge and information, software, databases, licenses and high quality market relations. Due to the fact that many elements of intellectual capital are invisible, such a capital is defined as invisible, impalpable, “hidden”, intangible assets of a company, since it is not completely listed in balance sheets, and it includes things which are in the heads of employees and which remain in the company after employees have left it. 
The concept of intellectual capital still does not have complete, accurate and unique definition. It is a relatively new (D. Sundać and  A. Pulić, 2001), complex economic category involving all business factors which are not explicitly expressed in traditional financial reports. And yet it significantly influences long term company profitability and competitiveness. The concept of intellectual capital means (Brunsko Z., 2002, p. 115) creative application of knowledge in production and any other creative activity. The definition which is frequently emphasized by those who deal with intellectual capital is as follows: intellectual capital is something that cannot be materially determined, but can produce wealth and bring competitive advantage.
The value of a company does not only include physical and financial capital, but intellectual capital as well. For example, Microsoft is a company which has generated huge gains with limited traditional resources (physical and financial capital), but with significant intellectual capital. A kind of a paradox was reported on the stock market: in 1999 Microsoft book value was multiple lower than its market value. This difference alerts to the fact that the value of the company is determined to a great extent by something which is not explicitly stated, but nonetheless has a great value. 
When economists use the term “capital” what they most frequently see is a physical (tangible) quality, material resources which comprise of production capacities able to generate future income. The capital means equipment, machinery, tools, vehicles, computers and alike, but the term “capital” can also be extended to include other less tangible resources. Tomer (1999) defines capital as “permanent production capacities, produced by economic subjects for achieving their goals”. Ostrom (2000) points out that the investment process, where the capital is created, “is a self-conscious process which appears as a result of expectations of higher production capacities as well as higher future gains.” He also indicates that capital resources are mainly permanent (used more than one period) and that introduction of new capital always involves opportunity cost (as a sacrificed/forgone alternative of the use of assets).
Therefore, the capital is produced or generated by people, it is permanent, presents production potential/opportunity, implies costs, and is generated consciously for achieving future benefits. These are also the features of intellectual capital or wider concept of intangible capital. 

In the long run, features of intangible capital increase production potentials of economy. A significant element in defining intangible capital, as the key factor of production, is its analysis as a condition for economic growth. This opens further a question of concept and designed policy of how to create more and better intangible capital, in order to speed up the economic growth (Edvinsson, L. and Malone, M.S., 1997). 
There are numerous and various perceptions of intellectual and intangible capital. Nevertheless, all concepts of intellectual capital are not equally valid, there is a lot of confusion and overlapping categories. Even so, there is a rather solid agreement on the scope and structure of intellectual capital, as well as on the difference between intellectual capital, human, structural and relational capital
. Thus, their explanation and integration is essential.  
1. Human Capital – is defined as a combination of knowledge, skills, abilities and innovativeness of employees. These employees possess an entire range of individual and collective knowledge, capabilities, views, opportunities, behaviors, experience and emotions. Employees are not human capital per se, but become one only after they have transformed their knowledge and skills in action, in line with the business strategy of the company, which contributes to the creation of tangible or intangible values, benefits for the company (added value, new clients, better image, more successful business organization, profitable product, new and improved product). Human capital is a driver of intellectual capital. The definition of human capital could be extended to individual characteristics given in the table. 


In the economy of knowledge the human capital becomes a key factor in business, since knowledge and abilities are invested in the company. Consequently, human capital should not be treated as cost. On the contrary, salaries, trainings should be regarded as an investment. This means changing the whole mindset of both employers and employees. If an employer sees investing in employees as an investment, rather than cost, he will not only expect an intellectual contribution, but also will appreciate it. It is logical that an “investor” expects his investment to pay off, although sometimes it is not visible in the short term, but eventually, gains are higher than other kinds of investments.

The fact that employees are not, together with machines, equipment, computers and buildings, yet another business asset was a painful discovery for companies which made people redundant during the restructuring process. In this way they have lost precious capital (knowledge, experience, ability, energy). Capable and engaged people are the key asset of a company because their intellectual input and performance “belong” to the company as long as they work there.

2. Structural capital presents an embodiment of human capital and its infrastructural support. In other words, structural capital is everything what remains with the company even after employees have left. Structural capital is an infrastructural support to the human capital. Human and structural capital are correlated – human capital builds the structural capital, and the higher the structural capital, the better chances are that human capital will achieve better results. It is logical, therefore, that companies should strive to increase the share of structural capital, without undermining the absolute growth of human capital. 

Structural capital is entirely owned by the company, while only a part of it –intellectual ownership, is presented in balance sheets.

Table 1. Structure of intellectual capital (Sundać, D. and Švast, N. 2009, p. 24)
	INTELLECTUAL CAPITAL

	HUMAN CAPITAL
	STRUCTURAL CAPITAL
	RELATIONAL/CONSUMER CAPITAL

	Management
	Employees
	Intellectual property
	Organizational processes
	Business networks
	Brand
	Consumers

	Abilities
	Abilities
	Patents
	Business organization 
	Sales, marketing and distribution networks; relations with business partners, suppliers and alike; business associations; electronic networks 
	Creation of company image; positioning on the market; ability to attract customers;
Creation of value in the eyes of customers;
	Customer relations and communications aiming at achieving satisfaction and loyalty

	Qualifications
	Qualifications
	Licenses
	Strategies 
	
	
	

	Experience
	Experience
	Copyrights
	Plans
	
	
	

	Creativity
	Creativity
	Franchises
	Rules
	
	
	

	Innovativeness
	Innovativeness
	Software
	Documents
	
	
	

	Motivation
	Motivation
	
	Process standardization
	
	
	

	Attitudes
	Attitudes
	
	Data bases
	
	
	

	Dilligence
	Dilligence
	
	Organizational processes
	
	
	

	Responsibility
	Responsibility
	
	Organizational culture
	
	
	

	Persistance
	Persistance
	
	
	
	
	

	Success in communication
	Sucess in communication
	
	
	
	
	

	Ability to solve problems
	Ability to solve problems
	
	
	
	
	

	INTERNAL COMPANY ENVIRONMENT
	EXTERNAL COMPANY ENVIRONMENT


3. Relationship capital presents a relationship between strategic business units within a company, relationships between the company and environment (consumers, distributors, partners and all other interesting parties). 
Better related subjects are able to work more efficiently. This means that without proper relations, some activities could not be realized or not as many of them could be realized, while developed relationship capital uses less resources and operational costs are lower
, which contributes to the increase of overall efficiency and productivity. Fukuyama (1995, p. 90) says that developed relationship capital “presents an efficient form of organization, which would otherwise be burdened by numerous rules, agreements, bureaucracy and litigations”
. 
Customer capital – is a key part of relational capital of a company. It consists of relationship with consumers (customers, clients, guests), consumer database, and in some cases it is extended to relationships with suppliers and partners. The consumer is a beginning and ending of value creation chains (tangible and intangible). The survival of all service and production activities depends on consumers, while insufficient attention is paid to their requests, desires and satisfaction. Serious and systematic dealing with consumers and relationships with them enables a timely reaction to new trends, development of innovative products, and training of people. Therefore, the ultimate goal is the customer satisfaction, which is achieved when their needs are met. Moreover, some theoreticians refer to customers as real corporative employers – “The customer is the only one who can fire us all.”
3. Intellectual Capital:

The Key Factor of Development and Competitive Advantage of the Company
The contribution of intellectual capital to the economic growth has gained more and more attention in theoretical and empyrical analyses. There are many empirical studies investigating whether companies with more intellectual capital have better performances and whether they are more competitive
.
While in the industrial epoch investment in machines and equipment was a basis of creating value and competitiveness, nowadays companies invest in employees who become a key factor to the creation of values and competitive advantage (Pulić, A., 2004,  pp 62-68). Actually, competitive comapnies combine two key resources, financial and intellectual capital, which together create value. A rational creation of value is the main goal of every economic epoch, every company, institution, region or national economy. The same resources can create lower or higher value, so the key question is: is enough value created and if the value is efficiently created?

As a resource, intangible asset or intellectual capital is a valuable, but rare, and cannot be transmitted. It is difficult to copy or imitate, and creation of competitive  advantage can significantly contribute to company assets (Barnej 1991; Wernerfelt 1984). 

In the last twenty years the share of intangible assets in the total value of the company is increasing, while the role of tangible assets is decreasing. 
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Figure 1: Relationship between tangible and intangible assets in the total value of leading global corporations in 2007 (Fortune Magazine, 2007) 

Also, the number of employees dealing with intellectual work and producing intangible assets is constantly increasing. According to one estimate, only 6% of employees in the IBM corporation works in factories, while the remaining 94% are engaged in other „intangible“ intellectual activities. 

Furthermore, the share of intangible factors in the price structure is growing, while the share of tangible factors is falling. For example: the cost price for a pair of “Nike“ trainers amounts to 25% of their total price (material 15%, 10% transportation costs and packaging). About 75% are intangible factors: marketing, design, advertising.....
Competitive advantage is a special feature which occurs when a company is more effective and more successful than its competition. “The old economy” used to find the basis of its competitive advantage in cheap labor, raw material, energy, technology, machinery, while the “new economy” bases its competitiveness on high technologies, knowledge and innovations, new (global) networking and strategic pooling of large companies.
The increasing number of newly created values is created with knowledge, while less with tangible resources and work. It is the increase in share of knowledge in a newly created value that is the main feature of new economy, “knowledge economy“. The most important resource for achieving competitive advantage in the economy of knowledge (Edvinsson L., 2001) is not the capital, natural resources or work, but knowledge and intellectual capital based on it.
Sustainable competitive advantage is a goal of every company, because it contributes to above average gains which ensures the imperative of today’s competitive business world: self-preservation and constant growth and deveopment of the company. It  is the result of constant sucessful use of intellectual capital within a company (Mu Shun Wang, 2011).

Knowledge is a unique resource: since it does not have any limitations (as opposed to all other resources, it is limited only by human mind), it provides endless possibilities for development. As an economic resource, the knowledge does not wear out, but its value is constantly increasing; not much energy is spent with the use of knowledge and it is environmentally friendly. Resources such as land, work and capital are limited and therefore they can raise gains up to the optimal level of resource exploitation. After this optimum has been reached, gains fall, regardgless of the fact that the quantity of production/sales is growing. Due to the law of diminishing returns, costs increase and there is a decrease in profit per product unit as well as  a decrease in total profit. Intellectual capital as a resource is not limited and therefore cannot be exhausted; which is why its use in production leads to the constant increase of profit. Costs are constantly decreasing, both per product unit and total costs. The situation is very similar to natural monopoly. It could be said that this resource is not influenced by the law of diminishing (marginal) returns, but by the law of (exponentially) increasing returns. 
As intellectual capital cannot be used alone in production, but is combined with other resources: land, labor and capital, the more extensive use of intellectual capital (and less use of land, labor and capital) is more favorable for the company.

Every company possesses knowledge, capabilities, values and recognition which can be transformed into value on the market. If managing this resource can contribute to competitive advantage, productivity increase and market value increase, it is no longer the choice, but necessity. That is why it is not the question whether managing intellectual capital is necessary, but how it should be done. Once achieved, competitive advantage based on intellectual capital requires continuous investment in intellectual capital – in reasearch and development, education and development of employees, new technology, marketing and alike – since competitive advantage per se is not sustainable. It has to be maintained (through investments in intellectual capital of the company).

4. Necessity of the Intellectual Capital Measurement
Visible property and financial capital are successfully measured and balanced, because the traditional system of measurement has been worked out to perfection. Measurement is a field which in the “new” economy of knowledge shows the highest level of deviation between expected and achieved results. 

Namely, tangible assets in company ownership are the only property which accountants list in the balance sheet. However, organizations based on knowledge do not have a lot of tangible assets. For example, in the service sector, the main property is not tangible, so the logical question is how they report on their property and business? Or, annual reports contain data on salaries, but do not contain relevant annual data, indicators or measures on the reputation of company representative and good interpersonal relationship although they are an important element of intangible property (Firer S. and Williams S. Mitchell, 2003, p. 348). Accountancy nowadays leaves out almost complete intangible assets.
The capital is not only financial, it includes everything that creates value. Are there any other measures, apart from traditionally offered ones? Are they clear and precise enough? Tools developed so far to value intellectual capital are not completely clear and commonly used measures such as, GDP, price/earnings ratio are incomplete. 

Many intellectual capital experts agree that the traditional financial measurement system is not adequate today. Therefore, measuring “intangible asset”, in the form of intellectual capital, has become a necessity (Leadbeater, C. and London, D., 1999).
What is the essence of the value of knowledge and intellectual property? Patents, copyrights, trademarks and licenses can be the most important asset of a company. Almost nothing of the above mentioned can today be found in the balance sheet. Hence, the gap between the market value of the company and its book value. Otherwise, pricing in case of purchase of a business subject would be simple – the price would be equal to the value stated in the balance sheet. However, the reality is much more complex, market and book value of a company are almost never the same. This gap is reflected on the intangible asset value. 
“Companies believe that they have a complete list of their assets in the balance sheet: machinery, business premises, bills receivable, working capital and the like. But their real assets are off the balance sheet items. The modern balance sheet is a lie because it omits the company’s most important assets. It is also estimated that as much as up to 80% of the company’s value lies in intangible asset, but it is not on the books. The value of the company plant, equipment, inventory and working capital hardly reflects a true value of a company.“ (Kotler, 2003) The bookkeeping practice should be upgraded, and that is one of the tasks and great challenges for the community studying intellectual capital.

What is the market value of this asset? Many have tried to give the answer to this question, but none was good enough. The problem is that the value of intangibility cannot be shown in common market transactions, as in case of physical assets.  

In the past few years numerous attempts have been made in the process of finding a way to put and reflect the intangible assets in financial reports. Over 30 methods for intellectual capital measurement have been registered, but the problem is that ¾ appear as a method only once, that is, they are used by certain authors but after that no one uses them again. Practically, it could be said that generally accepted method for measuring of intellectual capital still does not exist. 
Leading names of the intellectual capital movement (Edvinsson, Sveiby, Stewart, Bontis) mostly agree that knowledge should not be on the balance sheet and that it should not be mixed with 500 years old traditional accounting, whose primary purpose is to report on financial capital.  
How should then “knowledge organization” balance sheet look like? Their balance consists of a tangible (visible) part and intangible (invisible) part. The tangible part is a “normal” balance sheet which can traditionally be found in companies’ final accounts. And “intellectual capital reports can be seen as an effort to make the key forms of company assets, which are invisible, visible, or more simple: new business identity card“ (Edvinsson, 2001) or annual report supplement.
Some models of intellectual capital measurement have developed in the effort to operationalize the essence, functions and benefits from intellectual capital. The methodological challenge of these models is to find a way to identify intellectual capital and its economic influences as reliable as possible, but at the same time to identify a method for optimizing intellectual capital which will boost economic growth. So far, the best results have been achieved in the development and upgrade of theoretical models, while results of empirical measurement and quantitative studies are rather scarce. A great contribution in this sense was made by Ante Puljić (2000), Thomas A. Stewart (1997), Baruch Lev (2001, 2003), Corrado (2004) and others. 

In order to measure the intangible capital, it is necessary to define an adequate measure for all its components, the measure which coresponds with the accepted definition. Accordingly, there should be an indicator (coefficient, index) which would give an objective assessment of business success. It is, primarily, a useful internal information for the management, while, on a macro level, it enables a certain level of comparison as well as the forecast of future possibilities in a relatively objective way. 
It seems that, for now, the most accepted indicator of business success is added (created) value (Stahle Pirjo, Stahle Sten, Smuli Aho, 2011, pp 531-551).  An added value is an objective indicator of business success and it shows company’s ability to create values, which means that it incorporates investments in all forms of resources. Of course, intellectual capital cannot create value by itself. Consequently, information on efficiency of tangible (physical) capital is necessary. The relationship between a resource and results can be observed as efficiency and can be regarded as resource efficiency index in value creation. 

Measuring the efficiency of intellectual capital is important not only on a company level, but on a national level as well. Maybe it is even more important on a national level, since laws and economic policy measures are passed on macro level, they influence company performances as well as the whole economy. That is why it is important to accept a unique measurement system applicable on all levels of activities – from individual processes and company organizational units to regional and national economy. 

The intellectual capital concept is relatively new, but it is an approach which gains more importance and is a subject of serious scientific discussions. Speaking of transformation of real economy into the “knowledge economy“, it seems logical that intellectual capital is treated as a resource equal with the land, physical and financial capital. This primarily meant that intellectual capital should not be treated as an expense, but as an investment. In addition, it is necessary to use knowledge as a production factor as efficiently as traditional production factors (money, raw material) do. 
5. Conclusions
The main conclusion of this analysis and a series of other analyses is that intellectual capital contributes significantly to value creation and business success in certain companies, branches, but it also has a great impact on the community as a whole. 

An orientation towards intellectual capital and understanding that added value is closely collerated to intellectual capital, leads to many advantages, which cannot be easily identified in financial reports, but will certainly increase the company market value, improve business competitiveness, performances and the satisfaction of all interested parties. 
Nowadays, the worry about these invisible factors, which are crucial for future business activities and their advancement, mainly boils down to individual enthusiasm. However, it should become an everyday activity equal to activities regarding physical/financial capital. The value is created through an interaction between subtypes of intellectual capital. Consequently, it is necessary to constantly improve performances of certain categories of intellectual capital and methods of their interactions. At the same time, factors which prevent optimal exploitation of existing potentials of a company should be eliminated. 
Intellectual capital is a valuable and rare resource which is difficult to copy. Nevertheless, not enough attention has yet been paid to intellectual capital, which is most frequently seen as an expense, and not as an investment and developmental potential. There is no more powerful competitive advantage in modern conditions than the one based on intellectual capital. That is why it could justifiably be said that intellectual capital is a basic factor of the company and economy competitiveness. 
There are some interesting observations and evidence claiming that intangible (human) factors of all kinds nowadays become relatively more important factors of the output than tangible factors. In industrially developed economies the importance of intangible factors is increasing, and for less developed countries they represent a chance for sustainable development. It could perhaps also be said that the lack of intangible capital (and not physical capital) is the biggest obstacle for these countries to overcome the development gap.
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� On the micro level, intellectual capital refers to non-physical values within a company; human capital refers to experience, knowledge, skills, training, relational capital refers to customer relations, importance of brand, agreements; structural capital presents the company culture, working environment, intangible rights and alike.


� The literature gives an educational example of Jews whose relationship capital is very well developed on the diamond market. Their close and strong relationship within a family, community and region enable high level of trust among diamond merchants, thus enabling easy trade. “Lack of those connections would require studies, insurances or other expensive securities or there would be no transaction at all.” This shows that the relationship capital has provided both efficiency and effectiveness. 


� USA, Japan and Germany are given as examples of high confidence leading to the creation of economically sucessful corporations, which significantly contribute to a great output and growth of their economies.   


� Bannany (2008) points out that relatively good company performance can be improved, due to the fact that a proper attitude towards intellectual capital and strategy to attract customers influences the change in company rating within a respective industry. This means that creation of value using intellectual capital and operational performances of the company positively correlate. Kamath (2008) admits that the concept of intellectual capital is in its initial phase in India. He investigates only domestic pharmaceutical industry and concludes that there is a positive relationship between company performances and intellectual capital. Bannany (2008) indicates that investments in intellectual capital have a significant impact of the banking industry performance in the UK.


Royal and O`Donnell (2008) believe that intellectual capital is an important resource in the company’s management system. However, their goal is to show that human capital is a source of improtant power of the compay in the market race, as well as in all its commercial and promotional activities. 
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