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(a) T0 d ra.v the attention of Member Governments to the importance of 

preparing tleriod ic estimates of the volume and structure of capital formation; 

(b) To suggest that Member Governments at present preparing or planning 

to rjrepare statistics of capital formation should review possibilities of 

improving the comparability of such estimates with those of other countries; 

(c) To continue the technical studies and consultations ~Vith Member 

Governments for the development of standard concepts) definitions and 

classifications relating to capital formation and to report on the subject at the 

next session of the .Statistical Commission. 

5. Since document E/CN.3/l29 was discussed by the Statistical Commission) 

comments have been received on that document from about twenty countries and 

several international organizations. These were taken into account in the 

preparation of an earl~er version of the present paper. The replies of a number 

of countries included information on their own methods of estimation which has 

hel:'ed to broaden the point of view ado[Jted in that paper, and to n:.ake it more 

inclusive of the problems of different countries. The earlier version was then 

circulated to the members of the Statistical Commission for further comments. 

In so far as practical these corrMents have been incorporated in the present paper. 

6. It should be recognized that a paper purporting to set forth standard 

definitions and classifications on such a complex economic area must inevitably 

be a compromise between the different uses to which the estimates of capital 

formation are put and the statistical resources available in the several 

countries. vlhile the present report is confined to the definitions and 

classifications of the concepts, considerations of their measurement could not be 

omitted in choosing between the alternative formulations. While in a few 

instances it has been felt desirable 'to indicate alternative treatments 

recognition of the need for clear-cut standards, if international comparability 

is to be furthered) has forced a choice in most instances. For those countries 

with severely limited statistical resources the definitions and classifications 

adopted represent a goal rather than a currently·;.': tainable standard. 

7. l'lithin the scope of the limitations noted the purpose of this paper is to 

provide a set of definitions and classifications of capital formation for 

approval by the Statistical Commission. 



I . INTRODUCTION 

E/CN.3/l46 
English 
Page 3 

l. vJork at the international level on measurement of ca;Jital formation goes 

back to a study, Statistics Relating to Capital Formation: A Note on Methods 

(Studies and Reports on Statistical Methods No. 4) published by the League of 

Nations in 1938. This report, which was prepared by the League of Nations 1 

Committee of Statistical Experts, had its origin in a resolution of the Council 

of the League, in accordance with a recommendation of its Financial Committee, 

reg_uesting the Committee of Statistical Experts to take up the g_uestion of 

financial statistics and to study and report upon the methods by which the 

comparability of financial statistics might be improved. Following a suggestion 

made by the Financial Committee, the work in this field had been directed at the 

outset to a study of the nstatistics relating to the formation of capital and 

the manner in which that capital is invested." 

2. At its fourth session the Statistical Commission expressed the view that 

there was an urgent need to bring up to date the report of the League of Nations 

Con}mi ttee of Statistical Experts to take advantage of recent experiences in 

compiling statistics of capital formation (E/1212, paragraph 76). 

3. At its fifth session the Commission received a memorandum by the Secretariat 

on the progress of work on national income, capital formation and other related 

subjects (E/CN.3/89). The Commission reg_uested the Secretariat to include in its 

study on methods for measuring capital formation a survey and analysis of the 

method.s used in various countries which obtain estimates of capital formation by 

means of g_uestionnaires addressed to the enterprises or agencies in which the 

investment takes place. It also recommended that the technical study on capital 

formation be completed (E/1696/Rev.l, paragraphs 72 and 7)). 

4,. The memorandum, Statistics of Capital Formation (E/CN.3/l29), prepared by the 

Secretary-General, was presented to the Commission at its sixth session. While 

it was not possible to discuss fully the memorandum at that session the Committee 

noted that the formulation of standard concepts, definitions and classifications 

reg_uired further study and consultation with interested governments. The 

Commission desired that such study and consultations should include the collection 

of detailed information on recent experiences in compiling statistics of capital 

formation. The Statistical Commission, therefore, reg_uested the Secretary-General: 
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C.hanges in stocks of general government 

13. Increases ir.. stocks of general government are regarded as capital formation 

by one of tho countries commenting whereas another recommended they be excluded. 

Transfers of used assets 

14. Several co•vtntries commented on the proposal to incl1vtde :vtsed assets as 

capital formation of tho acquiring sector as conceptually desirable b'J.t 

statistically rather difficult. Ono country opposed including them. 

Capital outlays normally charged to current expense 

15. J:·wo countries suggested departing from tho accounting treatment of S'J.Ch 

i toms as hand tools and office equipment and tho adoption of a 'vtniform treatment 

in order to obtain international comparability in the definition of capital 

formation. One recommended their uniform exclusion while tho other proposed they 

be included in capital formation. 

Rcpo..irs e,nd maintenance 

16. One country srJ.ggestod that virt'vtally all expend i turos for repair and 

maintenance of capital assets be included in capital formation and also in the 

measure of ce,pital consumption. 

Capite.l consumption 

l'(. Throe corvtntrios suggested it des irablo to recommend tho making of capital 

consumption estimates on a carront or replacement cost basis. One of them 

indicated that ostir.ntos bo nado in terms of both current and historical cost . 

. Jno CO'vtntry stated that depletion of natural resources shou.ld be -c;reated as 

capi t:::~l consrvtmption oven though their value is not included in tho noasuro of 

capitQl formation. Another proposed that accidental damage be defined LlS ttLo 

value of fixed capital destroyed rather thCLn that portion covered by insurance. 

18. Other conraonts dealt with the treatment of land, natural resources, 

intangible nssets such as patents, goodwill and resoarch
7 

and tho neasureoent 

baois for work in progress. Opposition to tho proposal for tho general adoption 

of tho terninology used in tho report was also stated by one country. 

III. BASIC CONCEPTS 

DefinitiJn of gross and not capital fornation 

19. All gJods produced for use in futuro productive processes - nachinory, 

eqrvtipracnt, plants, other buildings and. struct:J.ros, and producers' stocks of raw 

rJQteriDle, seni-finished and finished goods - are called capital goods. 
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II. SUMMARY OF CO.tvJIVlENTS RECEIVED FROlll MEMBERS OF 'IRE STATISTICAL COiv!MISSION 

.s. The following paragraphs summarize the ma.jor cotnments received frcm members 

of the ::Jtatistical Commission on an earlier draft of this paper which vas 

submitted to them 26 June 19.52 The present paper represents a revision of the 

earlier version in the light of these comments and the further consideration of 

a number of points b;y the Statistical Office. Ovring to the divergent treatment 

suggested in the comments on particular points it has not been possil)le to adopt 

all of the proposed formulations. The comments on the more important items are 

summarized by topic. 

Domestic capital formation 

9. Several countries QUestioned the usefulness and feasibility of the distinction 

drawn between foreign agencies of domestic conccrr.s and their foreign branches and 

subsidiaries for the purpose of defining domestic capital formation. Some of 

these countries suggested that domestic capital formation be defined solely in 

terms of the physical location of the capital assets instead of including capital 

acQuired abroad by the agents of domestic concerns. 

Government enterprises 

10. One member suggested that government enterprises be distinguished from 

general government by a simple enumeration of the former's agencies. Another 

indicated the need to define general government in terms of the functions performed 

in order to obtain international comparability in the distinction between general 

government and government enterprises. 

General government capital formation 

11. Several comments indicated the desirability of including capital expenditures 

of general government in the concept of capital formation. Two countries indicated 

agreement with a definition of capital formation which limited it to capital 

expenditures of enterprises and private non-profit institutions but noted the 

desirability of distinguishing behreen the current and capital expenditures of 

general government. 

Military expenditures 

12. One country suggested including government arsenals and shipyards in domestic 

capital formation. Another indicated the desirability of treating military 

expenditures for land as capital formation of the general government sector. 
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the in~l~si~n ~f such 

Jf ninu dhn.ft'; be inclucJccl in cccpit~:,l L1rn::cti::m. Alth::mgh 

oxtr:~~ctiJn ::Jf these rescmrcco ~·xc CcJnciclcred as l:l chn.rgo t:::> C'JTrcmt ::mtput. 

Incl~sim :1f c1cplcti::m ::cll:::>wnncoc ns ~ f•.:JrD ::Jf capitCll CcJnsunpti::m is basod ::m 

the vim.r thnt suer, ros)urces represent n·~n-reprad,~ciblc nati~nal assets nC!t 

entirely c: iss inil:::cr t::J stxks C!f n:1w naterials. 

D::mostic CO[Jit:::cl f::JrncotL:m 

24. Tho c.:Jncel•t CJf co.pital f~rnl:lti::m used hero is linitod t::J expenditures ::Jf 

cntcrprisosJ n8n-pr::Jfit institutions and general g::Jvernnont f::Jr physical ca])itc;.l 

::cssots l:Jcated within the territ:Jry CJf tho c::Juntry plus net changes in st::Jcks 

::1wnocl by resident enterprises. Not changes in f·~roign invostnonts l:lro excluded 

cinco the c~ncept ~f c::cpitc:.l f~rnati~n is designed to neasure chcmges in tho 

physical capacity ::Jf cc c::mntry 1 s cc:Jn:Jny. 

25. r;:tc c::mcopts ~f "territ::Jry" c:,nd "resident" ccs ~~sod in this rop::Jrt are the 

s~Tto ccs th::Jse ~~nc1erlying stcctistics :Jf natiCJnccl inc:Jne c;.nd ex]Jondituro in general. 

Tho territ::Jry :Jf cc cC!untry is defined by its p::Jlitical bC!undaries. F:Jr the 

purpC!SG ::Jf nccti~nccl incC!ne ostiucctes ::JVersoccs territ::Jries and dependencies are 

tree:, tcrJ as f~rei ; , c::Juntrics. 

26. Resident instituti~ns c;.ro defined in acc::Jrdccnce with the Balance ::Jf Payuents 

Mnnuccl 2.nd include ccll (:;::JVernnont and pri vote ::JrganizatiC!ns l'xccted in tho 

C::J'~ntry cmd their fCJroign o_e;oncios but nCJt their fCJreign brccnchos CJr subsidiaries. 

Ac;oncics nrc rHstinc;uished fr::JD branches and subsidiaries in that they act :Jn 

2cc::J:~nt ::Jf their -~rincipalo whereas the latter nay act ::m their '.:JWll acc::Junt. 

27. Since fCJroign agencies :Jf dmaostic c::Jncerns are n:Jt likely to acquire fixed 

cccpi till whereas they frequently ;_mrchccso stocks ::Jf C:JDnnd i tics f::Jr tho account 

~f their principalJ tho contributi::Jn ::Jf these agencies t::J donestic capit<::.l forna­

ti::Jn is linited t::J their acguisiti::m af st:Jcks. This treatnent preserves 

c·::Jnsistency with the Balance ::Jf Paynents Manuccl which, at least concept,~ally, 

includeD the cccguisitL:m ::Jf such st:Jcks by ac;oncios l:Jcf1tod abroad in tho inp::Jrt 

statistics, as ccdjusted for usc in c::Jnputing the balance ::Jf paynents, of tho 

C::Juntry ::Jf tho principccl cct the tine CJf their cccq_uisitbn. Thus, as defined in 

tho Bclccnce ::Jf Pilyo.onts Mmmal such st::Jcks arc re(jo.rdcd o.s irJp:Jrts and 

C::Jnseq_uently pccrt ::Jf c:, c~untryts physical w::Jrking capital. 
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is not consumed. or 
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from gross capital fCJrnatior.:. in th:::ct it is Llc.::'osu.rcd e1ftur r;llc:f'J'·.ncc.3 :_r, n:dc: 

for depreciation, obcolcsccnco ~:.nd accidcnt::~l d::n:ncc t:; fixed c~·:pit::.l. 

Conceptually, net cupital f'Jrr:r~tbn rcprcscntc ~he additi::m tCJ fixed ~nd W')rking 

capital available fCJr fut,u.ro producti:Jn 

20. Future prCJducticm is f2cilit2ted n:Jt only by not cdditi:Jns to~" cCJuntry 1 s 

stock of capital goods, but alcCJ by incroc:.scc in tochnicnl tr::::.ining ''-nd kn:Jwlodgo 

of the population, ir:rpr:Jvonont in health nnd li7ing conditions, etc. Th,J.s, 

d.epending on the purpose for which the statistics c~re t:J be used, tho rc.ngo of 

iteus included in capital fCJrr::tation nay very fr:Ju a nc:.rr:Jvr CJne, as f:Jr cxo::.1plo 

physical plant and eguipoent, to one which inclndes also current expenditures for 

research, health, and oduca.tion which inprovo tochnCJl:Jgy and incroc~so 

productivity of the lab:Jr f:Jrco. While it is desir2.blo tCJ obtain dGta on srJ.ch 

expenditures they have not boon included as capi tG.l fornat ion owing to the 

difficulty of valuation. 

21. For some purposes, such as estir:mtes of no.,tionGl wealth CJr of s:::tlec:.blo 

assets, which night bG usod to obtGin foreign exchange, certain intangible c:.soots 

such as patents, concessiCJns and good will nigr"t be inclu.dod. These itt::ns c;,re 

omitted frou the c::mcept of capitGl fc:Jruation u.sod here b:Jth boccmso of the 

difficulty·of valuation- in general their exch:::tngo value opprCJxinGtcs the 

capitalized value of the earning powor thoy represent - and bocauso there is n~ 

clear-cut relationship bet1-reon su.ch a value Gnd their c:Jntribution to f'J.ture 

production for the nation as a whole·. 

22. Except for dwellings d'J.rable go:Jds purchased by ho'J.Sehc:Jlds c .. re nc:Jt clccs:Jocl 

as capital for11ation but are treated as cons:1nption. 
....... 

This troatnont io adopted 

more for prnctical reasons, such as tho difficulty :::Jf estimting doprocio.ti:Jn 

and the fact that the services thoy yield arc generally nCJt r:nrkoted, rG thor tl1an 

on strictly logical grounds. 

23. Inventories of tmseuus, works ·:Jf art and other collectors r items aro on i ttocl 

as well as discovery :Jf sub-soil resCJu.rces such as potroloun :Jr 1~1inerals. In 

both cases the problens of valuation arc very d iffic,J.lt. Tho value of sub-soil 

resources generally does not boar a close relationship t:J the c:Jst :Jf discovery. 

While estimation :::Jf the latter appears possible it is roc:Jnnendecl that ::mly th~so 
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Justice includes the law-courts, police cmd prisc:ms. 

Educaticm and research includes sch::J:Jls, '.mivorsities, libraries, nuseums 

and all research activities pcrf::Jrmod by tho lj:::JVernr:lEmt exce[!t those of a 

purely uilitary c~aracter. 

Public health includes hospital and CJthor uedical service._; provided tc:J 

civilians. 

Welfare services include tho prc:Jvision f:Jr treatnent, cducatiCJn and CJther 

care for the aged, infirn, indigent and c:Jthorwiso handicapped persCJns and 

expenditures for child and uatornal welfare. 

Transport and communications facilities cc:Jupriso tho provision of rc:Jads, 

airpc:Jrts, canals, harbours and c:Jther transpc:Jrt facilities including naviljatic:Jnal 

aids and radio and ueteorological services provided in connection with transport 

facilities. 

Other services include the provision c:Jf recreation, fire protection, 

sanitation and other public housekeepinc; ::;ervices. In addition it includes 

expenditures in ccmnection with religious activities as well as pensions not 

included elsewhere. 

30. It is recomuended that the sauo statistical definition of capital formation 

used f:Jr private enterprises be applied in the case c:Jf c;overnuont entervrises. 

31. Private non-profit institutions are defined to include associations 

organized to pr:wide a c:Jllective uethod for tho consunpti:Jn :Jf lj:Jods and 

services by b:Jth individuals and business. In general, tho najc:Jr portbn of their 

costs are covered by public and private grants and yields frou endoWI:lent. Hence, 

expenditures are used to ueasure their product ra thor tho.n the proceed.s fr:Ju 

service charljeS. Pri va to non-pr·:::Jfi t orc;aniza tions which cover all or neo.rly all 

of their expenses by direct charges are uore properly classified as private 

enterprises, especially if their charces are competitive with those of private 

profit institutions. Private non-profit institutions, in s:J far o.s they p:Jssess 

fixed ca'"'pital and only as such, are treated as enterprises o.nd their capital 

fc:Jrmation is included in cross douostic capital formation. 

Capital consumption 

32. Conceptually, capital consumption represents the decline in value of durable 

capital from wear and tear, obsolescence or accidental danace over the accountinc 

perbd, or alternatively equals that portion of currently produced capital 



Enter,1rises* 

28. Enterprises include bott: rrivn~~, 

regurrled as Clf a business na+,:Jrc) ir. 

as a corpClration, partnership, C:Y)[Jer:ctilcc 

of dw8llings is treated as a f:::;rl11 CJf enterprise. 

u.c ine; ~_) ~:.,rl:J SGr-.rices. Pri vu te 

GCJvernment enterprises are generally d of inoc] as th~1se ae;onc ies of g::;verm~ont 

which cover a substantial portion of their c:Jsts by the sale :Jf goCJds and 

services, and, depending on the institu.ti:::mcl arrangenonts in ~he pc.rticul8r 

cCJuntry, perform functions generally classed as business rather than as purely 

g:Jvernnent administration. It is not p:Jssible t:J frane a precise clefini .. i:Jn 

owing to the fact that depending c.:m the institutional arrangenents c;overnnent 

enterprises as a class merge imperceptibly with the activities of general 

government. Agencies chLefly engaged in the regulatory functions of government 

are n:::>t included, nor are thCJse fu.rnishlng s:Jcial insurance. Government arsen.r::tls 

and naval ship yards are exclucled from enterprises by the general rule that 

classes all military activities as functi:::>ns of general gCJvornr:1ent. 

29. Since the range of activities perforncd by gcvornnent enterprises is 

necem;e,rily broad, one method to d istingu.ish then fron general government is to 

define the latter in terms of functions characteristic of general governnent. 

All other activities would then be regarded as being perf:::>rmed by government 

enter~!rises. 

General administration conprises all legislative and st.wh executive functic.ms 

as international.relations, fiscal adninistrati:::>n, the o~eration of social 

security programs, the regulati:::>n of c:Jmwercial activities of business, labor, 

agriculture, etc., and. the preparation of statistical and other inforna tion. 

refence comprises the arned fCJrces, civil defence and the G:JVernment 

establishments ::>rganized for research :::>n and tho manufacture of weapc.ms o.nd other 

nunitions. 

*Unless otherwise noted, private non-profit institutions will be included in the 
term enterprises as used below. 
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their invont:;ries ::Jf ,]urccblc r :nco but ciJos n:Jt ron::JVG the need t:::J cvdjus'l such' 

shirc:lcntst c:c.tc, r:t tho LT'::Jclu.ccrr: 1 level, fCJr ch:=cnr;os in (istribut::Jrs 1 

invont::Jrioo ::Jf ca~it:2l C:JCJCs. 

36. Ronco, oxcluclinc the Lr-Jblou ::Jf distributCJrs, it is nocossccry to cccd the 

C!ecroc.se CJr subtrCLct the incretlse in ~!rx1u.cers 1 invontCJrios ::Jf Ccct)ital !jOOdS 

frora the neasu.re CJf prCJdu.ctiCJn. Use CJf either [rCJcluction ::Jr shipnents data r:4 

capitlll coCJcls llrodu.cers requires they be tJ.dju.stecl by the chc:nr;e in cJ istributora'

stocks in 'Jrder t'J cc_~Jroxinate a t1ensure of capital cCJocls acquired by their 

ultinate users. 

37. In add iti::Jn tCJ ;;;roC!uctiCJn, inventory ancl externo.l tracle clo.tc_ for capital 

c,oCJcls, the com.Ddity flCJw a~;;Jroaeh requires extensive suj:;t:>lenento.ry inforraation;

do. to. -::Jn transport costs, dealers 1 tJ.arcins o.nd JUrchased services in c::Jnnection 

with the acquisition and insto.llatbn CJf fixecl C8.pito.l c_;oCJds, is needed to 

supplet1ent prCJclu.ctian do.ta since C8.pito.l fon1ation is valued o.t cast ta the user

af the CO.;:Jito.l C:CJacls. Since praduction data, in c_seneral, covers o.ll ty._)es of 

output it is necessary ta cl istin:;uish between final and interned iate Llroducts, 

that is thCJse flowinc to ul tinate users as capital formatiCJn or ccmsuni:Jti::m and 

thCJse praducts which comprise inputs fCJr further iJrocessinc CJr for the repair 

and naintenance CJf equipnent. 

38. In ceneral, adoptiCJn af the )roducticm ap;;rCJach pernits: 

l) ClassificatiCJn CJf ca-;_;it3.l forraation by majCJr c"Jrocluct groups and 

inc1ustries producinc the CCJCJds; and 

2) The defini tiCJn of the i teras col:llJris ing CaLJi tal fornation to be nade by 

the statistician ro.ther than by the business accountant 

Ado,:tiCJn of the expenditure approach cenero.lly implies acceptance of the 

accountant 1 s definition of cafJital expenditures except for such items o.s 

financial clains, patents, trademarks and CJther intangible assets which are 

cenerally se:Jarable fron fixecJ capital expenditures. The derivation of capital 

eX]Jenditures from accountin13 data in ceneral results in estinates which: 

l) Reflect business decisiCJns as to what iteus constitute depreciable 

assets; 

2) Insure o. decree of internal consistency in the no.tional accounts, 

provided accountinG data is used to determine profits and depreciation 

allowances; and 
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fCJrmation required. to maint~in intr~ct tLc st:ck ~~f icccl ru::suts. :'\Jci t:r"er j:;: 

these concepts is directly nercsu.r~blo with':G.t s cif;;·in;: ~~ \TclLt~cti'Jn 1)~sis c\r1J 

a definition of capital. ]f,c;i', 1J.SCJ :1f tho U'fic:J_lty ~Jf rJcfinin~: nr/l nc~lS'J.rinc: 

real capital the measures :J.Soc1 tave c;cncrcclly rclatccl -~::J na int~c in inc c,'Jr.cy cupi tal 

intact. This mtter is trocctcc in lJCCr~ccra 76 U1ro•gh '-)7. 

IV. DEFINITIONS JF EMPllilCAL EQUIVAlENTS 

Measurement by expenditure anc proc1r uct i 'Jn ce, ta 

33. Capital fomati:Jn uay be ueasured at any CJf several steps in the pr:Jcess, 

e.g., the accunulation of funtls, expenditure :Jf the fur.ds·or the prc:,ductiCJn CJf 

capital [:pods. Since the first deals with the flow of funds 2-nd is not directly 

related to production, it will not be considered here. 

34. Fixed capital fornation way be defined as the expenditures for machinery, 

equipment, buildings and other structures by enterprises and general government. 

Measured in this fashion capital formution is reluted to increases in productive 

capacity of enterprises as defined, in general, by their accounting classification 

of expenditures between capital and current accounts and of general government 

in terms of the definition of fixed capital used by tho statistician. Capital 

expenditures are defined to include the purchase price of the fixed assets plus 

such expenses as those for transpeJrtation, brokera13e, installation, onsine~ring, 

architect, legal and other services anc, indirect taxes. CeJnceptually, the 

investuent cost includes the services furnished by enployees c::>f the purchaser in 

connection with the purchase and installation of fixed capital. Practically these 

oust generally be onitted. except when such costs are capitalized. 

35. In the production c::>r connodity-flow approach fixed capital foruation iG 

measured in terms of donestic production plus inports of capital coods less those, 

other than dwellings, sold tc::> households or exQorted. Since fixed capital 

.formation is usually defined as the acquisitic::>n of durable physical assets by 

thetr ultimte users plus work in progress c::>n durable heavy oquipnent and. 

construction, it is necessary tc::> adjust data on productic::>n by changes in the 

inventories c::>f capital goods held by their producers or distributors in order tc::> 

estimate the flow of capital coods tc::> ultimate users. The use c::;f data on 

producers' shipuents of capital (jc::>'Jds avc::>ids tho need to adjrJ.st for changes in 



E/CN. 3/146 
EnL~lisll 

14 

the sollinc; soct:Jr. F::Jr thi~; p;.rp::J;se the transfer ::Jf lc:mc 'J.Cclod f::Jr nilit::,ry 

pur;:!::JEJcs is incluclecl with Jthcr 'J.Se<.J assef; trcnsfers Jf ronoral [pvornnont. '~lht; 

~,f land by individuals is com;iclercd =~ forn CJf r:mtorprisc and those 

transfers arc included with usee: asset trc~nsfors :Jf that soctCJr. 

43. As with :Jthor used assets the transfer Jf lo.nd shCJulcl be recorded at tho 

current purchase nrice. In addition such transfer cCJsts as lcc;al services foes, 

taxes, etc., e,ro included as calJital forne,tion CJf tho sector nakinc; the 

expenditure and unlike the i;'J.rchasc price of the asset increase t:Jtal c0,pi tal 

f:Jrmo.tbn. In this treatnent capitCl.l c;ains 0,r:.d lCJssos Qffect co.pitCl.l fornati::m 

CJf tho inclividual sectCJrs but not of the econony Cl.S n. whole. 

TreQtnont of ~old 

44. It is recCJmnended that 0,ll changes in donestic stCJcks Jf CCJlu, includinc 

those held by tho tlcmetary Quth:Jrities, by individ<J.als Qnd by enterprises, be 

rec;Cl.rcled as chCl.nges in net fc:>reign investnent. Thus, chanc;es in gglcl stc:>cks are 

excluded fron donestic capit0,l fc:>rDQti::Jn. This trEmtnent differs ±"ron that L<sed 

in the BalCl.nce c:>f Paynents Manual ::Jf the Interno.ticmal Monetary Fund by includ inc; 

QS net fore ic;n investnent increases in all pri vote cold stocks. The non-l:tonetary 

cold novonent in the Balance of Paynents Manual nust therefore be adjusted for 

chances in those stocks cc:>nprisinc; private h:Jards, partly WDrked t:;::Jld for personal 

use and indus trial st·:Jcks. Tho.s current t:;c:>ld prDd.ucti::Jn less that c::Jnsuned in 

industry and tho arts is rec;o.rded Cl.S addinc t::J foreicn investDent durinc; the 

periCJd. 

Capital f::Jrma tbn c:>f c;enoral cr,c:>vornment 

45. Capital f'c:>rnatiCJn c:>f c;oneral G,8VernDont is defined in a sinilar fc.shiDn to 

f'ixec3 capital forDation CJf enterprises and includes expenditures f::Jr nachinery, 

OQUipnont, buildings and structures. Included in the latter arc rc:>ads, canals, 

hCl.rbors and other transpc:>rt.fCl.cilities and structures includinc navisational aids. 

Capi tCl.l fc,rna tbn c::Jf c;eneral c;:Jvornnont alsCJ includes expend i turos for the 

cc:>nsorvati:Jn and develc:>pDent ::Jf natural ros::Jurcos which are c:>f 0, rolc.tivoly 

;Jorr.nnont chCl.racter and involve DQjar alterations to tho terrc.in such as drainac;o, 

reclaL'lati:Jn, floc:>d cc:>ntrol, rcforestCl.ti"Jn and sinilc.r ~lrc:>jects. 

ital forno. tic::Jn Df general [!,c:>Vornnont is lini ted to capital expend ituros 

fCJr civilian purp::Jsos 0,nd excludes all nilitCl.ry expenditures except th::Jse fc:>r 

perTIQnent hc:>using. 
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l) In.v:::Jlvos :::c lc:_ck ~Jf 'J.nif~rnity in the definition of capit::l ::ts betwoon 

firn:c;, inrJustrie8 cmd C'JIJ.ntries; :m~l 

t;8norctl, b 1J.S incss prccctico tcmi o ::0 ch:1rc;o t:::J C'J.rront cx;_:Jonso i tons of 

rclutivoly stnll cost :::Jr sLort life e\"Gn thouc_:h tho latter rac.y consirlere,oly 

c;xcecc: one year. 

':'he chCJico between tho prCJG'J.ctic::m and cxpendit,J.ro CL))l!r:::Jctchos is, CJf cCJurse, 

l::trc_:cly c~ictc.tod by the stutistical rcscnrcos t:tvo,ilablo. While it is 

roc::mnonc:led thc.t tho oxpcndit,J.rc appr:::Jc:tch, includinc with scmc exec ic:ms the 

'J.So of acco'J.n.tinc dofinitbmJ of c::::,·:~itCll ex:_Jonditurcs, be ClrJ 

est ire tus of cc.~Ji tctl f·oruct bn, tt is reconncndn ti:::-n is to be cCJnstr,J.cd t:ts coner::::;,l 

not yiolc; octirntcs 't~hich c:::Jrros;:;onc1 cl:::Jsor t:::J ths succ_:ested c::mccpts. 

'::'rca tnont of luml 

40. Lanc1 i::; rec;rLrdod ccs cc cni1ital nsset cmd.. with certain exec ions is treatccl 

in the S:ltlo fcc:shi::m Cls other J.:Jod -::.ssets. Since ct:tpital f:::Jrnaticm is defined cw 

the cccg_uisition :::Jf capitc~l s.sscts :::Jnly tho roclt:tnation of lc.ncl represents em 

:::~ccJiti:::Jn tCJ a C::J\J"ntry 1 s cc~;.ital f:::JrncJ.ti::m. lanc1 acquired 1Jy un extension of:::~ 

CCJ'J.ntry 1 s t::·::Jliticc.l bounclccries is n::Jt included since such c.cg_'J.isiti:::Jn cloos n:::Jt 

represent o. n:::Jrt1c.l chc:trc;e :::tc;c.inst C'J.rront ~!r:::Jcl:J.cti:::Jn. All cJrJ.rable i1;1provonents 

to l:2nc1 S'J.Ch as clr:::tinc.co, irri,'_'ptiCJn, cl~ccrin-e of forests, crwHnc, etc., sh:::Julr2 

be incl'J.clocl in ct:tpit::::.l f·.Jrmti:::Jn ::Jf tho p:;ri:::Jcl when the inprovnuents etro n::1ue. 

41. '-<-'r,c cJ ioc:::Jvory CJf sub-surfs.cc niner~ll 'Jr ]Jetr::Jloun rJqnsits while cnhCtncinc 

th0 v:::~luc ::Jf l~lDJ cere :cJ.:::Jt incluclcci in c:lpitetl f::Jrnaticm, n:::Jr c're t::to ox;conditurcs 

f::Jr 0ucr" cx~l::Jr::::.ti::Jn, except cts they inv::Jlve expenditures f:::Jr cl'J.rn':Jlc structuroc 

Since for ::!n~llytical ~''Jri_~:::Jsos it is clesircblc t:::J acco,J.nt f:::Jr the transfer of 

tf1or With i~:lt_T::JVcnonts be troatccl C~S capitctl f:::Jrncction :::Jf the rmrchasinc_: 

soct'Jr. Sinil:::~rly the s::1le :::Jf lccncJ is treated as nocativo cG~itc.l f:Jrr1c.ti:::Jn of 
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oxcu~:tLms n.Jtud) ctre excluded frou C'-1r·i tal f.Jrr:nti:m ~Jf umoral c;c:JvernneiJ.t 

well ::ts fr::Jn c1.Jtl8stic c12rital f:::rn::ction 

)0. It Ls ~;rJ th:_'"t nilitGry oxpenclitures sh:Julcl be shuwn so'c:etratuly fr::;n 

::thor current e:x:~:end L tures Jf c;eneral G.JVcrnnont. Military expend i turos fJr 

cg_ui;JI10nt, builcl inc;s, stru.ctureD and Dt:JCkD are defined aD O:X:[Jend i turos f::r i teras 

destined for 'J.Sc l.Jy nilitllry pors.Jnnol fCJr p'J.rt;Jsos CJf nati::mal dofonco. Owinc; 

t::J the cJ ifferenceo in tho jJOS i tiCJn of tho nili tc.,ry ostablishnent ir. tho variCJus 

countries aa well 12s tho fact that nany ty'LJcs :::Jf expenditures c:::m.tributo t:::J 

defence Cls well as t:::J the needs of the civilian ecCJnony the practical definiti:::Jn 

Lmst be loft to tho C:::Juntrios c:::Jncorned. It is prCJposed tCJ include expenditures 

f:::Jr C~'Jvernuont arsenals, naval shii:JyardD, barracks, ccmt:::JnDE:mto, nilitary flyinc 

fields, etc. as nili tllry oxpencli tares. St:::Jckpiles :Jf stre, tec;ic na torillls 

llvailllble fCJr nilitllry llnd civililln uso should bo included in cllpital forue,ti::n 

:::Jf govornnont ontor-Jrisos unless :hold by tho uili tary ostablishnont or in case 

local c'Jnsideraticns indicate a cJifforcnt trcatuont t:: bo noro satisfactory. 

Sl. Expencitures CJf c;enoro.l (~ovornnont fCJr tho clovolCJpnont llncJ conservati:m CJf 

n:1tural rosCJurces are treated as capital fornati:::Jn :::Jnly t'J the extent they result 

in the croati::n .Jf durable physical assets. Structures such as dans, levees, 

dykes, canals, wells, nino shafts as well as oxfonditures f~r reforestation oro 

inclucJocJ in cal::i tal f:::Jrua ti:::Jn. Ex~;ond i turos f:::Jr forest fire [crotoction, 

orad icati::n CJf posts, rosoodinc ~f c;ro.sslancls, and research 'whict d:::J n~t involve 

tho b1.1ildinc :::Jf cbrable physical assets oro roc;arclod as current outlays. 

52. St~cks of r;onoral novornnont are likely sno.ll and n:::Jt subject t.J ro'Jid ctancc 

so that their onission fr:::JTI estino.tos of c::q:ito.l f::Jrnati:::m is not a serious 

deficiency. Tho uajor exceptions are stocks :::Jf surplus oc;ricultural CCJLIT:1oditios 

anc1 str:1 tocic naterials. In tho event tho GCJVEJrnnent ac;onc ios h:::Jld incs such st::Jclcs 

oro not classed as c;::vermaent enterprises c.Jrwistent treutuont W8'J.ld call for 

their oxclu.sion fr:::JTI c-c:ss capital f::~rnatL:m. In conorfll, it is cJesirablc tel 

include ac~encies h::JlrJ inc~ SIJ.Ch stocks as G:J\"ernnont entor;_Jriseo oven thouc;h th0y 

lack :::Jther characteristics 0f such acencios. Sale ::Jf surplus st:::Jcks by c;onerc~l 

C:::JVornncnt, includ inc~ tho nili tory esta1Jlishuent, oxc0;Jt as n:Jtorl ubCJvo, are 

troatocJ as a decrease in current expenrlituros of r_',cnoral c;:::Jvornuent. 'I'ho 

CJf those as well aD CJther stocks 1Jy onter;;riscs oro included as cai!i tal fCJrnati:::Jn 

in st~Jcks t:: tho extent they incrol\so thr; entl-::Jf- L'eri:::Jll st:Jcks CJf onterprisos. 
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i trJ.ros Lcncl th~so f~Jr 

o.soots 1-rh ich arc 'Jf rm esscnt io.lly pernm_;_ent charcctor ;_;rCJvirJ ec1 o.cl OCllJ.'l to 

nainteno.nco is rJ.nderto.ken. r:'W:J o.lterr_ativos are sue;cested. '::'he first is tc:J 

treat c~ll t'..G,jc::Jr no. intenanco !:l.nc ropo. ir exponc i turos srJ.ct" Gs rosurfce inc r:JGd s 

anc roclcvelopint; harb:Jrs ancl canals as ex1;ond i trJ.ros on current accotmt c:cnd t:J 

c::Jni t CGlli tc:,l ccmsunption c:cllowancos fc:Jr the so i tons. In effect th ie trea tnont 

o.asunos the. t current oxrcnd i t 1J.res noroly no. int::::_ in tho oc::mCJnic lifo CJf such asse'ts. 

~he CJther nothCJd is to include o.s capital f:Jrnc:ction all expenditures f::;r nainton­

cmco and ro-;:;air such as the cl,rcdginc; :Jf hc:,rbors ::end tho rosrJ.rfacing CJf roads Ctnd 

tCJ include !ln cllowanco for their loss :Jf ecCJn:Jnic value in estiuates CJf ca;:Jital 

consunption, :Jn the basis ·::Jf an estinate CJf tho cX;:Jenclitures requ.irod t:J r::tCLintain 

their :Jrit;inal c::Jnd i.ti:Jn. 

47. Owinc; t::J the joint "J.So :Jf nc.ny bu.ildinc;s by governuont c.cencies perfCJrninc 

diverse functi:Jns, it is pr:J[l:JScd that tho classificati:Jn :Jf fixed ccpito.l 

f:Jrmfl t i:Jn :Jf general g::wornnent be lini ted to sch:J:Jls, hCJspi tals, CJther build inc;s, 

highways and relc..ted strrJ.cturos and other C:Jnstructi:Jn, It is desirable t'J show 

estiw1tos fCJr equi;Jr::tent sepo.ratoly. 

48. All military expenditures should be classed ser;arately fr::Jtl CJther expenditures 

:Jf general [;CJVernnent. This troatnent is dictated by o. nunbor :Jf ccmsidoratLms, 

chief C..r::t:Jnc; which are: 

( . ) 
\ l The difficulty CJf distinc;uishinc; between current and capital 

ox~cnditu.rcc for ~ofence, 
( .. ) \ ll The ino.b ility t:J f::Jrt:mlLl to Q c;onero.lly usofu.l d efini tbn :Jf cat:Ji tal 

c:Jnsu.npti:Jn, 

(iii) The fact that T:J.ilitary expenditures soldCJn increase the prCJdu.ctive 

cap::::city CJf an oc:Jn'Jny, and 

::iv) The inrrbility to devise a vo.luati:Jn criteri'Jn conparablo with that CJf 

tho civilian ec:Jnony. 

49. All nili trrry exj)end i tures except th:Jse f:Jr land and peruanunt fcr.1ily 

cwellinc;s c.re treated o.s current eXllend i tu.ros CJf c;oncral C:JVernnont ar:d o.s a 

rosu.l t nil i tcry expenditures fCJr durable assets and cho.nc;os ir ... stocks, with the 
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~r '' nc::.j:Jr ruc:Jurcc covelopnent, 

r:Joloctric cyuteu. CcncGvtually, those should be 

uctivo lifo. Often these expenses nre 

the fir~1 ic now 'Jr r,ct ~r:JrLtcinc :::;atisf~:ctcry ~Jr·Jfits ac;c:inst which te> chnrge 

the ux~cn:Jcc ·m:3 t) cxnrtizc then as Fl~idly r-~s the ;_:r':lfit ]J:Jsiti::m ~;ornits. 

:_57. It ic rcc:Jr:nonc',o:l thn t lcvcl:Ji_JLlDnt ox;_ one i turos n::.>t c in;ctly eiSS:Jcinted 

vrith tLc acguisiti:Jn ::Jr cmstructi':ln :Jf lJhysicnl cnpitD..l D..ssots be excluded fr:m 

rr,ss·::crlcGt:ic c~c;_;itcl f:::;rnnti·cn. This trontncnt is based :Jn the difficulty of 

:~.c1cq_·J.:c.tcly c:ofininc; dovolY;nont cx;:Jonsos S'::lDc :Jf whicr, nrc J:'rcbably very nuch like 

ituros f:Jr roso2rch :Jr cc1ucntix,, i.e., tLoy nay 1YJ.ild Ti_c o. rosorv·:Jir of 

1m::JWlcc1 ~c :Jr skills avQilnblo in sono doc;roo for nnny pu.r;Ycscs besic1os thD..t of D.. 

s;:ocific CCL itnl ox;_;onc1it:Jrc. 

Fin~mcin!' c:Jsts 

5·8. 'J:hc cJiroct c:c.nd ind iroct fincmcinr; c':lsts in :)r:wicnnc investnont funds are 

cJxcluc'.ccJ fr·:;n fixcc1 c!l~Jital ox~1cnd ituros ar.cl instcCld troo.tod D..s a currant expense. 

r:.'hi:J :Jni::3Si'JD is 'I:J[LGOC :m the cifficulty :Jf :JlJt:J,ininc c]2,ta -:JD SUCh C::JStS includine 

tho ctlLJc~Lti:Jn :Jf fL)tati:m and ::Jthor such cx;Jonsos lJctwccn fixed D..nd workine 

c:::c"it2l. In adcliti::Jn) tho inclusi:m :Jf finnncinc c:Jsts w:Juld load t::J a degree of 

n:m-c:Jn,::crcJJility lJotweon r:cwornnont co.'l;ital f':ln:nti:Jn and invostucnts :Jf privD..te 

isoo :mt ::Jf retained oarnincs ancl th:Jso by ontortJrioos ros8rtinc te> ·the 

ca~!i tel n::c.rket. 

Gr:Jos cJ ·:JileS tic ca.p i to.l fJrno. t i :JD 

5':J. Gr:Jss d::Jncstic c::1 i t~tl f:JYrl:J,ticm is c1cfincd e,s the OXIcncl ituros 8f 

c::.1tcr~'riscs ::mc1 cencr2l :::Jvcrm1cnt fC)r new ami usocl CQpi tc_cl 2-ssots physico.lly 

loc::: tocl in tho terri t:Jry ~·f [~ c:Juntry 0lus tho value :Jf the llhys ical chD..nc;e in 

st:Jcks :JWr::c-J ;Jy resident ontcrrrisos whether hold 1l .:Jnosticnlly :Jr o.broo.d.. 

Mons'Jrencmt :Jf trnnse,cti·:ms 

6u. Since trilnS::'ctiCJns whict reflect cClpital fcJrtnti-::Jr. as well as ·:Jther ec:JUC)t:lic 

:::ctivitico c_ro cencrally c1 ivic:ocl intC) a r<'Jnl)cr :Jf sclaro.to e,spccts which e>ccur 

WPJr tine, it is ~<Jssiblc to noasurc tho trcmsncti·cr:.. ::::.t :Jnc c:Jr an:Jthor of its 
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53. The transfer CJf physic·' l 

cseneral c;overnmont poses an ~cwkv:-~r' -_f 

regarded as perform inc; civil ic n Llnc+: Ln._; 

expenditures are classified < iffcre:r~tly :-cG 

branches ~f (jeneral [S:::JVerntlC:nt lOC: 

Transfers CJf usod assets 

54. CCJnce ptually it is des ircc'!J le tc-) inc lu_..-: c tl10 ~: cgu is it L::m :Jf 'J.SC:c c.s '.ve ll ~-G 

new capital assets as capit,~l f:Jrnati::m :Jf the :-:,cg_rJ.irinc 8oct:Jr, ancJ it 1s 

tho estinatos ·:::Jf the acquirinc; as well as the c1isl::>cine:; soct:::,r. Exec f:Jr 

transfer cc:Jsts such as thCJSC fJr tr2.ns ~-,c:Jrta, t i :::n, ctnC instctll<J, t i :m the 

inter-sectCJr purchases and scllos ~if 'J.Sccl :=~osots will n:Jt :::cltcr tho t:Jtfll :Jf 

d ouest ic capital fortlatiCJn. ':'he decisiJn t:;. inclm'e tho snlos c:ncJ t.:c:_rc~h.:=tsos Jf 

used assets between sectors r.1s well fls between inr''J.Dtrial clnssificl2ti::>ns in the 

sector f:Jr enterprises rests in ;_-c.~rt :JL the '1• ifficulty ::>f r1 istine'J.ishinc; ~JGtweon 

inter-industry and inter-sectJr transfers 12s well as ~m tho fc1.ct thc.tt inclusi::>n 

of such transactiCJns will helL· t'J iwmre ~Jr:J"or tro[ltncnt :Jf their transfer c:Jsts. 

55. Since it is desirctble tJ shJw not as well CLG c:r::>ss : inchtc: inc; 'J.Gocl 

fl::>ws in the sector and sub-soct~Jr estinc::.tcs :Jf' capital f::Jrnati~m, 

f::>r used o.ssots she:Juld be obto.incrl sel~a.rc,.toly frc:n ::.>thor cu~:i tal 

iturcs 

iturcs. 

If because 'Jf lack of data, :Jnly tto flows :f new cu~~itCLl ::wccts CLrc :CJ}Dvm the 

transfer c::>sts of used assets S'J.ct, r~c tr[':.nor::>rtflti:m, br:Jkcr~:c:c, i.nsk:lhctLm 

fees o.nd ind iroct taxes slpulc.1 :Jc inclm~cc. ::-:.0 cr:., itccl f::>rneti=m, 'Jf the inc''lGtry 

acquirinG tho esset. Transforo Jf J.cr;r] CCL~ it:~l :::ssotn uro rcc::>nJod 12~ their 

)!Urchase price as noe;ativo ca~ i.tal f::Jrnati.::>r:.. ~1f the scllinc scctJr 'mCl c.cs iJ::>Sitivc 

CO. pi tal forno. tic:Jn Df tho sect.Jr U.Cg_'J. irinG thn~1. S inCG +,his 't_-Ti.CC Will Gr_;ncrcolly 

differ fron net b::>:Jk value, i.e., c::>st loss ~~ccrJ.,;'] ~1 c,rccini~Lm, it nu.y inchH3G 

capital cains Jr l:)Sses. Those will n:Jt ~off'cct 'SJt~'-l c:::.pihcl f>rLui;L,n lJJ.t ·;nly 

that :Jf the soctCJrs. 
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nwJ.iJors :;f vcssc ls ure trcnsfcrrcc: tc:: f:Jrc icn 

rc ·U 

SJ.JS il1 iccry chetrtcrcrl in the ce>untry :::>f 

rcr·L.;tr::-tix". In S'J.Ch cc,sos the :wnershii. critcriJn fLli.lo t~J reflect the 

G Jf bcneficiul :Jwnorshi . T:::> effect u n:::>ro rc~listic clussificuti:Jn it is 

:O'J.r·c . ..:stccl thrc.t in S'-lch cuscs tho nCLti::mclity :Jf tto ~:c:,rcnt C:JDI.<lllY be usoc1 t:::> 

r;ctcrninc c1::Jnostic CUllit:::l f:::>rn:::ti::m. 

66. Pre 1Jy f:::>roic;n residents f::Jr c;g_uilnent hnvinc u l::mc peri:Jcl of 

c:Jnotructi:Jn ouch as shi:s c:,nd aircruft boinc built f:Jr cxpe>rt, nrc inclu~od iL 

t:r~c c::tt. itctl ~cc:Junt '::lf tho Balunco ::Jf Paynonts Mc::mual :Jf tho Intornnti:::>nal 

M'::lnotc'xy Fund unloGs such pa;yucnts ·Cere clconod t·J hc~vc trc,nsforrod :JWnorship t::J 

tho fJrcic_;n ~mrchaser. In tho l[1ttor co..se the w:::>rk in ]Jr::Jc;ross is incluf!cc: in 

th0 nut f'Jreicn invcstr:1ent o..cc::J'J.nt as an oxt:nrt. If :Jwnership has n:Jt 1Joon 

trc~ncfcrroc; tho VL1lue :Jf tho w:Jrk in ~lr:Jc;ross is included um1er trnns;,!ort ::Jr 

Jthcr cg_uirnent as fixocl cn~;itnl f:Jrnc_cti::Jn :::f cl:Jnostic ontorprisoo. 

Distincti:::>n 1Jctwoen cnpitccl ~.ncJ current oxroncl ituroo 

67. C mcortnally ox pone i turos fJr phyo icnl asoots ha vine; L1n oc:Jn::::>nic lifo 

(;Xcoo~;inc tho lcnc;tt :::>f tho cccc::Jtmtinc :Jcri::Jd sh:Julcl be classed as capitc~l 

f'1rr:t~:_ t i Jn. Pro..ct icnlly this cr i tori Jn cunn::Jt be strictly f::Jll::Jwod . Wh ilo the 

'J.ction :J.IJt.Jr:JQch rog_uiros thic cl istincti:Jn to b naclo by the investic,o.,te>r in 

terns =)f rrJcLtcts, the ox~encJ ituro ccppr:Jc::.ch cleloe.;o.,tos this task t:J the business 

nc:n :Jr c::.cCJ 1J.ntccnt, C1J.ic1ccl by tho instrnctL:mo ::Jf tlw invosticat::Jr. Since 

~rc:.:ctic:~l CJnsic1 crc~tions loorcely reg_uiro tho latter t:J bo stated in c:onoral torno 

cmcl s incc the acc::mntc:mt hc_w c::.lrocccly ncccJo tho cl istincti:::m fCJr his ptJ.rpCJsos, it io 

c;onorolly 1nt feasible t:::> reg_u ot a classificati::m ::Jf ox,;onditurcs which clCJ n1t 

68. In ,,·Lmcr~:l acc:::>untinc: ioructico clcr~rts fr::Jn ::1. strict lonc;th Jf lifo critoriCJn 

Jxcluc inc fr:Jn tho cai.;itul cccc::cant th::Jso i torJs, t:r"o roplo.,conont rate -::,f wl::icl: 

iCJ f~·,irly c:mstc::.nt, anr~/:::>r which arc :::>f relatively snall vccluc such CLS hL1nr~ 't:J:•ls 

c~nc1• :ffic(_; furniture 2nd nin:Jr OCJ.UiJ.;nont. In cortL1in inst::..ncos lc.rco OXl'Jonc'itnrcs 

S'J.ch ~~o "Lhc c1rillinc of ::Jil ::..nc1 cas wells :::.ro ctarc;oc: t:::> C'J.rrcEt n.cc'Junt whore 

tc.x le:.ws 1.crnit. While acco ~1f accYJ.ntinc ~:ractice has been rocJnnonclod 
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61. It is j;:r:Y, ::JSecl t::J c:rJ tho r~le ~f rcc~rc 

)!Urchc:se (s::llc) is rec::Jrdcc ::lS c: liability 
I '\ r1x;sc·s, 

'J.Soc here hGve tho sox1e nccninc:. C::'':l the r:xtcmt cJiffcrcnt ~~:rc;.ctices )rcv::lil in 

V::lr i ::>us c:::>untries this rule "will lccck :.J.nif:::>rni ty 1vt i le lJroscrvinc the necessc~ry 

in lc~rc;e nec\s ure . 

62. W::Jrk in }Jr::Jc;ross ::m c::Jnstr'J.cti::JL c.nr~ t·:;::wy fixer] sg_ui 1:nont is n:Jst 

c:Jnvonicntly no:::surocl in terns :Jf vc.lue ir_ ,:l:::co Jr Ijuynonts ci:J.c if tho 

c::mstr:J.cti:m is ~cine; cl::mc :::;n c:Jntr::wt. 'while tho f~Jrnor c::Jnco:ct n,;;J~'Gurs n::Js+, 

cc;:J;crJ~:riute frJt.l ~1n ecan:::>nic st::;,m1 ~.aint thr:• :::·,tter cun 1Jo n::Jre ec,sily ·:1cc;.s:J.rec1 

63. Expenc i turos in c;eneral reflect t::ricos c·~rrent ::;, t the t i;1e Jf tho ~::.J.rche,se. 

Since J ::ls :.J.cecl l·tore J the tern ;::rices c:J:rers t~~c 'J.ni t ox;;en' i turcs f:Jr ,:l ics inilc.r 

ty:_Jos Jf c_~::JJC1s onc1 services the torn is rot lL1itor1 t:::; the ;_~rices vrovc:.ilinc :m 

"wo ll-:::;rc;::lnizcc1 rK~rkets. It incluCos taxes, fees, :r rete,~ners ~::lid fer 

services in c :mncctiJn with ce. i tc,l invcstnont 'lCerl interno.lly sue~, 1:2 

Ccmstructi:::m uncerte,kcn iJy the firn 1 8 'JWn ':'tis fc~ct is 'Jf i~.l .Jrtance 

Jrina.rily in defl:ltinc: ex~~oncl.iturc series t:::; u c:mstc~nt ~rico. 

c:"reo.tnent of tro.nS[':::>rt oq:J.i].-nont 

64. Shi]Js o..ncl :lircraft ere c:m exec i::m tr; the cencrc.l r:.J.le :Jf classifice,tiJn ::m 

tho ~Je,sis :Jf -Jhysico..l lccatian. FreqrJ.ently vom-;ols ccro lccsoc r;r chClrtcrecJ f:-:r 

lJnc ~)eri:::>cJc t:J f::;reic;n J~;orc:t:Jrs. :·8 what extent this tro..nsfor ho.s the effect 

1J8 nc.C::o r;f the ostincctos, 

interest, the c~cquisi tiCJr~ :Jf \'ossels ~y lec.so c:.s well ccc c:llc nicht ~r:J_:orly 'Jo 

OS"GlrlC:.tos ClS well C,S tho cl ifficult rr:JlJlUUS :Jf ClSCortainiDI' the trc_ncecti:JL :~r~~: 

ascic;ninr__; o. vnluo..ti::;n t:J lot:tsoc'. vessels, i_t is rec:mnondoil thc.t 3h 
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1)e tree::. tee] CcS lla intcnGncc ar.c: t:J current expense. On this basis 

oxJen~itures f~r re inc aa,j:1r ;·:::trtu :1f l1u.ilcl incs cmc1 ::Jthor structures wc:mld 

'An leo G in V'J l vine a naj or in usc, would be excluded. 

ValuntLm ::>f chcmr~es in st::>cks 

73. Net chiln(3oS in ct:1cks :::tro includor] in capi tell f::>rtn ti::Jn at tho value ::Jf 

the phyrJical chanc;e in stCJckc rather than at tho chcmc;c in tho bo::Jk value, since 

it iD the f::>rner which aensures the increnso ::>r clrnf-t ::Jn Gt::Jcks rosultinc; fr::>n 

current ;_1r:x:,Actbn nne: consunpti::>n. J:'he chanc;o in tho b::J::Jk value of st::Jcks 

which is c;cnernlly usecl by acc::Juntants in c::Jnputinc; pr8fi t is affected l1y price 

che1n1_;es '::lccurrinc; over the ncc8untinc; peri:x: ::mel does n8t reflect the current 

"tcirico relati::ms ::>f inputs. 

74. F'::!llcwin3 the princ iiJlc :Jf oxclur. inc capital cains and lCJsses fr::>tl the 

cc:mcept ::Jf nati8nal incCJne am~ tho VCllucltion CJf capital f8rtnti=ln the not chance 

in stccks is usu:::tlly ocr] jr..wtec1 t'J exclude tho effect of those price chE:mcos. 

This :::tc),justnent rests ::m t:r"o sc.no c8nccptual basis as tho practice ::Jf aclj,Astinc 

cil~Jitcl C'~nsunptic::m to current Jr roplClcotlOnt cost. H:Jwever, statistically am~ 

in terns of the nat iCJnal aCC8unt inc nc;c;ror_;a tcs tho two ad jus tnonts differ 

sulJshlntially .. Tho c:Jnccpt ::Jf replacOT:1Gnt c::Jst valuati::Jn for capital 

c::Jnsun;_Jti::>n cJ iffcrs in a n::::.rkod Jocreo fr::Jn thCLt f::>r ch:::tn~:_;cs in stocks. 

Cporc.cti')nnlly definec1 tho roplo.conent ccst cf stccks hCLs the sane no::::.ninc t:J tho 

1J:J.s inoss n:.m as t:J tho occ:Jn::>nist since, :Jver the short period stocks are norn:.tlly 

hold, thoro arc (.£Emcrally ::Jnly slic;ht ch<::.nr~os in their ec::Jnonic o.nc1 i_lhysiccol 

charCLcteristics. C:Jnsunpti'm ~n· sale ::Jf stccks concrally ccntonplates replaconont 

with rc::unnnbly irJonticCJ.l cr clcsely s inilar i tens. 

75. A fnrther basis f::Jr clistincuishinc lJetwoon the valu.ati=m of stocks and 

capi t::::.l c::>nsunr,ti::Jn is fcnnc1 in the n::::.keup of the asc;rec;ates. Net chGn[ies in 

stccks are incluc1 ed in c;rcss CI:L>ital f::>n:ntion ancJ directly affocts tho c;r::>ss 

exl;encl i turc tot::::.l. C:::tpi tal c)nsunllti Jn est il:n tes are prinarily useful in 

ccmr::::.rinc; the D{3c;rogato L~erivec fr:m inc::Jno with that c~orivecl fr::Jn pro:liACti::Jn or 

expenditures and rvo a scc::Jndary curp::Jse in the dori vati:Jn ::>f not cnpi tal 



',,-r, _L_ 1, 

I: _j_ 

cons id.era ti m~J i.li 

formation. 

Repairs and :c 1 tcr~~ t hns 

69. Theoretic~clly cx].:Gn.1. itu.rcs f~Jr ndr c·::,~ it: l Cl'J.i~~xnt ·.r..: tr·_~J: 

inc lud inc; oxl cL· i t·J.rcs >vJr" ich 0xtcnr; tLc cJrr~=~l 1 U\., ,r r: L;c tJr"c L'r J.~ '.lc: ~. i \-i 

should be incl:J.~cJcl in c;c;,~Jit::::,l f:Jrr.ntl.:::n. ':_'L'J.s 

and rebuilclin,· ctro c::::,~itc.l ituros. Rc~tino c~rL such 2c cle~n :1ili.E 

70. The troc~tnont :Jf ro~c,ir c:Jsto which cl:> nJi. rxtcnc: tho n::.>r:c::_l life ::Jf the 

equipnent but which inv::Jlvo tho rorl=tccncmt 'Jf ,=.rts r1avin,· ~t lifo ox~.cct::mcy 

loncer th[~n the accCJunt inc pcri::.>c1 t.Jrescmt c: cJ i.ffic'J_l t LJrJ1)lorl. ':::''J the extent 

that business :::cccountinr~ ~Jr::cctico sooku t:) av:Jicl 

capitalizinc; tho c::Jst af r.njor ro;_:J~~irs, wtilo tro:::ctin=.; tho le;ss cCJstly CJnus 

current expense, the durc:.cility critcri:m is .:Hsc::trclc'-' anc: os-:;iu:J.tcs .:::n that 

basis becc:Jno :1ifficult t::.> CJbt::::,in. Wtilo it is rcc::Jnnencoc1 that :mly ttoso ro~:::cir 

costs which natorially lonr:thon the antici~o.tod ec:::m.:Jnic lifo ::Jf the =~ssct ::Jr 

raise its ;r::.>ductivity 1Je trc;atoc "-S ca;;·it:~l f:Jrrc1o.ti:m, ~;ractic::clly it is n:::Jst 

convenient anc' r,;enorally ll8Cossary t::.> o.cco~;t ·business acc::Jemtinc ~JrGctico if ttc 

expendi'ture Q~)~~r:Jach is :J.Scc. Dotccilor; instre<cti:ms ::.>n SLJ<Jciccl Cl'.J.cstLmnctiros 

my be usecl t:J :J'::Jt:lin cc rndificc: trccctncnt in lino witt tho :::clY:JVc roc:Ji;lnDn:l::ctimc. 

71. Use :Jf tho c:Jr.m.ocli ty-fl::.>w neth:::Jc1 f:Jr cstin:l tinr~ C:::CJ.'i tal f'lrrn t bn conur:::lly 

requires that the distinctiCJn botwoon ca;..:itCtl fnnc:.ti~Jn c:.nc1 nai.ntcnancc ~c.n.c: 

repairs be tnd e by socro 

final products. Frequently this distinctiCJn nust ~c Sc:Jnowtcat r·.r1oitr:·.r:r c:.n1 

c::Jnsequence tho nco.surcncnt ::.>f CClpitc:.l f:JrrntiCJn will lJc affoctcc1 

of a~proach. 

tho ct::: icc 

72. The distinctbns between roJ::Girs and altcrcctiCJn ::.>f b•tild incc r:.nd :::JU.cr 

structures are ::Jfton anbicu.::.>us. In princiJ:ile rot.;:=cirs sho:J.lCJ bo c::.>nfincl 7J::.> 

expenditures r~osi(;ned tCJ nainto.in tho :Jc:oratinc efficiency ~~,f tho strucbro in 

the prior usc t::.> wtich it has boon i_)'J.t, with:Jut inv.Jlvinc ::en e:z:tcn;.:;i.Jn :Jf its 

nornal life. Rc;:n~rs which extend tho nc)n:nl lifo ox,Jcctnncy c_Lro clccrly cr~~.itc:l 

expenc1itures. Sone structr.1rcs Ct~J~'car t::.> !lave ::.r. inc;ofinito ~.cccl lifo if 
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consumic;tion :J.s a bdlanc item betweer~ national income and gross ,:Jrod0"ct rather 

than reec/trdn"g ca"Ji tal consumjJtjon in the economlc sense as a measure in current 

~rlces of tho loss ln value of ~hJs~cal capital. Thus conceived ca}Jital 

cons Jon re}Jresents that ~Jortlon of current recei~ts not cons'Ldered as a factor 

share but rather as deturmlned in the _tJrocess of net income allocation b,> buslness 

subJect to accountine:, conventlons and. tax regulations. Onl.J indirectl~, d.oes it 

measure the decrease in jJh}sical _tlroducthi 

_tlrices in the valuation of ca1Ji tal ]Jlant. 

or the loss in terms of current 

'r 9. The accounting conce.Jt of caj}i tal consumption has been generally defined in 

terms of the actual charges made to income b.; enterprises plus the claim jJa.JmEmts 

for accidental damage to fixod assets o These churges are general\· confined. to 

de}Jreciation and depletion allowances and provisions for ext· rdinarJ obsolescence. 

80. De]JreciatLon is d.efined us the poriod.ic allocation to operating ex_L)onses of 

the cost of ph,y sical assets over their economic life. As such it covers th0 

effects of wectr ctnd teur und. obsolesconce. Tho la t tcr represents the loss in 

economic value from other than IJh,Jsical d.eterior::ttion. S;Jecial allowunccs for 

abnormal obsolescence when pcrmi ttcd. b.;; tho taxation authority are also included 

c.ts tu.l consumj_)tion o . Usuull.J this involves writing off tho depreci:J.ted book 

vuluo us ..1 charge to current income. It flhould not include charges, ovt:Jn where 

mc.tdo, which exceed. thG book vuliAe c.tt th<.; time of the write-off o 6ccasion3.ll.J' the 

t-1xc.t tion ::tuthori ties pormi t L.i.reor th..1n norm:.J.l de].Jrecia tion J.llmrancos d.G.ring the 

first ,~c_tr of tho L_fe of nbw fixed. capi Lcl or u shortening of the normu.l pcrlod 

for tho writing off of tho cost of cert::tin types of cJ.ssets. Since these policies 

often lo,J.d. to u substcmtiul rlse in de}Jrociation cJ.llowc_:.nces for u. short poriod it 

is desiru.blu thc1. t the: so spe.-cLcl ~J.llow::tnces be segreg..1 ted. :J.nd. shown sepcJ.rd tel,y 

from thG norm:J.l u.llmrtnccs. 

[ll. Accoc;nt~nts froguont distingulsh betvroen de,tJrecic. tion G.nd. u.mortization; 

c.tp.:JlJ ing tho formtJr to build_mt,s cJ,nd. other re}Jlaceu.ble .cJh2 sical assets c.md. the 

luttor to intu,ngiblcs such cJ.S bond. premlums, orgcJ.nizu.tion costs and. _tlutents. 

Onl,> to the extent th:J.t these investment oxpendi tures aro consid.ered u.s C:J.}Jl t::tl 

form.;. tion is it proJ}f;r to include their c.J.mortlzJ. tion ullow::tncos cJ.s capi t:::tl 

consumption. Do_tllotion u.llowu.nccs which re1Jr0sent the exh.J.ustlon of u W:J.sting 

resource :J.ro :includ.cd in tt0 .J.ccountint; mecJ.sure of c:J.,tJi t:J.l consumption, onl.:; 

when permitted. b;y the tc.tx uuthoritiE::s. In a sir:J.ilu.r fashion if the discovery and. 

dov0loJ}mont costs of sub-surf:J.ce resources 'J.re treutod us cupi t~il form:c.ttion the 
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c;:Jvornncnt, h:msoh:Jld s c:,nc: pri vc. to n::m- ~ t inc t i tu_ t i Jns . In eeL~ L t i r., th• .. 

pr:Jblon :Jf necwurinc fixocJ ca ital c:ms~n~-r;i n in :'.Cc::J:rcl vrith tree cc:mYDic 

c:Jnco~lt 'lf nc:,intaininc; cCL;:;ital intact tees r_:;c-, 'Jeer. satisfo.ct:Jrily c: >lvc1
• in tJ-

dofiniti:Jn, In view of these factJrs it is ~ro 

d ifferont neusuros :Jf crc~;i tal c:msunL!tLm be ~cc~l. 

']he ace ::mnt inG c c::mce·1~t 

77. Tho firct conco~lt is ossontic:,lly an acc:mn+:inc; no2s'J.ro ancl is :lc:finccl 

actual accountinc; all::Jwances char13ed El('';Ginst inc::mo by 

Lhc 

enter~Jrisoc f::Jr cJepreciatic:m, c1o;_-Jlotion o.r.c: oxtra'lrclinc"lry :Jbs-=>lesconco :Jf fixc .. J 

catJito"l !_Jlus tho ins,~ranco clains f:Jr Qcciclontal clano.c;o. By linitinc thic 

noQsuro t::J tho ca)Ji tal c::Jnsun~;ti::m all::Jwancos nado by cr.torj_Jrisos f:Jr taxotix. 

cmd :Jthor t:JUr)::JSos the systEm ::Jf e,cco'~nts coT. n:Jro ncc.rly reflect the resultG :Jf 

b·~sinoss docisi:Jns in tho alLJco.ti:Jn :Jf inc:Jno bctwoor1. rotc.inec; eo.rnincs -~ln'' 

reserves. In EldditLm it ~1r:wic;os f:Jr cc re::tlistic noas,~re ::Jf the s.Jurccs :1f 

fino.nco f::Jr cG;_Jitccl fornc.ti:m. In X1ittinc; fr:Jn the noc:,suro tho ca-;itc:.l 

instit>~ti:ms which c,cnerally c:::J n::Jt L:re·,::-"rc cG;_)ital o.cc::;:~nts, tho cliffic,~lt 

pr::Jblen :Jf estino.tinc; CG],ital C::Jns i::'r., ,;s:~cciclly ::JD c lJGsis oynnctric::.l 1,vitt 

that f::Jr enterprises is ::tvoidcd. Cortc:,in ccssots, s~ch ::cs dwcllincs, th 

lo,~;ally ::Jwnod 1Jy h:msotCJlds, :::ere f:Jr ~~Jrl::J·sos ::Jf clnssificati:Jn trocctcs 

enterprises. Since in tho aiJscnce ::>f cc~;_~itc~l ccc::J'~nts tho ostit!CLti=:r:. ~'f 

JoL;reciatiCJn for such ccsscts is cliffic:.::.lt it is rcc.Jnncnc1oc1 thn.t r:.1 c:ci_lrE"cic·tiJrJ 

oll::JwCLnces f:Jr those ::cssets be incluccc in ttis no.c.s:~rc, 
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sh>Jwn in a supplenontc:ry table rather than being incor;_Jorated in the general 

system of accounts. 

The economic concot:t 

86. Capital consuui_)tLm as c:n econoraic concept r:JD.y bo broadly defined as tho 

decrease in value 'lt currcmt ;:rices of durable physicc:.l nssots. Alternatively it 

is often taken to ro~Jrosont tho present cost of roplacinc tho currEmt l:Jss in 

econ:J"Clic worth fron weC1r and tear and o"bs:Jlescenco :Jf i_:hys ical cC1pi tal. 

Estimatbn of this conce;_t is d i:fficultJ nCJt :Jnly becnt1se of il conoral lilck of 

adeg_uate infornati:mJ but illso beciluso tho econ>Jt1ic concept is nCJt readily 

translatable intc:J a unig_ue dofini tbn for measurement rmrposes. Tw:J d ifferont 

concepts are nCJted in paracra~h 89. 

87. In tho main the measure ::.Jf eccmCJmic capital consut1pti::1n differs fr:Jm the 

accounting c::.Jncept in that it can be defined tCJ include not only tho cCJnsumptic:Jn 

of fixed capital of enterprises but illso that of general gcwernnent and pri vato 

non-prCJfi t insti tLltions. In add i tiCJn it is measured in terms ::.Jf current prices 

of the period rather than in terms CJ:t" the prices in effect when tho assets wore 

originally acg_uirod. 

88. In order to derive estinates :Jf not capita! f>Jrt1ation :Jr not national 

product it is necessary to dod uct the value CJf tho fixed calli tal c>Jnsuned fr:Jr:l 

the estimates in t;r:Jss terms. This pr:Jcedure is necessary since it is generally 

nCJt feasible to estiuate not ca;:ital fornation or not natiCJnal rJrCJduct directly. 

Accord inc;ly the l:leC1ninc to lJo attached tCJ the net cCJnccpts deponrs on the cCJnCo'Jt 
• 

of capital cCJnsunpti::.Jn used. 

89. A najor purpose >Jf i_Jroparing estimates >Jf capital f>Jrnation or national 

product CJn a net bC1sis is fCJr welfcre comparis>Jns. Thus we nay define net 

capital fCJrmiltbn as that part >Jf the current output of fixed cC1pital which we 

may consune and still be as well off at the end as at tho bocinninc of the period. 

It seens reasonable in this cCJntoxt tc:J define "boinc; as well CJff" as naintaininc 

the sane productive ]Yotential CJf the stCJck capital at tho end c:Jf tho periCJd as 

a't the bec;inninc;. The naintenance of prCJauctive cilpacity, hCJwever, nay and usuall~ 

will differ frCJn :'uaintilininc real capital intact" if by this is r:1eant the 

accunulatiCJn CJf funds for tho roplaceraent CJf the existinc physical assets with 

sinilar assets. Several factc:Jrs act tCJ pr·oduce this difference, tho r:nst inpCJrtant 

of which are chances in ~r~ductivity CJf CQ~ital assets and chances in the demand 



amortization of these expenses would be includoci in cn~i tc~l consumption. 

82. Inclusion of insurance claim payments CLS 2 -:-.1eas~J.rc of o.cc idental damage 

·t0 fixed cajJito.l is based on the treatment of iTU3'J.ro.nco in the inc0me and 

capital accounts. Charcos t::> current account ( rroniur.1s) f:Jr insurance cover 

factor costs, o.dditions to reserves and clain rcyr:1entc of insurance companies. 

Only clain payments for the destruction of reo.l Gssets arc included in capital 

consumption as neasuring the loss from accidental damo.go. uther types of claims 

such as payment :Jn fidelity bonds which do n:Jt represent physical capital loss 

are recarded o.s transfers. Business losses in excess :Jf insurance po.yments are 

c:msidered as cCLpital losses and exr.lucled fr:Jtl the systeo of accot.mts. Insurance 

payments for accidental damage to stocks should be excluded from capital 

consunption to the extent that the net chance in stocks included in capital 

formation reflects these losses. It should bo recognized that this treatment 

results in measurinc sr~oss ca·c:i tal format ion net of such asset losses though 

enterprises may have sustained no such financial loss. 

83. An alternative treatnent for accidental danage to fixed capital is to 

neasure this forn of capital consunption by tho current premiums received by 

insurance companies less their current operatinc expenses includine, in the case 

of stock conpanies, dividends to stockholders. Ace iclental damage would tb~s be 

measured as the sum :Jf clains paid plus any net add i ticms to reserves nade during 

the period. 

84. Frequently enterprises with nany widely scattered properties do not carry 

casualty insurance on their buildincs and equipnent. In some cases reserves are 

naintained by periodic char~es to income and charged with accidental losses to 

property. Additions t8 suet: reserves should be treated as prC)fits and losses 

chareed against thou as capital consumption. Guch lC)ssos are then deducted from 

profits in the period they ::JC cur. 

85. F::Jr tho reascms n~tecl it is rec::Jmuended tt1at, if avo.ilalJle, the accounting 

allowances f::Jr capito.l c~nsumr;tion be used in tt"c systEm of national accounts, 

both as the balancinc; iteu between national inc::Jne and cross national product or 

exJenditure ancl as a credit item in the consC)lidatod capital account. It is 

further reconnencled that a different defir.iti:Jn ::Jf cavital consumption, one that 

a~:proximates tho ec::Jn·::Jmic cc:Jnce , as explained bel8w, be 'J.Sed to derive estimates 

of net capital fornaticm. It is sucgosted that estino.tos on the latter basis be 



:E/ CN. 3/146 
Enc;l ish 
pc:.~e 28 

c':'nsuu~~ti.Jn b::wed '::ln ecc:Jn.Jnic c.Jnsidcrati.Jns will inv::Jlvc the usc .Jf r.J'J.Ch 

c::mst1:1nt functi::Jn .Jf currEmt mtput. Other types elf cstirntcs ap]Jc<:lr t.J reg_1J.irc 

infc:Jruati:::>n c;oncrCllly l•cckinc; ::1t ;Jrcscnt SUCh O.S the 0.(3e CClB]nSiti::m elf the 

st.Jck cJf ·cGIJi tal assets ancl a krnwlo1Jcc CJf the ::lvcr<:l(;c oc:Jnc:Juic life elf cl ifforont 

physical assets. 

9~. While it has boon rccc:Juncndocl that tho ClCCCJuntinc; clefinitbn :Jf c1:1pitul 

c.Jnsunilti.Jn :)e used in c::mnocti:Jn with rcn intec;ra ted systcn :~f nat ic:Jnal 2CC'J1.mts 

it is roc'Jc;nizocl that estiTicctos 'Jn that basis arc freg_uontly lackinc; cspcci1:1lly 

f.Jr c'Juntrios in which the C.JTITI.Jdity-fl.Jw ueth.Jcl is used t:J ostiuato car1ital 

f.Jrn<:lti.Jn and 'Jthor ac:croc;ates. In such cases it is recc:ltlncndecl that attenticm 

be ci ven o.nd w'Jrk insti.tutccJ 'Jn the t;r::Jblen .Jf estiuatine capital ccmsuupti'Jn 

in tcrnc Jf tho oc.Jn.Jnic ccmco)Jt. 

96. Where tho.t is cl.Jno careful attonti.Jn sh'Juld bo Iaid t.J tho distincti'Jn 

between c1:1pitul f:Jrn<:ltic:Jn and oxvondituros fc:Jr altorati.Jns and reixtirs. This is 

;y:t.rticularly inp::Jrto..nt fc;r stlch rnjc;r ~:hysical assets .Jf c:cnoral r;CJvernnent as 

rc;acl s, h:~rbc;rs, canals, etc. While. rec:ular m.a intenancc which nero ly _ba into. ins 

the :J.C3ofulncss ::;f the asset is a current expense such repairs are frog_uently 

cc;uplc<~ with iR[Jr.Jvenonts such as widen inc; ::Jf rc:Jilds c;r tho docponinc; c;f hilr1J.Jrs. 

One fairly satisfactory nothc;d is tc; include all such oxponcliturcs and tc; deduct 

frc;n then ostinatos c;f tho nc;rual n1:1inton:mco expend iturcs which wc;uld neroly 

~Jresorvc tho asset. 

97. Estirntes c;f accidental danace f::Jr use in neasurinc occ;nc;nic capital 

cc;nsunc·tic;n should include all dano.c;c t::; IJhys icnl calli tal c\Ssots fc;r which an 

actuariccl basis f::Jr ostinatinc pr::Jbablo l::Jss exists whether tho assoto c1ro 

in::mrccl ::lr n::;t. H:Jwovor dcmaco fr::;n uni1rocJ ictablo catastrc;phes such os naj::;r 

oarthg_'J.akes ::;r waro sh::;uld iJrc;llably be 0r1i ttcd as tend inc tc; d istc;rt a series ::Jn 

not CCJ:: i tccl fc;rnatic;n d ori ved frc;o tho est ina tos ::;f .capital cc;nsun]Cticm. 

V. ClASSIFICATION OF CAPITAL FORMAr;:'ICN 

98. It is Jrc;~Jc;sod thn.t crc;ss dc;ncstic capital f::Jrnation bo classified 

acc::Jrclinc t::; structure, ty~!e :Jf caiJital fc:Jrnatic;n and by inclustrial uso c;f 
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90. Tvr'J ~:L'.rJiti'Jnccl c:mco~'ts rrro, first, nnintrrini:r:c tto ;:,urchr;,sinc L)wcr A' the 

Ll:moy crcL'itol c.nd, sec::Jnc:J r:nint:::~ininc; tho cr::,it:::d in tho scnuo :A' inuu.rinc thot 

en itcl earns its vrclue in clltornativo uses. In tho cctse ::Jf W'Jrkin1, cnL>ital 

(st:Jcks) tho nltern2.tive is the current rjnrkot ]Tice ~Jf tho st~Jck::::. F:Jr fixocl 

assets the r:rc:Jblen is different. FCJr tho inc i viC\ urrl ontGrt.:riso tt is is 

equivalent t:J the snlo vrcluc 'Jf the ['Jinc; c:Jncern bJ.t f'Jr tto ecxun.y c.s a wrnle 

fixed capital has n'J effective Llltornc.tivo usc. Fr'Jtl this J.;C!int :::,f view the 

alternative c'Jst criteri'Jn breaks d'Jwn anc ><o nrc loft with the 'Jther c::JnCei:ts 

natod . 

91. If we c1 isrec;ard the c::mcepts 'Jf ma intc }nine tho cnnoy ar Jurchas inc ]J')Wer 

af the t1')nGy caJ.li tal thor0 rona in tho c:Jnccpts 'Jf the Baintcnanco of ,;;r'Jcluctivo 

capacity or 'Jf ·the real ,'hysical assets. The f'Jrner canco;;Jt is eSJeC io.lly 

difficult t::J define. Fr'Jn the (J')int 'Jf view ~lf tho ocanc:JDY as a wh'Jlo we are 

C'Jncerned with tc:Jtal cn)acity rather than that 'Jf a:n industry or enterprise. 

Additiannl capacity in tho steel industry is, in this view, substitutable in 

sc:Jno rnti'J f'Jr a decline in railr'Jad capacity, ta take an exanple. 

92. The pr'Jblen 'Jf uaintnininc the real physical asset structure inv'Jlves 

val'J.ati'Jn decisi'Jns which will, in reality, not likely 1)C faced. Sold'JD Gre 

very lane-lived assets replaced by essentially sinilar assets either in the 

sane enterprise or in tho wh'Jle ecc:Jn:Jtay. There appears t::J be a crca tor 

likelih::J::J•J :Jf actual vhysical re:,laconont if the tyrJes ~f assets denlt with hc.~vo 

a rclGtivoly sh'Jrt oc:Jn'Jnic life. 

93. The c:Jncopts n'Jted s~ far hnvo lJoen clefinod in terns ::Jf the nonnine:; t'J lJo 

attachecl t:J net capital f:Jrnati'Jn clcrived as the d ifferonco between c;r::Jss 

car;ital f~rnati::Jn and capital c:Jnsun;;;tion. An::.>thor appr~Gch is t:J define cGpitnl 

c::.>nsunpti:Jn directly with::.>ut reference t'J its sicnificanco f'Jr tho net c:Jncopt. 

On this 1oasis the neasurenent 'Jf capital C'JnsuBpti~n is appr'JC1ched as a part Jf 

tho wh'Jle valuati:Jn problen, which is that ~f neClsurinc; all transacti'Jns in 

prices 'Jf the sane tine dinensi:Jn. This appr::lach nerely c::JncEmtratos attenti~n 

::.>n clcfininc the transucti:Jn invCJlved in tho c'JnS'J.npti'Jn 'Jf fixed caL;ital rather 

thc~n an the cloteminati:Jn 'Jf the current c~sts 'Jf physical ro~;laccnont ')r :::m thEJ 

c1otorninccti'Jr" ::Jf pr:JdJ.ctive car;o.city. 

94. In ;__:ractice it W'J'J.ld a~;pear that the I;re~;arati~n :Jf ostinatcs 'Jf caL'ital 
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lOl. r;'hc value c:~f the chc:m;-~o in st~Jcks represents the vo.ltw of the physical 

chanc:o in rctw :x1 tor ials, W::Jrk in LJr:Jc;ross ( cJthor th,_m the w::Jrk in pr:Jc;ror:ls CJf 

constructi::Jn inc~Lu:ltries anc ,:lc:_ntatic:ms which arc incluclod in fixed capital 

fornati~m) and finished c;::nds 1Nhich arc in the hands cJf private and scJ1Ternnent 

enterprises. Chanc:e8 in fe.rn st:Jcks such as era in and li vostCJck are included 

in this flowJ while increccsos in cr'l~ls, f:Jrests, etc., duo tCJ natural elonents 

are exclucJod. Chances in stCJcks in the !::.amJs CJf narkotinc authCJri ties and in 

CCJVornnent stoclm CJf stratoe;ic naterials and acricultural su.rpluses are includud 

in this CCJl:l.IJ'.JDcnt. 

Types of capital gCJods 

102. Tu1Jle 2 shows the propCJsed class ifica tiCJn CJf c;rCJss d :Jnostic capital 

fCJrnatiCJ::-J. 1Jy types of capital goCJds. It is basod on a distinction between 

a snccll nu11bor CJf broad categories. Within this franework countries nay wish 

to c·x.1pile nCJre detailed sulxlivisions in accordance with thoir cJWn needs, the 

charccctoristics of thoir econonies, and the nature CJf tho basic statistics 

available. 

Table 2. ':.'ypes of capital goods 

l. Fixed capital f'CJrnation 

a Dwellincs 

b. NCJn-rosidential b:J.ildincs 

c. Constructi::m and WCJrks 

d . Trans c<Jrta t i CJL oqu i pnen t 

o. Machinery and CJthcr eg_r~ i [)nont 

2. Chccncos in stCJcks 

a. Raw natcrials 

b. Work in procrcss 

c. Finished GCJCJds hold for sale 

GrCJss cl CJr.:testic capital fCJrna tion 

103. Lwollinr\s. This iten represents ull expenditure on new c::mstructicm ancl 

L1.ajCJr altorat;iCJns tCJ roE3idcntial rmilr:l incs includ inc the value CJf the chanc;e in 

WCJrk in [JrCJ{~rcss. The vulue CJf tho land before inl;rCJvommt is included only if 

'~sed asuot trunsfers are taken intCJ acc·:Junt. ';'he CXi.Jend i ture CCJYers all c'Jsts CJf 

makinc the dvrellincs ha1)itable amJ inclr~des the cost CJf external und internal 
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99. 'J'his clc~ssificc:cti:Jn rlistin(~U_ishcs :1ctweon fixml caJ:Jito.l f:Jrnatic:m [~nc1 

only fixed coi_,itol f'lrrnti:Jn is shc:Jwn. It is further prY thLlt fixe,: 

cer'i tal :Jo cl istincuished -between builr1 incs c:nc1 ur~chinory as well as 1Jy f:::Jrn :Jf 

c:Jwnorsh i ~- . 

Table l. Structure c:Jf co~,it::cl f')rnati:Jn 

l. F' ixec1 capital f :Jrna t i c:Jn 

CL. Private entoriJrisos and n:::Jn-~Jc:Jfit institutbno 

(l) Machinery c:nd oq_uii_XlE:mt 

(2) Buildinc and :Jthor stru_ctures 

b. G:Jverm:J.ent enterprises 

(l) Machinery Llnr) oq_rJ.ifJT:lcnt 

(2) Build inc_:s <.end CJther structures 

c. General C:JVornnont 

( l) Builcl incs and other structures 

(2) Other 

2. Chances in stocks 

a. Private enter~rises 

b. G:wernnent enterprises 

Gross onestic capitnl fornaticm 

100. Gr:Jss fixed capitc:\l fc:Jruati:Jn re-;:Jrcsents o,:x:t_Jenditures f:::Jr now ar...d 'J.God 

buildincs, struct'J.res, plant, nachinory ancl CJther eq_uipnent. Since tho c:Jwnershii_: 

:Jf dwollinc;s is treated c::s Q b·J.siness enterprise, the vc::luo :Jf all residential 

cc:Jnstructic:Jn is included, irrespecti vo c:Jf whether tho dwolline:;s CLre 

c:Jwncr-c:Jccu~~ iocl CJr nc:Jt. It CLlSCJ includes the value CJf wc:Jrk in prcrzress CJf the 

lNildinr c::ncl hoCLvy ccmstruction industries, such as shipb'J.ildinc, ancl tho c·:Jsts 

inC'J.rrcd d'J.rinc tho :JOriod f'Jr tho doVol:JjJDOnt ')f Cc)ffeo QYll; rrJ.iJbcr i_Jlantntions, 

:Jrchc:rc1 ,-:;, vineyc:rd o, etc. Chanr~os in the w:Jrk in lJrCJe:;roos CJf :Jther cl 'J.rCL1J lo r__:c:Jod o 

whict" tc::vo 2 c:::Jn~arativoly sh:::Jrt pr:::Jd'J.cti:::Jn ~;eri:Jd, tCJcother with ttat L;art c_;f 

th8 chc.nca in w:Jrk in rjrc:Jcress c:;f heavy cc:Jnstr'J.ctic:Jn inchotrios which is :Joinc 

~uilt fCJr ~CJn-rcsidcnts an~ has nCJt yet rnssod frc:Ju rcoidcnt tCJ nCJn-rcsidont 

CJwnort:Jh i l' c:ro inc ludell with chnne:;ns in o tCJc ks. 
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108. ChaL~es in st8cks ore clc.ssifieu c.s f~ll8ws: 

8 J s ios ;;,n:l fuc 1, exec;_ t when f'JTchasecJ for rcsetlo in tho scmu f':lrT.l. 

(1J) W~rk in J_:r~cress, definCJc c.s s which lmvu ~con partly IT:Jcesuec; :Jr 

fetbrica tee] in the entori;rriso lYJt which etrc not n8ruc.lly s:JlrJ wi U.t·:J;J.t frJrthor 

!cr:Jcossinc. St::~cks hold 1Jy the ostcJJlishnCJnt, lmt ~wncd 1Jy :Jthors, Clre 

excluclocl, but tho value c:~f w::~rk ~Jorfornocl em such stocks is included in 

W:Jrk in proc;ress. 

(c) Finished c~ods include all !_)rod ucts in tho f::~ru 'Jsuc:lly hold f~r sale. 

Class ificet tion by indus trial use 

109. '.l'hc classificnticm )roposod in TetiJle 3 corresponds closely t~ the l~lajc:~r 

divisi::~ns in the Internatbnetl Stetnc~ard Industrietl Clsssification :Jf All Ec·.m~nic 

Activities. Mnnufacturinc and construction have lJoen c;rouped tocothor because of 

the statist icetl cl ifficul t.ics usrJ.ally oncountorccl in aeetsurinc; separa tcly car: i tal 

expenditure in those two inclustrios. Cate2;8ry (c. includes als::~ all rosicJontiul 

buildin(~. Tho industrial classificatic:~n pr~posed f:Jr chances in stocks is 

1 ini ted tc:~ nc~ricul ture, nanufacturinc;, nininc ancl c:Jnstructicm, anc. trarJe. It is 

assunoc1 that stock chances in ::~thor inllustrios are sr,nll and raay be necloctod. 

Tahle 3. Industrial use of capital Goods 

l. Fixed caLJital fornatic:~n in 

o.. A;:_;riculturo, fCJrestry ancl fishinc 

h. Mininrr, and quarry inc; 

c. Metnufetctur.inc ancl constructicm 

d. Electricity, cas and water 

f. Wh::~losalo c.nd retail trade 

C· Bankinc, insuretnce ancl real estate 

h. Services 

i. Goneretl covornnent 

2. Chance in stocks in 

a. Acriculturo, forestry and fishinc 

(i) livost:Jck 

( i i) ~thor 
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l_JLtrcly tr~~nsicnt :nsis. Ihtcls, ::t:..ttcJ c:nrts, '~ncl ros:-;rt c1wellincs cere cxclur1ecl 

104. N)n-rcciL1cntic.l lJuilrl in;;s. This cc~-sor_;::Jry c::>npriscs :::tll build inc<3 ::>ther 

than c;wr::llin~'3, vrhich arc c::mstructocl f::>r civilian functions of'.ccnore,l 

rivate :mel [CJVernnont entocrisos. It includes inclustrial 

1Juilclinc:a, wc~rchCJ'J.Sos, CJfficc b'J.ildin-~s, st::Jrus, rcste,urcmts, hotels, fo.rn 

1milcl ine,c: SJ.ch :ls barns, e,nc' bLtilclincs f::~r rolic;icJ 1J.S, cducati::Jnal, rocrc:cati::mal 

and sCJcial ;:;rJ.r~:CJsos such as h8aLit:::_ls, etc., 1_1lus n.'ljCJr alterations ancj w::~rk in 

;:r::~cros8. M::Jvo..blo oq_rJ.i;::nont which is not en intocral L'o..rt ::Jf the structure is 

n::~t inc lur:; oc] . 

lOS. C::~nstrrJ.ction o.nrJ w::~rks. Con8tr,J.cti:m cmcJ W::Jrks conpriso 2ll oxr1enditure 

by c;ri vo.to am: c.::~vernnont ontor~rises o.nc] conoro..l c;::~vornnont em tho CCJnstructLmcf 

WCJrks such ccs the 1_Jorno.nent ways CJf railroads, subways o..ncl tunnels, narino 

cCJnstructi:Jn CJthor than shi~:b'J.ilcJinc;, ;:Jiers ancl other ho.rbcmr f2.cilities, car 

r)o.rkinr; f:::tcilitios, water and sanitatiCJn projects, CLirl_'orts, electricity 

tro..nsnissiCJn lines, GCLS no..ins an~ Ici~es, CCJLiiJ.unicaticm systmas such as 

telo-c!hcmo o.nc telecra;_Jh lines, EJtc. Expenditures fCJr irricatiCJn prCJjects, fl::J:Jd 

cCJntrCJl, f::>rest cleo..rCLnce, lo.nd reclarnticm, etc., shcmld als::J be included. 

106. ':'ro..nsp8rtation oguipnent. S "' '"· ~ , .. r- ., [ •• 

L C"_:; ._._ 

and cntcrvrisos ::Jn ships, o.::>tCJr cars, trucks and cCJo.nercial vehicleo, aircro.ft, 

tractc-)rs f0r rCJad hcwla~_;o, vehicles used fCJr pulJlic trEmsp::Jrt systeus, railway 

and tr:_tnway rCJlltnc stCJck, carts, Wl[~CJnE o.nC: the c:minals used fCJr drawing tLon. 

T.te V[lltw of WCJrk in prCJc;ress in the case CJf heavy eq_uipnent, such as shiL;s, is 

inc lwJ cd . 

J7. Machinery ancl :Jthor eq_uir:nent. ':'his itct1 covers all capita,l oxponditure;c 

y ontcr1_:risos cmc: cener12l covernm:mt L.o"S included in the alYJVe c;roups. It 

.cluc:co ;:owor-cencratinc nachinery, acric'J.ltural nachinory o..nd inplenents, 

:act'n·s ~other tho..n f:Jr rCJad ho.u.lac;o), CJffice t1ach inory, oq_uirJTiont and furniture, 

notal vr~Jrk no.ch inory, nininc c::mstruct i'Jn and CJthcr indus trial nach incry, 

eq_LliliTie;nt fCJr -~Jrivo..te rcDearcr., instr:J.nents 'J.Sccl 1:Jy ~!rofossicJnal non, duro..ble 

c CJL. tn. incrc;, o tc. 
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~ i i) vllm t cere the ncth·::Jr; s usccJ f'lr roc'lrr' inc chc~nccs in stc:>cks 

includin;· the ,.racticr;s fcJr charr·inc the withrJrc~vm.ls ~;f invcnt::Jrics 

tuxatiuL aJ.thorities 1-rith respect to depreciation acco 1J.nting; what 

m0c~ns are used to provi.de an adeq1J.ate allowance from current earnings 

for replacement of J.sed capital goods? 

(h-) What acco'.xr::.ting practices are generally followed with respect 

to maiEtt;nace, repair, rer"ovation, alteration, etc., of D'J.ildings 

and eqt.J.iprEent? 

~v) Do uccounting practices differ substantially as oetvveen 

ind'J.I::ltrieo and betweer.. firms in t:be same ind•J.stry? - and in what 

major respects? 

(e) It is recommended that cour:tries which prepare estimateo of capital 

format ion provide detailed descri ptiom; of the me;thods of estimation 

J.88U inclu.d ing descriptions of the oas ic otatistical SOt..:trceo. 



(a) t! 

cou.ntrios find that their nccc1s ~rc 1 Jl:ttcr Dcrvr.: 

different sot of c~nco 

relevant itons lJe LIIJ.1Jlis.bcr~ 30[C:.r:::.toly tlrr_;r -vrith ex; 

succ~o8tecJ. 

are cmablo t:J r:wir1o ostincctos ~Jf cc:t>it~cl fJrurt';i·:,r; iL tl1c c1ctc:.il ::tE:: ;,J 

the clccssificatic:Jns ::ncr~e8tor: in t.bo rc;~ Jr-cJ cere rccflCrJ':·~' tJ fJll-M ":.bJ 

conce~;t8 ~s f~r [~8 c o8s iblc'. 

(c) Countricos i:'ro-;-n-rin~: cstin:-ctc:::: 'Jf r;c~- if:c~l f'·Jrncti L jn L),.; '1' i,J ~1' 

possibilities of 

ex;JcncJ i t:~rcs -:Jf the enter; rises c .mc<_.rncrl. 

(cl) It ii3 su,=;;::;e8to•J th~t all c_.·:cn'~ric;i3 ·,recently ~rc:r~rin: ·1r L;nn tbr. 

(;8herally ·CLCl:J~ toe] in cTi V:Jtc Q:-l~1 

ros~oct tc tte UClG ::Jf oxLcn.' i t'J.ros CLEt] ;J:~l·:ncc u:r ... ct !,clt'L r~.r Uc ~·J.r: J:3c 

of uecL'nrinc en~ i tc,l fJn.ntLm. fr<;::::,~u~.:,ly :;L_. f·Jll ··win g_·.w:::;ti:)ns v "'1' ' 

incl:~c1cC! in s·~cl, :::t t:~~:y: 

Wtat cri~cria arc -'J' 




