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(a) To draw the attention of Memwber Governments to the lmportance of
preparing periodic estimates of the volume and structure of capital formation;

(b) To suggest that Member Governments at present prevaring or planning
to prepare statistics of capital formation should review possibilities of
improving the couparability of such estimates with those of other countries;

(c) To continue the technical studies and consultations with Member
Governments for the development of standard concepts, definitions and
classifications relating to capital Tormation and to report on the subject at the
next session of the Statistical Commission.

5. Since document E/CN.3/129 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 earlier version of the present paper. The replies of a nuumber
of countries included informwation on their own methods of estimation which has
helred to broaden the point of view adopted in that paper, and to make 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 comments 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
Tormation are put and the statistical resources available in the several
countries. While the present report is confined to the definitions and
classifications of the concepts, considerations of their weasurement 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
ls to be furthered, has forced a choice in most instances. Tor those countries
with severely limited statistical resources the definitions and classifications
adopted represent a goal rather than a currently - tainable standard.

(. Within the scope of the limitations noted the purpose of this paper is to
provide a set of définitions and classifications of capital formation for

approval by the Statistical Commission.
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I. INTRODUCTION

1. Work at the international level on measurement of capital 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!
Committee of Statistical Experts, had its origin in a resolution of the Councll
of the League, in accordance with a recommendation of its Filnancial Committee,
requesting the Committee of Statistical Experts to take up the question 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 fileld had been directed at the
outset to a study of the "statistics 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
Cotrmittee of Statistical Experts to take advantage of recent experiences in
compliling 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 requested the Secretariat to include in its
study on methods for measuring capital formation a survey and analysis of the
methods used in various countries which obtain estimates of capital formation by
means of questionnaires addressed to the enterprises or agencies in which the
investment takes place. It also recommended that the technical study on capital
formation be completed (£/1696/Rev.l, paragraphs 72 and 7).

L. The memorandum, Statistics of Capital Formation (E/CN.3/129), 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
required further study and consultation with interested governments. The
Commission desired that such study and consultations should include the collection
of detalled information on recent experiences in compiling statistics of capital

formation. The Statistical Commission, therefore, requested the Secretary-General:
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Changes in gtocks of general government

13. Increases in stocks of general government are regarded as capital formatior
by one of the countries commenting whereas another recommended they be exclunded.

Transfers of used assets

1. Soveral countries commented on the proposal to include used assets as
capital formation of the azcquiring sector as conceptually desirable but
statistically rather difficult. One country opposed including then.

Caplital outlays normally charged to current cxpense

15. Two countries suggested departing from the accounting treatment of such
items as hand tools and office cquipment and the adoption of a uniform trecatment
in order to obtain intcrnational comparability In the definition of capital
formation. One recommended thelr uniform exclusion while the other proposed they
be included in capital formation.

Repairs and maintenance

16. One country suggested that virtually all expenditures for repair and
maintenance of capital assets be included in capital formetion and also in the
measure of capital consumption.

Capital‘consumption

L7. Three countries suggested 1t desirable to recommend the making of capital
consuniption estimates on a current or replacement cost basis. One of then
indicated that estimates be made in terms of both current and historical cost.
-One country stated that depletion of natural resources should be treated as
capltal consumption cven though their value is not included in the measure of
capital formation. Another proposed that accidental damage be defincd as the
value of fixed capital destroyed rather than that portion covered by insurance.
18. Other comments dealt with the treatment of land, natural resources,
intangible assets such as patents, goodwill and resecarch, and the neasurement
basis for work in progress. Opposition to the proposal for the general adoption

of the terminology used in the report was also stated by one country.

III. BABIC CONCEPTS

Definition of gross and not capital formation

19. All goods preduced for use in future productive processes - machinery,
equlipment, plants, other buildings and structures, and producers! stocks of raw

veterials, semi-finished and finished goods - are called capital goods,
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IT. SUMMARY OF COMMENTS RECEIVED FROM MEMBERS OF THE STATISTICAL COMMISSION

3. The following paragraphs summarize the major comments received from mewbers
of the Statistical Commission on an earlier draft of this paper which was
submitted to them 26 June 1952 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 by the Statistical 0ffice. Owing to the divergent treatment
suggested in the comments on particular points 1t has not been possible to adovt
all of the proposed formulations. The comments on the more important itews are
summarized by topic.

Domestic capital formation

9. Several countries questioned the usefulness and feasibility of the distinction
drawn between foreign agencies of domestic concerrs 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 verformed
in order to obtalin 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

expend itures of enterprises and privaté non-profit institutions but noted the
desirability of distinguishing between 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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cxpenditureos which involve the creation of structurcs such as the drilling of
wells or the digging of nine shafts be included in capltal Tormation. Although
the inclusion of such exnonditures may not and generally will not provide for
including the full valuce of the resources exploited in caplital formation, the
oxtroction of these resources ore considered as a charge to current output.
Inclusisn of depletion 2llowances as o form of capital consuuption is based on
the view that such resources ropresent non-reproducible national assets not
cntirely dissimilar to stocks of raw wmaterials.

Donestic capitel formation

2. The concept of capital formotion used herc is limited to expenditures of
enterpriscs, non-profit institutions and general government for physical capital
2ssets located within the territory of the country plus net changes In stoqks
owned by resident enterprises. Net changes in foreign investuents are excluded
since the concept of capital formation is designed to measure changes in the
physical capacity of a country's cconouy.

25. The concepts of "territory" and "resident" as used in this report are the
seme o8 those underlying statistice of national income cnd expenditure in general.
The torritory of o country is defined by its political boundaries. For the
purpose of national income estinates overseas territories and dependencles are
treated as forel.i countries.

26. Resident institutions are defined in accordance with the Balance of Payments

Monuol and include all governnient and private organizations located in the
country and thelir foreign agencies but not their foreign btranches or subsidiaries.
Agencies are distinguished from branches and subsidiaries in that they act on
acecount of thelir principals whoreas the latter way act on their own account.

27. Since foreign agencies of domestic concerns are not likely to acquire fixed
capital whercas they frequently purchase stocks of commodities for the account

of thelr principal, the contribution of these agencies to domestic capital forma-
tion 1s linmited to their acquisition of stocks. This treatment preserves

consistency with the Balance of Payments Manual which, at least conceptually,

includes the acguisition of such stocks by agencies located abroad in the inmport
statistics, as adjusted for use in computing the balance of payments, of the
country of the principal at the time of their acquisition. Thus, as defincd in

the Balance of Paywents Manuol such stocks are regorded as imports and

consequently part of o country's physical working capital.



Capital formation is that poart of ¢ countryls carront outpal nd luporte wricl

is not consumed or exportcd during the tccounting period bat cch ngide o

additions to its stock of capital goods. Nct capital formotion 1o digtingulshed

from gross capital formatiorn in that 1t is nensurcd after allowoncos cre mode

for depreciation, obgolescence and accldental dannge to fixed copltal,

capital available for future production

20. TFuture production is facilitated not only by nct additions to a country'!s
stock of capital goods, but also by incroases in technical training and knowledge
of the population, improvement in health and living conditions, ote., Thus,
depending on the purpose for which the statistics are to be used, the range of
itens Included in capital formation may vary from & narrow one, as for cxauple
physical plant and equipment, to one which includes also current expenditurce for
research, healfh, and education which ilumprove technology and increcse
preductivity of the labor force. While it is desireble to obtain data on such
expenditures they have not been included as capitel formation owing to the
difficulty of valuation.

2l. For 8ome purposes, such as estimates of national wealth or of saleable
assets, which night be used to obtain foreign exchange, certain intangible wscots
such as patents, concessions and good will might be included. These itens are
onitted from the concept of capital formation uscd hqre both because of the
difficulty of valuation - in general thelr exchange value approxinates the
capitalized value. of the earning power they vepresent - and becausc there is no
clear~-cut relationship between such a value and thelr contribution to futurc
production for the nation as a whole-

22. Except for dwellings durable goods purchased by households are not classed
ag capital formation but are treated as consumption. This treatment is adBpted
more for practical reasons, such as the difficulty of estimating depreciation

and the fact that the services they yield are generally not marketed, rathecr than
on strictly logical grounds.

23. Inventories of uuseuns, works of art and other collectors! iteus arc omitted
~as well as discovery of sub-soll resources such as petroleun or minerals. In
both cases the probleus of valuation are voery difficult. The value of sub-soil
resources generally does not bear a close relationship to the cost of discovery.

While estimation of the latter appears possible it is recoumended +that only those
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Justice includes the law-courts, police and prisons.

Fducation and ressarch includes schools, universities, libraries, nuseums

and all rescarch activities performed by the government cxcept those of a
purely military character.

Public health includes hospital and other wmedical services provided to

civilians.

Welfare services include the provision for treatment, education and other

care for the aged, Infirm, indigent and otherwise handicapped persons‘and
exvenditures for child and maternal welfare.

Transport and communications facilities comprise the provision of roads,

airports, canals, harbours and other transport faclilities including navigational
aids and radio and meteorological services provided in connection with transport
facilities.

Other services include the provision of recreation, fire protection,

sanitation and other public housckeeping services. In additlon it includes
expenditures in connection with religious activities as well as pensions not
included elsewhere.

30. It is recommended that the same statistical definition of capital formation .
nsed for private enterprises be applied in the case of governuent enterprises.

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

organized to provide a collective method for the consumption of goods and

services by both individuals and business. In genecral, the major portion of their
costs are covered by public and private grants and ylelds from endowment. Hence,
expend itures are used to umeasure thelr product rather than the proceeds fron
service charges. Private non-profit organizations which cover all or nearly all
of their expenses by direct charges are more proverly classified as private
enterprises, especially if thelr charges are competitive with those of private
prof'it institutions. Private non-profit institutions, in so far as they possess
fixed cd%ital and only as such, are treated as enterprises and thelr capital
formation is included in gross domestic capital formation.

Capital consumption

32. Conceptually, capital consumption represents the decline in value of durable
capital from wear and tear, obsolescence or accidental damage over the accounting

period, or alternatively equals that portion of currently produced capital



Enter riseg*

28. ¥nterprises include both private crofih and govermment opencles gonerally
regarded as of a business nature engoged in producing goods and services. Private
enteryrises include all forms of drivate cormercial activitics whother organized
as a corporation, partnership, cooperntive or sole proprietorsrip.  The ownership

of dwellings is freated as a form of enterprisc.

Goverrment enterprises are generally defined as those agencles of government
which cover a substantial portion of thelr costs by the sale of goods and
services, and, depending on the institutional arrangeuents in the particular
country, perform functions generally classed as business rather than as purely
governuent administratioﬁ. It is not possible to frawe a precise definiwion
owing to the fact that depending on the institutional arrangements government
enterprises as a class werge Imperceptibly with the activities of general
governnent. Agencies chiefly engaged in the regulatory functions of governuent
are not included, nor are those furnishing soclal insurance. Government arsenals
and naval ship yards are excluded from enterprises by the general rule that
classes all nilitary activities as functions of general governnent.

29. Since the range of activities performed by governuent enterprises is
necessarily broad, one method to distinguish thewm frow general government is to
define the latter in terms of functions characteristic of generdl governnent.
All other activities would then be regarded as being performed by government
enterprises.

General admninlstration comprises all leglislative and such executive functions

as International .relations, fiscal administration, the operation of social
security programs, the regulation of commercial activities of business, labor,
agriculture, etc., and the preparation of statistical and other inforwation.
Tefence comprises the armed forces, civil defence and the government
establishments organized for reseazrch on and the manufacture of weapons and other

nunitions.

* Unless otherwise noted, private non-profit institutions will be included in the
term enterprises as used below.
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their inventories of durable ¢oods but does not remove the need o ad jus® Budh?
shirments! data, at the produccrs! level, for chanres in distributors!
inventoriecs of capital goods. ’
36. Hence, excluding the o roblen of distributors, it is necessary to «dd the
decrease or subtract the increase In producers' inventories of capital goods
from the measure of production. Use of either production or shipments data of
capital goods producers requires they be adjusted by the change in distributqra'
stocks in order 1o approximate a measure of capital poods acquired by thelr
ultinate users. :
37. In addition to production, inventory and external trade data for capital
poods, the commodity flow apnroach requires extensive suppleuentary information;
data on transport costs, dealers! margins and purchased services in connection
with the acquisition and installation of fixed capital goods, is needed to
supplemnent production data since capital formation is valued at cost to the user
of the capital ¢oods., Since production data, in general, covers all types of
output it is necessary to distinguish between final and interuediate products, .
that is those flowing to ultimate users as capltal formation or consumption and
those products which comprise inputs for further processing or for the repair
an¢ maintenance of equipment.
38. In reneral, adoption of the production approach peruits:
1) Classification of capital formation by major ;roduct groups and
industries producing the goods; and
2) The definition of the items comprising capital formation to be wade by
the statistician rather than by the business accountant
Adogtion of the expenditure approach generally implies acceptance of the
accountant!s definition of capital expenditures except for such itewms as
financial claius, patents, trademarks and other intangible assets which are
generally separable from fixed capital expenditures. The derivation of capital
expenditures from accounting data ih general results in estimates which:
1) Reflect business decisions as to what items constitute depreciable
assets; '
2) TInsure a degree of internal consistency in the national accounts,
provided accounting data is used to determine profits and depreciation

allowances; and
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formation required to maintain intoct the shock of physical nescts.  Nelther of
these conéepts g directly necsuroble without specifying o valuoction boagis and

a definition of capital. Becouse of the difficulty of defining and measuring
real capital the measures used rave gonerally rolated Lo wvaintaining woney capital

Intact. This matter is trecoted iIn porsgraphe 76 thromgh Y7.
IV. IEFINTITIONS OF EMPIRTCAL EQUIVALENTS

Measurement by expenditure anc production data

33. Capital formation may be neasured at any of several steps in the process,
e.g., the accumulation of funds, expenditure of the funds or the production of
capltal goods. Since the Tirst deals with the flow of funds and is not directly
related to production, it will not be considered here.

34, Fixed capital formation may be defined as the expenditures for wachinery,

equipment, buildings and other structures by enterprises and general government.
Measured in this fashion capital formation is related 1o increases in productive
capacity of enterprises as defined, In general, by their accounting classification
of expenditures between capital and current accounts and of general governument

in terms of the definition of fixed capital used by the statistician. Capital
expend itures are defined to include the purchase price of the fixed assets plus
such expenses és those for transportation, brokerage, installation, engineering,
architect, 1egal and other services and indirect taxes. Conceptually, the
inveétment cost includes the services furnished by employees of the purchaser in
connection with the purchase and installation of fixed capital. Practically these
nust generally be omitted except when such costs are capitalized.

35. In the production or commodity-flow approach fixed capital formation is

measured Iin terus of domestic production plus imports of capital goods less those,
“other than dwellings, sold to households or exported. Since fixed capital
formation is usually defined as the acquisition of durable physical assets by
thelr ultimate users plus work in progress on durable heavy equipuent and
construction, it is necessary to adjust data on production by changes in the
Inventories of capital goods held by their producers or distributors in order to
estimate the flow of capital goods to ultimate users. The use of data on

producers! shipments of capital goods avoids the need to adjust for changes in
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the selling scctor. For this purposc the transfer of land uged for nmilitary
purposcs is included with othor used assedb trensfers of ceneral governmont. The
ownership of land by individuals is considered & form of enterprise and these
trancfors are included with used asget transfers of that scctor,

43. As with othor used asscts the transfor of land should be recorded at the
current purchase vrice. In addition such transfcer costs as lepal services fees,
taxes, otc., are lncluded as capital formation of tho scctor making the
expenditure and unlike the purchase price of the asset increase total capital
formation. In this treatment capltal gains and losses affect capital formation

of the individual sectors but not of the economy as a whole,

Treatment of gold

Wi, Tt is recommended that all changes in domestic stocks of gold, including
those held by the monetary authorities, by individuals and by enterprises, be
regarded as changes in net forelgn investment. Thus, changes in ggld stocks are
excluded from domestic capital formation. This treatment differs from that used

in the Balance of Payments Manual of the International Monetary Fund by including

as net foreign investwent increases in all private gold stocks. The non-monetary

gold wmovenent in the Balance of Payuents Manual rust therefore be adjusted for

changes in these stocks comprising private hoards, partly worked gold for personal
use and Industrial stocks. Thus current gold production less that consumed in
industry and the artg is regarded as adding to foreipgn investment during the
period. /

Capltal formation of general government

k5. capital formation of general government is defined in a similar fashion to
fixed capital formation of enterpriscs and includes expendltures for machinery,
equipnent, buildings and structures. Included in the latter arec roads, canals,
harbors and other transport facilities and structures including navigational aids.
Capital formation of general government also includes expenditures for the
conservation and developument of nmatural resources which are of a relatively
permanent character and involve major alterations to the terrcin such as drainage,
reclamotion, flood control, reforestation and similar projects.

Capital formation of general govermment ig limited to capital expenditures
for civilian purposes and excludes all military expenditures except those for

permanent housing.
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3) Avoid the necessity of providing
Jistinct from current exyenditires In the instructions cccompanying
guestionnaires.

n tho other hand, acceptance of accounting weasures of capltal expenditures:

1) Involves o lack of uniformity in the definition of capital os between

firms, industrice and countries; ond

27 Likely involves an understotencnt of capital formation since, in

general, business proactice tends o chorge to current expense iteus of
reclatively swall cost or short life cven thouch the latter moy considerably
gxcced one year,
39. The choice between the production and cxpenditurc approaches is, of course,
larpely dictated by the statistical rogources available. While 1t is
recormended that the expenditurc approach, including with some oexceptions the
use of zccounting definitions of canital expendltures, be adopted for preparing
cstinates of copital formation, this recommendatlion is to be construed as genecral
in character. It should be followed only in so far as practical alternatives do
not yicld cstinates which correspond closer to the suprested concepts,

Trectucnt of land

40, Iand ie rogdrded ag o capltal asset and with certain exceptions is treated
in the sanc fashion as other used osscts. Since capital formation is defined as
the ccgquisition of capitael assets only the reclamation of land represents an
ddition to o countryls capital formation,. and acquired by an extension of
country'!s political boundaries is not included since such acquisition does not
represent & normol charge agoinst current droduction. All durable iwprovemnents
to land such as drailnece, irrigation, ofgaring of forests, grading, etc., should
be Included in capitel formation of the period when the improvements arc nade.
41. Tho discovery of sub-surface nineral or petroleun deposits whilc enhancing
the volue of land are not included in capital formation, nor are tiae expenditurcs
for suck exploration, except as they involve sxpenditurecs Tor duradble structures
guch a3 wells and nine shafts.

be, Bimnee I'or analytical purposeg it is desirable to account for the transfer of

used capltel assets, 1t ic recommended where possible thot the aequigition of
lond, together with imyrovomonts be treated as capital formation of the purchasing

goctor. Similerly the sale of land is treated as nepative capltal formation of
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excortions noted, are excluded frou capltal formation of general governrient os
well as frow domestic capital formation

5C. It ig yproposed that wilitory expenditures should be shown separately fron
other current exrenditures of general government. Military coxpenditures for
equipment, buildings, structurcs and stocks are defined as expenditures for ilteuws
degtined for use by military personnel for purposes of national defence. Owing
to the differences in the position of the military establishment in the various
countries ag well as the fact that many types of expenditures contribute to
defence os well ag to the needs of the civilian econony the practical definition
rust be left to the countries concerned. It 1s proposed to includce expenditures
for govermment arsenals, naval shipyards, barracks, cantonuents, military flying
fields, etc. as military expenditures. Stockpiles of strategic materials
available for nilitary and civilian usc should be included in capital formation
of governnment enterprises unless held by the military cstablishnent or In casc
local considerations indicate a different treatwent to be rore satisfactory.

51. Bxpenditures of general povernuent for the development and conservation of

natural resources are treated as capital formation only to the extent they result

in the creation of durable physical assets, Structurecs such as damns, lovees,
dykes, canals, wells, mine shafts as well as expenditures for reforestation arec
included in capital formation. Expenditures for forost fire protection,
sradication of pests, reseceding of grasslands, and research whickh do not involve

the building of durable physical assets are regarded as current outlays.

52. Stocks of general government are likely small and not subject to rapid change
g0 that thelr onlssion frowm estimates of capital formation is not a scrious
deficlency. The major exceptions are stocks of gurplusg agricultural cormodities
and strategsic materials. In the event the govermment agencies holding such stocks
are not classed as government enterprises consistent treatwent would call for
their exclusion from gross capital formation. Tn gencral, it is desirable to
include agencles holding such stocks as governtiont enterprises even thouch thoy
lack other characteristics of such agencics. Sale of surplus stocks by penercl
governnient, including the military establishment, cxcept as noted above, are
treated as a decrease in current expenditures of rcneral governmonf. The purchosc
of these as well as othor stocks by enterprises are included as capital forrmation

in stocks to the extent they incrense the cend-of-jperiod stocks of enterprises.
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k6. The inclusion of roads, cancls, harbors and similar developnents raises
difficult problems of distinguishing between caplital expenditures and thoso for
naintenance and repalr which, in general, are of a currcnt maturc. The nroblen

is couplicated by the difficulty of defining capital consunption for capital
agsets which are of an essentially peruanent character provided adequate
naintenance is undertaken. Twd alterrnatives are suggecsted. The first is to
treat 2ll najor maintenance and repair expend itures such as resurfacing roads

and redeveloping harbors and canals as expenditures on current account and o
onit capitel consumption allowances for fthese iftens. In effect this treatuent
agsumes that current expenditures merely maintoin the cconomic life of such assets.
The other method is to include as capital formation all expenditures for wainten-
ance and repalr such as the dredging of harbors ond the resurfacing of roads and
to include an allowance for thelr loss of econonic value in estimates of capital
consuuption; on the basis of an estimate of the expenditures required to naintain
their original corndition.

k7. Owing to the joint use of wmeny buildinge by government agencies perforning
diverse functions, 1t 1s proposed that the classification of fixed capital
formation of general govermment be limited to echools, hospltals, other buildings,
highways and related structures and other construction. It is desirable 4o show
gstimates for equlipment separately.

48. All military expenditures should be classed separately from other cxpenditures

of general governument. This treatment is dictated by a number of considerations,
chief among which are:
(1) The difficulty of distinguishing between current and capital
cxyenditures for defence,
(i1} The inability to formulate a generally useful definition of capital
consunption,
(1i1) The fact that military expend ltures seldom increase the productive
capacity of an econony, and
(iv) The inability to devise a valuation criterion conparable with that of
the civilian econony.
Lg. A1l militery expenditures except those for land and permanent fumlly

tdwellings are treated as current expenditures of general government o as a

result nilitary expenditures for durable assets and changes in stocks, with the
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56, Substrptinl developuent oxnenses tay be incurrcd in the case of large-scale

T Ty o e =T Vi
invootients ouch

conatraction of o wlant or o wejor rosourco development,

for sr intorratod hylroclectric systen. (oncoptuclly, these should be
canitalized and anortized over their jroductive lif'e. Often thesc cxpenses are
_chorre? 49 current account if the investment io made by o going concern.  Common
rrochice appoars to be the canitalization of dovelormental cxpenses only when
the fira is now or not producing satisfactory profits apainst whickh to charge

the ox,cnscs and to cuortize them as rapildly cs the proflt positlon pernilts.

il

57. Tt is rcecommonded thot developuent exyonditures not directly assoclated

p

with the ccquisition or construction of vhysical capital assets be excluded fron
rroos donestic capital formation.  This treatment is based on the difficulty of
sdequately definine development expenecs some of which are probably very twuch like
cxpond iturcs for resecarch or cducation, i.e., they moy build up o rescrvolr of
knowledre or skills available in gone desrcee for many purposes besides that of a
stecific canital expenditure.

Financing: costs

58. The dircct and indirecct financing costs in »roviding investuent fuhds are

sxcluded from fixed capital expenditures and instead treated as o current expense.

This ouilssion is based on the difficulty of obtaining data on such costs including

-

the allocation of flotation and other such expenses between Tixed and working
cazital. In addition, the inclusion of finoncing costs would lead to a degree of
non-cou;arability between governnent capltal formation and investments of private
cnterprises out of retained earnings and those by enterprises resorting to the
apitael norket.

Gross donegtic capital formation

5Y. Gross donestic capltal formation is defined s the exvenditures of
enterprises and general govermment for now and usod capltal assets physically
located in the territory of & country plus the value of the physical change in

stocks owned by resident enterprises whethcor held domestically or abroad.

Meosurcrent o transcctions
60. Since transccetions whick reflect capital formation as well a8 other econonic
aetivities are renerally divided into a rumber of se,arate aspects which occur

over tilme, 1t iIs possible $9 nmeasure the transaction 2t one or another of its
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53. The tranafer of physicol zesc®s botweern civilinn ond nllitory nooncles of

general povernment poses an awkword probloi Doonuas

distinguishing these sectors. In sone incisneo:

fegarded as performing civilinn functions conuirs
magnitude of these transférs iz Llikely %o Lo otnll Ior the wost port, ond since
expenditures are classified differently 2o bevwweon coritel onl! curront for tho
two branches, it is recommendcd thot transfors of Jurable soots Letwoon thoge
branches of general governucnt Lo neslcctod.

Transfers of used assets

54, Conceptually it is desirable to includc the ncguisition of uscd os well os
new capital assets as capitel formotion of the acgulring sector, and 1t is
recormended that this be done if information ig available. If included usod
capital assets should be shown secparctely fron new caplital formation both for
the estinates of the acquiring os well as the disyposing soctor. Except for .
transfer costs such as those Tor transportation, brokerase and installation thoe
inter-sector purchases and sales of uscd csscts will not alter the Hotal of .
domestic capital formatioﬁ._ The decision t2 include the sales and jpurchases of
used assefs betwecen sectors as well ag between industrial clagsificatione in the
sector for enterprises rests in port on the difficulty of distinguilshing betweon
inter-industry and inter-sector transfcrs as well as on the fact that inclusion
of such transactions will help %o insure proler freatment of thelr transfer costs.
55. Since 1t is deslrable to show met as wcll as cross [ including used assets)
flows in the sector and sub-scctor estimates of capital formotion, expend iturecs
for uséd assets should be obtaincd separatcly from other capital cxpenditures.

If because of lack of data, only the flows of now capltol asscts are shown the
transfer costs of used assets such «s transportation, brokerage, instollation

9

fees and indirect taxes should e included s coiital formation, of the industry

0

acquiring the asset. Transfors of used capital assels are recorded ot thelir
purchase price a8 negative capital formation of the selling gector and og pogitive
capital formation of the sector ucguiring them. Since this price will cenerclly

differ from net book value, i.c.

¢

, ¢ost less ncerued deoyrociation, It mey include
capital gains or losses. These will not affect tot2l capital formation but only

that of the sectors.
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&5, In owone instances larce nurbers of vessels are tronsferrcd to forelen

sy owing crincipally to the less costly regulations of the foreisn country.
The trensfor of rosistry ray be acconpanied by the tronsfor of ownorshiyp,
cenerally to o wholly owned forcisn subsidlary chartered in the country of

tion. TIn sguch cases the ownershipy criterion fails to reflect the

" heneficial ownershipn, To effect o more realistic classification it 1o

thet in such cases the nationslity of the parcent company be used €0
doternine donestic capital formation,

Proyayment by non-residents

66. Prepoyments by Toreicn residents for equipment havinge o long period of

construction such as shirs and aircraft being bullt for cxport, are included in

the capital aceount of the Balence of Payments Manual of the Internmational

Monetory Fund unless such payments -are deenmed to have transferred ownership to
the forcipn purchaser. In the latter case the work in progress is included in
the net foreison investment account as an cxport. If oswnership has not been
transferred the value of the work In »rogress is included under transport or
other cquliment as Tixed capital formation of donestic enterpriscs.

Distinction between capital and current expenditures

67. Comeeptually expenditures for rhysical assets having an ccononic life
cxceoouln: the length of the accounting perind should be classed as capltal
formotion. Proactically this criterion cannot be strictly followed. While the
production approoach requires this distinction to b made by the investipotor in
terus of products, the expenditure approach delegates this task to the business
nen or accountant, gulded by the instructions of the investicator. Since
rraectical comsiderations largely require the latter to be stated in peneral terms
and since the accountant has already made the distinction for his purposes, it is
goncrally not feasible 1o requ st a classification of expenditurcs which do not

toke into cccount these factors.

[O))

8. In rencral accounting practice deports from o strict lencth of life criterion
by oxcluding from the capital account those items, the replacement rate of which
ls fairly constant, and/or which are of relatively small value such as hand £ools
and office furniture and minor equipuent. In certain instances larpe expend itures
guch g the drilling of o1l and cas wells are chorped o current account where

tex laws pernit. While acceptance of accounting ~ractice has been recormendced
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aspects, ¢.o., orders, accophance of ordem by scllers, eriyments, vhysical

A -

rocolst of involce,

recely;t of tho itom, issuonce ond ayuent duas, date of

cetunl payuent o8 well os tine of Ingtallation of cguipment »r roodiness of the

structure for usc., Since thege aspochs of tronsaction noy cextond ovor wore

then one cceounting poriod, the cholce of 2svecet 1o regoasure will affect the totuls

61. It is provosed to adopt the rule of recordins transactions 2t time when the
vurchese (sale) 1s recorded as o liability ‘eeset'. Expenditurc ond receipt when
nsed herc have the sarec meoning. 7o the extent different proactices preveill in
various countries this rule will lack uniformity while preserving the necessary
flexibility to enable business vractice %o beo adonted in lorge measurc.

€2. Work in onrocress on constructiorn and reavy fixced squipment is most
conveniently neasurcd in terms of value in oloce or payuents due 1T the
conetruction is beins done on contract. While the former concept appezrs mosh

avorovricte fron an econonic stand voint She atter can be nore easily

if the expenditure opprooch is used.,
63. Expenditures in gencral reflcct prices current at the Sine of the purchose.

Since, as uascd hcre, the term prices covers tho unlt expend iturcs for dissiniler

types of poods and scrvices the term is not linited 4o the prices prevalling on
well-orpanized narkets, Lt includes taxes, fees, or rotoiners poild for purchoscd

gervicesg In connectlon with capsital investnent produced internally such as
congtruction undertaken by the Tirm's own enployeccs. This fact is of imvortance
vrimarily in deflating exvenditure scrics t2 a constant price.

Treatuent of transport eguipnent

6. Ships and alrcraft are an cxception 42 the roneral rule of classificotion on

ct

he basis of physical location. Fregucntly veescls arc leased or chartcred o
longe periods to foreign onerators. 7o what extont this transfor has the seffect
of adding to the physical capltal of a:country appears to desend on the usc 1o
be male of the estinmntes, I arn analysis of enmployuent opooriunities is of chief
interest, the ncquisition 2T vessels by lease as well as sale uisht wroserly be

included in domestic caplital formation., Due o the diverpent uses made -7 such

(”)

gtimates as well os the difficult problens of agcortaining the ftronsaction ond

aseipning a valuation to Leased vessels, 1% is recommended thot ships and circrats

be included, eoxccpt as noted below, on the basis of the nationzlity of thelr owner.
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rroverly maintained, thowh thelr cconounlc lifo is ung rodictable. It is
provoscd to include 2g copital formation all alterations or repairs which alter
the sorvices originally provided by thoe struacture. AlLL other expend Ltures would
he trooted os mointenance and chargsed to current expense. On this basis ’
expon’ itures for replacing mejor parts of bulldings and other structures would
be included as capital formation while those for redecoration, peinting, ete.,
gnless involving a major chance in usc, would be cxcluded,

Valuation of changes in stocks

73. Net changes In gtocks arc included in capital formation at the value of

the physical chanse in stocks rather than at the change in the book value, since
it is theo formoer which measures the increase or draft on stocks rosulting fron
current production and consumption. The change in the book value of stocks
which is penerally used by accountants in computing profit is affected by price
chances occurring over the accounting period and does not reflect the current
price rceclations of inputs.

74, Following %he rrinciple of excluding capital gains and losses fron the
concept of nmational income and the valuation of capital formation the net change
in stocks is usually adjusted To oxclude the cffect of these price changes.

This ad justuent rests on the same conceptual basis as the practice of adjusting
capital consunption to current or replacenent cost. However, statistically and
in terme of the national accounting acrrecates the two adjustments differ
substantially. The concept of replacenent cost valuation for capital
consunption differs in a marked degrece from that for changes in stocks.
Cperationally defined the replacenent cost of stocks has the same neaning to the
business mwn as to the ccononist since, over the short period stocks are normelly
held, there arc generally only slight changes in their economic and physical
characteristics. Consunption or sale of stocks cenerally contemplates replaccment
with reasonably identical or closcly sinilar items.

75. A further basis for distinguishing between the valuation of stocks and
caplital consunption is found in the makeup of the aggregates. Nét changes in
stocks are included in gross cajital formation and directly affects the gross
expend iture total. Capltal consunption estimates are primarily useful in
conparing the agegregate derived from income with that cerived frowm production or

cxpend itures and rve a secondary purpose in the derivation of net capital



eonsiderations of intorrnoti-onel com orability indicote the Soolronillity o8

adopting aniforn conventions where feoncible. Tonco 16 16 roo aziondod Bhes
capital expenditurcs of the *tyrc mentlonc’ Lo aniblomly srostor an cnoioel
" formation.

Repairs and oltorations

59. Theoreticnlly expenditurcs for now copitel cguisnent and structuros

includ ity ex ore:ltures which extond the nornal 1ife or roiose Whe p
should be incluled In capitol foruation. Thus v jor wlterctions, ropoveslons
and rebuildin: are conital expenditurcs. Roublne core such s cleaning, olling,
ad justing an? the replacenent of ghort-lived Jarts aro curront oxpond liures.

70. The trectuent »f reipoir costs which do not extend the normel life of the
orts havings o 1life oxpectancy

equipment but which involve the replacement of

lonéer then the zccounting period present o difficult problen. To the extent
that business accounting practice seeks £o avoid sharp chances in profits by
capit&lizing the cost of major repoirs, while ftreating the less costly onocs s
current expense, the durcbillity criterion is discarded and cstiuates cn thot

basis become difficult to obtain., While it is recommended that only thosc repair
costs which materially lengthen the anticinated econonic life of the ossct or
raise 1ts productivity be treated as capltal formation, yractically it o)
convenient and cenerally necessary to accent business accounting nroactice if the
expenditure cpproach is used. Detailed instructions on special guestionnaires
may be used To obtaln o modificd treatment in line witk the above recormendationg,
Tl. Use of the coumadity-flow method for estimating capital formation rencrally
requires that the distinction between capital formotion and maintenance ond |
repalrs be made by secresnting output between that uscd as repair parts and as
final products. Frequently this distinction must be somewhat arbitrory and as =
consequence tho rcasurenment of caplitel formation will be affected by the choice

of approach,

72. The distinctions between repairs and alterction of buildings and other
gstructures are often ambicuous. In principle repoirs should be confined 4o
expenditures designed to maintain the overating efficiency -f the structure in
the prior use to which it has been put, without involving an cxtension of its
normal life, Reopairs which extend the normal life oxpectancy arc clearly cotitol

expenditures. Sone structures appear 4o have an indefinite Thygical Life if

v
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consumpticn as & balancing item between national income and gross product rather
than regarding capital consumption in the economic sense as a measure in current
praices of the loss In value of physical capital. Thus conceived capital
consumption represents that vortion of current receipts not consldered as a factor
share but rather as determined in the process of net income allocation by business
subgect to accounting conventions and tax regulations. Only indirectly does 1t
measure the decrease in physical productivity or the loss in terms of current
prices in the valuation of capital plant.

19. The accounting conceyt of capital consumption has been generally defined in
terms of the actual charges made to income b, enterprises plus the claim payments
for accidental damage to fixed assets. These charges are generall. confined to
depreciation and depletion allowances and provisions for ext+ . rdinary obsoclescence.

£0. Depreciation is defined as the periodic allocation to operating expenses of

the cost of physical assets over their economic life. As such 1t covers the
cffects of wear and tear and obsolescence. The latter revresents the loss in
economic value from other than physical deterioration. Special allowances for
abnormal obsolescence when permitted by the taxation authority are also included
as capltal consumption.  Usually this involves writing off the depreciated book
value as o charge to current income. It ghould not include charges, even where
mxdc, which exceed the book value at the time of the write-off. Occasionally the
taxation authorities permit lurger than normal depreciation allowances during the
first year of the life of new fixed capital or o shortening of the normal period
for the writing off of the cost of certain types of assets. Since these policies
often lead to o substantial rise in debreclation allowances for & short period it
is desirable that these special allowances be segregated and shown separately
from the normil allowances.

81. Accountants frequently distinguish between depreciation and amortization;

@pplying the former to bulldings and other replaceable physical assets and the
lutter to intungibles such us bond premiums, organization costs and patents.
Only to the extent thut these investment cxpenditures are considered as cupital
formition is it proper to include thelr umortization allowances asg capital

congumption. Depletion allowances which represent the exhaustion of o wusting

resource are included in the accounting measure of capltal consumption, only
when permitted by the tux authorities. In o similar fashion if the discovery and

development costs of sub-surfuce resources are treatsed as capital formation the
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formation, This is 1largely duc to the Inow Dility to closely rolate fTho
oreratinal definition of net card Yion with the conco taal,

Capitel consunntlon

76. The problen of defining consunption »f Tixed copltal i complicnted oy the
general ccceptance of accounting measurcs for doprociction allowances oI businoos
establishnents and by the widespread lack of conitel accounting for ronoral
govermient, houscholds and private non-profit institutions. In cadition, tho
vroblen of uneasuring fixed capital consunytion in accord with the ccomonic
concent of maintaining capital intact kas nst been satisfactorily solved in tho
sensce that the econonlc concept hos boon transloted intso o readily ucosurablo
definition., In view of these factors 1t is vprovosed Shat two concoptually
different necsures of capital consumption be uged.

The accounting concept

ot
.

=

o)

T7. The first concent is essentially an accounting measure and 18 defincd 2w
actual accounting allowances charged acainst incone by public and private
enterprises for depreclation, depletion and extranrdinary obsolesconce of fixed
apital plus the insurance claims for accidental dancge. By liniting this
measure to the capiltal consunption allowances made by enterprises for taxation
and othecr pursoscs the systen of accounts can mqrﬂ\nburly refloct the results of
business decisions in the allocatlon of income between retoined carnings and
rescrves., In addition 1t provides for o realistic measure o the sourccs of
Tinance for capital formation. In omitting from the ncasurce the capltal
consumption for gencral government, houscholds and private non-profit
institutions which gencrally do not preyare capital accounts, the difficuls
problem of cstimating capital consunption, sstecially on o basis symictrical with
that for cnterprises is avolded. Certaln assots, such as dwellings, thourh
lesally owned by households, arc for “urvoses of classification treatcd os
enterprises. Since in the absence of capital accounts the estimatior of
Jepreciation for such assets ig difficult 1t Is recommended that no deprecictim
allowances for these assets be Included in this neasure,
78. The general acceptance of financicl mensurcs inplied in the cdontion of the

expend lture approach for the measurecnent °f capital formation, and the use of

systematic naticnal accounts has lent emphasis to the treatrient »f copid
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shown in a supplementary table rather than being incorporated in the general
system of accounts.

The economic concept

86. Capital consunption as an econoumic concept may be broadly dei’ined as the
decrease in value 2t current prices of durable physical assets. Alternatively it
is often taken to represcnt the present cost of replacing the current loss in
econonic ‘worth from wear and tear and obsolescence of physical capital.
Estimation of this concept is difficult, not only because of a general lack of
adequate information, but also becausc the economic concept is not readily
translatable into a unique definition for wmeasurement purposes. Two different
concepts are noted in paracraph 89,

87. In the main fhe neasure of econonic capital consumption differs from the
accounting concept in that it can be defined to include mot only the consumption
of fixed caplital of enterprises but also that of general govermment and private
non-profit institutions. TIn addition it is measured in terms of current prices
of the period rather than in terms of the prices in effect when the assets were
orlginally acquired. S

88. 1In order to derive estimates of net capital formation or net mational
product it 1ls necessary to deduct the value of the fixed capital consumed fron
the estimates in pgross terms. This procedure is necessary since it is generally
not feasible to estimate ret carpital formation or met national product directly.
Accordingly the weaning to be attached to the net concepts depends.oq the concept
of capital consumption used.

89. A major purpose of vreparing estimates of capital formation or national
product on a net basis 1s for welfare comparisons. Thus we nay define net
capital formation as that part of the current output of fixed capital which we
may consunme and still be as well off at the end as at the beginning of the perioad.
It seems reasonable in this context to define "beins as well off" as maintaining
the same productive potential of the stock capital at the end of the period as

at the beginning. The waintenance of productive capacity, however, may and usuallj
will differ from "maintaining real capital intact" if by this is meant the
accurmlation of funds for the replacement of the existing physical assets with
slunilar assets. Several factors act to produce this difference, the most lmportant

of which are changes in productivity of canital assets and changes In the demand
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amortization of these expenses would be included in caplital consumption.

82. Inclusion of insurance clainm payments as & neasure of accldental damage

;to fixed capital is based on the treatment of insurance in the incowe and

capital accounts. Charges 5 current account (jromiunsg) for insurance cover
factor costs, additions to reserves and clain poyments of insurahce companies.
Only claim payments for the destruction of real assets are included in capital
consumption as measuring the loss from accidentel demage. Other types of claims
such as paynent on fidelity bonds which do not represent physical capital loss
are recarded as transfers. Business losses in excess of insurance payments are
considered as capital losses and excluded from the system of accounts. Insurance
payments for accldental damage to stocks should be excluded from capltal
consunption to the extent that the net change in stocks included In caplial
formation reflects these losses. It should be recognized that this treatment
results 1in wmeasuring gross capital formation net of such asset losses though
enterprises may have sustained no such filnancial loss.

83. An alternative treatment for accidental damage to fixed capital is to
measure this form of capital consumption by the current premiums recelved by
insurance companies less thelr current operating expenses including, in the case
of stock coupanies, dividends to stockholders. Accidental damage would thrs be
neasured as the sum of claims paid plus any net additions to reserves made during
the period.

8h. Frequently enterprises with wmany widely scattered properties do not carry
casualty insurance on their buildings and equipment. In some cases resefvés aré
waintained by periodic charges to income and charged with accidental losses 4o
property. Additlons to suchk reserves should be treated as profits and losses
charged -against them as capital consumption. Such losses are then deducted from
profits in the period they occur.

85. For the reasons noted it is recommended that, if avallable, the accounting
allowances for capital consumption be used in the systenn of national accounts, |
both as the balancing item between national incone and gross national product or
expenditure and as a credit item in the consolidated capital account. It is
further recommended that a different definition of capital consutiption, one that
approximates the economic concent, as explained below, be used to derive estimates

of net capital formation. Tt is suggested that estimntes on the latter basis be



E/CN.3/146
Engolish
Pore 28

consutption based on econonic considerations will involve the usc of rough
approxinations, as for example that capital consumption approxinates sove
constant function of current output. Other types of estimates appear to reguire
information generally lacking at present such as the age composition of the
stock of capital assets and a knowledee of the averape econonic life of different
physical assets.

G%. Whilec it has been rocormended that the accounting definition of capital
consunption be used in connection with an integrated system of national accounts
it is recognized that estimates on that basis arc frequently lacking cspecially
for countrice in which the cormodity-flow method is used 1o cstimate capital
formation and other aggrecates. 1In such cases 1t is recommended that attentlion
be piven and work instituted on the problem of estimating capital consumption

in terms of the economic concept.

96. Where thot is done careful attention should be paid to the distinction
between copltal formation and expendiltures for alterations and repairs. This is
narticularly iuportant for such ra jor thysical assets of peneral covernnment os
roads, harbors, canmals, ctc. While regular maintenance which nerely maintains
the uscfulness of the asset is a current expense such repairs are frequently
coupled with improveuents such as widening of roads or the deepening of harbors.
One fairly satisfactory method is to Include all such expenditurecs and to deduct
from them estimates of the normal meintenance expenditures which would merely
vreserve the asset.

97. Estimates of accidental damage for use in measuring econonic capital
consuuption should Include all dawmnge to physical canital assete for which an
actuarial basis for estimatine probable loss exists whether the assots aro
Insured or not. However damage from unpredictable catastrophes such as najor
carthquakes or wars should probably be ouitted as tending to distort o series on

net capital formation derived from the estinmates of capital consurption.

V. CILASSIFICATION OF CAPITAL FORMATICN

98. It is prouosed that pross donestic capital formation be classified
according o structure, type of capital forwmatisn and by industrial use of

capital goods,
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for such physical assets.

90. Two additional concerts are, first, maintaining the purchasing power of the
money copital and, second, valntaining the capital in the sensge of insuring that
capitel eorns ite value in alternative uses. In the cose of working copital
(stocks) the alternative is the current market price of the stocks. TFor fixed
assets the problem ig different. For the individual entervriesc this is
equivalent to the salc value of the going concern but for the economy as & whole
fixed capital has no effective alternative use. Frou this point of view the
alternative cost criterion breaks down and we arc left with the otheor concepts
noted.

91. I we disregard the concepts of maintoining the woney or purchasing power
of the money capital there remain the concepts of the maintenance of jroductive
capacity or of the real  hysical assets. The former concept 1s especially
difficult to define. TFron the point of view of the econowy as a whole we are
concerned with total capacity rather than that of an industry or enterprise.
Additional capacity in the steel industry is, in this view, substitutable in
sone ratio for a decline in railroad capacity, to take an example.

92. The problem of maintaining the real physical asset structure involves
valuation decisions which will, in reality, not likely beo faced. 3Seldom are
very long-lived assets replaced by essentlally similar assets either in the

same enterprise or in the whole econony. There appears to be a pgreater
likelihood of actual physical replacement if the types of assets dealt with have
a relatively short economic life.

93. The concepts noted so far have beén defined in terms of the meaning to bhe
attached to net capital formation derived as the difference betwcen gross
capital formation and capital consumption. Another approach is to define capital
consunption directly without reference to its significance for the net conccpt.
On this basis the measurcment of capital consumption is approached as a part of
the whole valuation problem, which is that of measuring all transactions in
rrices of the same time dimension. This approach merely concentrates attention
on defining the transaction involved in the consunmption of fixed capital rather
than on the determination of the current costs of physical replacemsnt or on the
determination of productive capacity.

Gh. In practice it would avpear that the preparation of estimates o»f capital
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101, The value of the crhance in stocks represents the value of the physical

change in raw naterials, work in progress (othor than the work In progress of
congtruction industries and plantations which arce included in fixed capital
formation) and finished foods which are in the hands of private and government
enterprises. Changes in farn stocks such as grain and livestock are included

in this flow, while increascs in crops, forests, etc., due to natural elements
are excluded, Changes In stocks In the hands of marketing authorities and in
government stocks of strategic materials and agricultural surpluses are included

in this component.

Types of capltal goods

102, Table 2 shows the proposed classification of gross domestic capital
formation by types of capltal goods. It is based on a distinction between

a small number of broad categories. Within this framework countries wmay wish
to complle more detailed subdivisions in accordance with thelr own needs, the
characteristics of thelir ccononies, and the naturc of the basic statistics
available.

Table 2. Types of capital goods

1. Fixed capital formation

a. Dwellings

b. Non-residential buildings

¢. Construction and works

d. Transportation equipment

e; Machinery and other equipment
2. Changes in stocks

2. Raw materials

b. Work in progress

c. Finished goods held for sale

Gross domestlc capital formation

103. Lwellings. This iten represents all expend iture on new construction and

me jor alterations to residential buildings including the value of the change in
WOrK in procress. Thq value of the land before improvement is included only if
used asselt transfers are token into account. The expend iture covers all costs of

making the dwellings habitable and includes the cost of external and internal
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Structure of capital formation

9SG, This classification distinpuishes between fixed capltal Tformation and
chonces in etocks. For privote non-profit institutions and genercl covermuent
only fixed copital formation is shown. Tt iz further proposed that fixed
cepital be distinguished between buildingss and wachinery as well as by form of
ownershiy.

Taeble 1. Structure »f capital formation

1. TFixed capital formation
2. Private enterprises and non-irrofit institutions
(1) Machinery znd equipuent
(2) Building and other structurcs
bh. Government enterpriscs
(1) Machinery and cquipment
(2) Buildings and other structures
c. General government
(1) Bulldinss and other structures
(2) Other
2. Chanres in stocks
a. Private enteryriscs

b. Governuent enterprises

Gross “onestic capital formation

100. Gross fixed capitel formation represents exjpenditures for new and used

buildings, structures, plant, machinery and other cqulipment. Since the ownershiyp
of dwellings is treated as a business enterprisec, the value of all residential
construction is included, lrrespective of whether the dwellinge are
owner-occutied of not., It also includes the value of work in preogress of the
building and heavy construction industrics, such as shipbuilding, and the costs
Incurrcd during the period for the dovelopment of coffee and rubber plantations,
orchards, vinsyards, etc., Changes in the work in progress of other durable soods
which have 2 comparatively short production period, together with that part of
the chance in work in progress of heavy construction industries which is being
bullt for non-residents and has not yet passed frou resident to non-resident

ownershipy are included with changes in stocks,
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108, Changes in stocks are classified as follows:

(2) Raw materials, defined as all purchased materials and semi-finished
poods, supplies and fuel, oxcept whon purchased for resale in the samo forn,
(L) Work in progress, defined as goods which have been partly processed or
fabricated in the enterprise but which are not norrnally sold without further
processing.  Stocks held by the estoblishment, but owned by others, are
excluded, but the value of work performed on such stocks is Included in
work In progress.

(c) Finished goods include all products in the form usually held for salc.

Classification by Industrial use

109. The classification proposed in Table 3 corresponds clesely to the ma jor

N

divigions in the International Standard Industrial Clagsification of All Fconouic

Activities. ‘Manufacturing and construction have been grouped tomether because of
the statistical difficulties usually encountered in measuring separately capital
. expend iture in these two industries. Catesory (g, includes also all residential
bullding. The industrial classification proposed for chances in stocks ie
linited to apriculture, nmanufacturing, mining and construction, and trade. It is

assunecd that stock changes in other industrics are swall and may be nerlected.

Table 3. Industrial use of capital goods

1. Tixed capital formation in
a. Agriculture, forestry and fishing
b, Mining and quarrying
c. Manufacturing and construction
d. Electriclty, gas and water
¢. Transportation, storage and coﬁmunications
T. Wholesale and retail trade
. Banking, insurance and real estate
h. Services
1. General governnent
2. Change in stocks in
a., Arriculture, forestry and fishing
[1) livestock

(1i) other
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sainting ond jermcnent fixtures such zs blinds, stoves, ceontral heating and
washing focilities.  The ltenm includes residentlal bulldings not operased on o
purely tronsient basis, Hotels, auto courts, and reesort dwellings arc excluded

a

from dwollins on’ included es non-~residential buildings.

104, Won-residential buildings. This cotepory couprises all buildings other

>

than dwellings, which are constructed for civilian functions of  ceneral
governucnt and trivate and governrient enterpriscs. Tt includes industrial
buildincs, worehonses, offlce bulldin~zs, stores, restourants, hotele, farn
bulldince such 28 barns, and buildings for religious, cducational, recreational
and social purposes such as hospltale, ete., plus wajor alterations and work in
rrogress.  Movable equipment which 1s not an intepral part of the structure is
ot incluced.

105, Comstruction and works. Construction and works comprise all expend lture

by private and government ernterprises and peneral povermment on the constructionct
works such as the permanent ways of rallroads, subways and tunnels, marine
constructlon other than shipbullding, plers and other harbour facilitles, car

porking facilitices, water and sanitation projects, alrports, electricity

transnission lines, gos wains and plues, communlication systems such as

[

telephone and telegraph lines, etc. Expenditures for irrigation projects, flood

control, forest clearance, land reclamation, stc., should also be included.

106. Transportation equipuent. Ta fuoio7 s eyiendis s zoverarent

and enteorprises on ships, wotor cars, trucks and commercial vehicles, aircraft,
tractors for road hanlagse, vehlcles used for public transport systeus, raillwa
and truouway rolling stock, carts, wagons and the anlmals used for drawing then.
The value of work in progress In the case of heavy equipment, such as ships, is
Included.

J7. Machinery and other equipment. This item covers all capital expenditurez

v enterrrises and general povermment ot included in the above groups. It

.cluces power-senerating machinery, agricultural machinery and implenents,

cachors [other than for road haulape), office machinery, equipment and furniture,
netal work wachinery, wmining congtruction and other industrial wmachinery,
equipnont for private research, Ingtrunente used by professional men, durable

contalners, ote.
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(11) What are the methods used for recording chances in stocks
includin, the practices for charpling the withdrowals of inventorics
to curront cxucnses?
‘111) What are the peresal oractices of business accountants and
taxation aithoritles with respect to depreciation accounting; what
means are used Lo provide an adequate allowance from current earnings
for replacement of used capital goods?
(iv) What accounting practices are generally followed with respect
to meintenace,; repalr, renovation, alteration, ebtc., of buildings
and egulpmernt?
‘v) Do accounting practices differ substantially as between
industrics and between firms in the same industry? - and in what
ma jor respects?
(e) It is recoumended that countries which prevare estimates of capital

formation provide detalled descriptions of the methods of estimation

a1sed Including descriptions of the basic gtatistical sources.
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