
time. This suggestion is confirmed in Fig. 3. The broadest concept of physical capital

(Total), including both public and private capital as well as both residential and non-

residential capital, has a ratio of 3 to real GDP. Focusing on nonresidential capital

brings this ratio down to 2, and further restricting to private nonresidential capital leads

a ratio of just over 1.

The capital stock is itself the cumulation of investment, adjusted for depreciation.

Fig. 4 shows nominal spending on investment as a share of GDP back to 1929. The share

is relatively stable for much of the period, with a notable decline during the last two

decades.

In addition to cumulating investment, however, another step in going from the

(nominal) investment rate series to the (real) capital-output ratio involves adjusting for

relative prices. Fig. 5 shows the price of various categories of investment, relative to

the GDP deflator. Two facts stand out: the relative price of equipment has fallen sharply

since 1960 by more than a factor of 3 and the relative price of structures has risen since

1929 by a factor of 2 (for residential) or 3 (for nonresidential).

A fascinating observation comes from comparing the trends in the relative prices

shown in Fig. 5 to the investment shares in Fig. 4: the nominal investment shares are

relatively stable when compared to the huge trends in relative prices. For example, even

though the relative price of equipment has fallen by more than a factor of 3 since 1960,

the nominal share of GDP spent on equipment has remained steady.

The fall of equipment prices has featured prominently in parts of the growth litera-

ture; for example, see Greenwood et al. (1997) and Whelan (2003). These papers make

the point that one way to reconcile the facts is with a two-sector model in which
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Fig. 3 The ratio of physical capital to GDP. Source: Burea of Economic Analysis Fixed Assets tables 1.1 and
1.2. The numerator in each case is a different measure of the real stock of physical capital, while the
denominator is real GDP.
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