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Define gross domestic capital formation

Definition: Total capitalization (formerly domestic investment) consists of the addition of the economy to fixed assets and expenditures on net changes in inventory levels. Fixed assets include land improvements (fences, ditches, drains, etc.). Purchase of plants, machinery, and equipment. Construction stock of roads, railways, etc., such
as schools, offices, hospitals, private housing, commercial and industrial buildings, is the inventory of goods held by companies to meet temporary or unexpected fluctuations in production and sales, and is ongoing work. According to SNA in 1993, net acquisitions of valuables are also considered capital formation. Description: The map
below shows how the total formation of capital (% of GDP) varies from country to country. The shading of the country corresponds to the size of the indicator. The darker the hue, the higher the value. The most valuable country in the world is Nepal, with a value of 55.18. The lowest value country in the world is Venezuela, with a value of -
3.74. Source: World Bank National Account Data and OECD National Account Data File. Related Topics: Country Ranking, Time Series Comparison Roadmap.. Find indicators: Other maps: Africa , Asia, Central America and the Caribbean, Europe, Middle East, North America, Oceania, Worlds, Limits and Exceptions: Policymakers tend
to focus on driving production growth, and many countries use production approaches to generate key estimates of GDP because production data is easier to collect than spending data. In addition, many countries do not estimate all components of national spending, but indirectly derive some of the main tally as a total controlling GDP
(based on a production approach). Data on capitalization can be estimated from a direct investigation of a company or administrative record, or based on the Commodity Flow Act using data from production, trade, or construction activities. The quality of the government's fixed capital formation data depends on the quality of the
government's accounting system (which tends to be weak in developing countries). Measures for fixed capital formation by households and businesses, especially capital expenditures by small and non-corporations, are usually not reliable. Estimates of inventory changes are rarely completed, but usually include the most important
activities and products. In some countries, these estimates are derived as compound residuals along with household final consumption expenditures. According to national accounting rules, adjustments must be made to assess inventory holdings due to price fluctuations, but this is not always the case. In an economy with high inflation
rates, this factor can be substantial. Statistical Concepts and Methodology: Spending Gross Domestic Product (GDP) Is Made Up of HouseholdsExpenditures, final consumption expenditures by the general government, total capitalization (private and public investment of fixed assets, changes in inventory, net acquisition of valuables), and
net exports (imports from exports to imports). Such expenditures are recorded in the buyer's price and include net tax on the product. Summary Method: Weighted Average Periodicity: The annual total capital formation of the Global Economic Gross Domestic Product (GFCF) is a macroeconomic concept used in official national accounts
such as the United Nations National Accounting System (UNSNA), National Income and Product Accounts (NIPA), and the European Accounting System (ESA). The concept goes back to the National Economic Research Agency's (NBER) study of Simon Kuznets in capital formation in the 1930s, and standard measures were adopted in
the 1950s. Statistically, it measures the acquisition of new or existing fixed assets by business units, governments, and pure households (excluding non-corporations). GGFCF is a component of spending on gross domestic product (GDP) and shows what is being invested rather than how much of the new added value added to the
economy is consumed. GFCF is called gross because this measure does not make adjustments to remove the consumption of fixed capital (depreciation of fixed assets) from investment figures. For the analysis of the development of production capital stock, it is important to measure the value of acquisition to reduce the disposal of fixed
assets beyond replacement due to obsolescies of existing assets due to normal wear and tear. Net fixed investment includes depreciation of existing assets from the figures of new capital expenditures and is called net fixed capital formation. GFCF is not a measure of total investment because only net additions to fixed assets are
measured, all types of financial assets are excluded, and inventory of inventory and other operating costs (the latter is included in intermediate consumption) is excluded. For example, if you look at your company's balance sheet, you can see that fixed assets are only one component of total annual capital expenditure. The most important
exclusion from GFCF is the sale and purchase of land. The original reason is that aside from the complex valuation problems associated with estimating the value of land in a standard way, if the land is sold, the total amount of land that already exists is not considered to be increasing. All that happens is that ownership of the same land
will be changed. Therefore, as a net addition to wealth, the GFCF measures include only the value of land improvement. In special cases such as landfill of land from the sea, rivers, lakes (e.g., old), add fixed assets that can actually create new land and sell it in places where it did not previously exist. The GFCFAlways applied to resident



companies in the territory of the country, therefore, if, for example, oil exploration occurs at sea level, the relevant new capital investment will be assigned to the territory of the country in which the relevant company resides. Data is usually provided by statistics agencies on a yearly and quarterly basis, but only within a specific time lag.
Fluctuations in this indicator are often thought of as something about future business activities, corporate confidence, and patterns of economic growth. In times of economic uncertainty or recession, business investment in fixed assets usually decreases because it connects additional capital for a longer period of time and involves the risk
of not being self-repayed (hence fixed assets may be disposed of faster). On the other hand, in times of robust economic growth, business fixed investment will increase al to the full, as market expansion is observed and profitability may increase in the future. This is the cross value of the end of the year in the country. Definition Detailed
standard definitions for Total Fixed Capital Formation (GFCF) are provided by the United Nations National Accounting System (UNSNA) and the IMF Balance of Payments System. The definitions used by the U.S. Bureau of Economic Analysis in National Income and Product Accounts (NIPA) and the European Account Management
System (ESA) are very similar. GFCF is the flow value. This is measured by the total amount of acquisitions by producers, the reduction in disposal of fixed assets during the accounting period, and specific additions to the value of non-productive assets (such as significant improvements in soil assets and land, quality or productivity). Thus
GFCF is a measure of the total net investment (less acquired disposal) of fixed assets by companies, governments and households in the domestic economy during accounting periods such as a fourth or a year: fixed assets are acquired through purchases, barre exchanges, physical capital transfers, financial leases, improvements in
fixed assets, and the natural growth of natural assets that repeat products. The acquisition price includes acquisition taxes and fees, and the all-up cost of capital investment is measured. Fixed assets are disposed of through sales, bar bar exchange, and physical capital transfer. Disposal of fixed assets is excluded from consumption of
fixed capital and exceptional losses due to natural disasters. It is note that fixed assets in country accounts have a wider range than fixed assets in business accounts. Fixed assets are production assets that are used repeatedly or continuously during the production process for more than one year. The stock of produced fixed assets
consists of tangible assets (e.g., houses and non-residential, roads, bridges, airports, railways, machinery, transportation equipment, office equipment, vineyards and orchards, breeding).Dairy animals, draft animals, sheep and other animals are bred for wool.) The European Accounting System (ESA95) expressly includes the produced
intangible assets (mineral exploration, computer software, copyrighted entertainment, literary and artistic originals) within the definition of fixed assets. The range of fixed assets included in statistical measurements is defined by their intended use. For example, a vehicle is a fixed asset, but it is included in the GGFCF only if it is actually
used in a work activity, that is, if the vehicle is within the range of Production. Cars for personal use are not usually included. However, it is not always easy to define boundaries because vehicles can be used for both personal and work purposes. Traditional rules usually apply in that case. Non-productive assets (excluding land
improvements, underground assets, mineral reserves, natural resources such as water, and the value of the forest of origin) are excluded from the official GFCF scale. In addition, normal repair work, the purchase of durable household equipment (e.g., private cars and furniture), and animals bred for their meat are not part of GFCF. In the
1993 edition of UNSNA (2003 SNA), the acquisition of armaments was recorded not as GFCF, but as final and intermediate consumption. The definition of fixed assets has been reviewed in the SNA update that led to the National Accounting System 2008 (2008 SNA). Spending on weapons that meet the general definition of assets has
been reclassined as GFCF. As far as fixed asset changes owned by expenditures are concerned, it can be difficult to draw an accurate statistical boundary between GFCF and intermediate consumption. In some cases, this expenditure refers to new capital expenditures and only operational costs related to the preservation or repair of
fixed assets. Some countries include fixed asset insurance as part of GFCF. A significant change in the GFCF boundary in SNA in 2008 is related to the treatment of spending on research and development (R&amp;D). Research and development, which is systematically carried out to increase the stock of knowledge, is measured by the
value of spending on creative work, and the use of this stock to devise new applications should be recognized as part of the GFCF. This means that R&amp;D expenses are recorded as asset production, not intermediate consumption, and have the effect of GDP growth. This output measure focuses only on the direct effects of R&amp;D.
This output measurement does not take into account the external benefits of R&amp;D. In addition, SNA in 2008 still explicitly excludes human capital as an asset. Although it is impossible to measure data and time series fixed capital total stock values very accurately, it is possible to obtain a fairly reliable measure of the trend with net
additions to fixed capital stocks.The goods will be recorded. Typically, the statistics department provides quarterly and annual data about GFCF. Because GFCF for pure households consists of investments in housing, it is often considered an indicator of household confidence in the future. However, the GFCF figures for dwellings refer
only to the net added value of housing stock and housing improvements. In many cases, a detailed breakdown is available by industry asset type (plant, machine, land improvement, building, vehicle, etc.) economic sector (e.g. manufacturing, construction, services) economic sector (e.g. residential buildings vs. non-housing, or
government vs. private sector, market sector vs. non-market sector) according to GFCF's requirements. GFCF time series data is often used to inflate or inflate a series using price indices and analyze trends in investment activity over time. However, it is also used to obtain an alternative to fixed capital stock. This stock can be measured
by the book value of the survey, but the problem is that the book value is a mixture of valuations such as historical cost, current replacement cost, current sales amount, and defective value. In other words, there is no uniform rating. Using so-called permanent inventory alternatives, all data is adjusted to price inflation using the capital
expenditure price index, starting with benchmark asset numbers, accumulating GFCF year by year (quarterly), and deducting depreciation in some way. Statisticians may calculate the average service life of an asset as the basis for valuation and depreciation estimates. Econometrics recognize that it is almost impossible to accurately
measure the value of fixed assets because it is difficult to obtain a standard valuation of all assets. In other words, it is almost impossible to obtain a reliable measure of the gross return on the physical capital invested, that is, the rate of return. But without a doubt, the data will provide a indicator of the trend over time. You can use
mathematical models to estimate that the true rate is most likely to be within a certain quantitative limit. In recent years, Eurostat has published a business investment rate (also known as the total investment rate of non-financial firms) in accounts in the EU's 27 quarterly sector. This ratio is defined as the total fixed capital formation divided
by the total added value, i.e. the share of GFCF in the gross product. This indicates how much of the total factor profit will be reinstinsted for the new fixed asset. Usually, the ratio is about 20-23% of the total added value. However, it is somewhat deceptive to call it business investment rate or total investment rate because this indicator
refers only to capital investment and, more specifically, net fixed investment (purchase of fixed assets, reduction in disposal of fixed assets). The actual total funds spent byWhen it comes to investment, investments are much larger because companies invest far more than fixed assets rather than just fixed assets (intermediate goods,
services, and some financial assets also purchase them), and because the total funds spent on the purchase of fixed assets are larger than the same sum of asset disposals. The main reason this Eurostat indicator is published is that it shows something about a company's long-term expectations. If business sentiment is low, companies
are less likely to tie up new revenue with additional fixed assets. On the other hand, if business sentiment is strong, companies are more likely to spend much of their current revenue on long-term investments in fixed assets. In addition, the rate at which a company invests revenue in long-term assets is an indicator of business growth,
and if the rate declines, the cumulative business expansion rate will typically decrease. For example, after the 2008-2009 financial crisis, it fell slightly below 20 percent from 23 percent in the second quarter of 2008. The decline in this 3% ratio may not be so large, but it actually means a very large amount of money that is no longer in use.
The reason for this is that the total investment and total added value of the European Union reached trillions of euros, and total added value decreased significantly in 2008-2010. Economic analysis The difference in investment rates between countries reflects very often the different levels of economic development and the drive-in
process. This may be shown in the example of a member state of the European Union. Since the beginning of the Millennium, the average ratio of GFCF to GDP has fluctuated by about 20% in the European Union (EU-27) of 27 member states as a whole. In some member states that have joined the Union since 2004, mainly countries in
Central and Eastern Europe, where GDP levels are still low, the ratio has risen to more than 25 percent in a few years. When the consumption of fixed capital is less than the figure, the ratio of net fixed capital formation to net domestic products is about 8% on average in EU-27. For some of the new EU member states, such as Spain, the
ratio of more than 15% is once again found to be significantly higher. Rising investment rates in poor countries will lead to a more comparable living environment across Europe in the long run through accelerated economic growth and improved labor facilities with modern infrastructure and technology. [Quote required] Detailed data on
which these observations were made can be downloaded from the Eurostat website [Permanent Dead Link]. Average income of U.S. families through education from 1989 to 2010. Government investment in college tuition subsidies can usually increase tax revenues. Infrastructure spending is usually considered a government investment
because it savesIn the long run, reduce the net present value of government debt. Spending on U.S. physical infrastructure will return an average of about USD 1.92 for every .1.00 spent on non-residential construction. [3] Similarly, public subsidies for university tuition increase the net present value of income tax receipts because college-
educated taxpayers earn far more than people who do not have university education. [4] [5] Similarly, government spending on social infrastructure such as preventive medicine, for example, since cancer patients are likely to be diagnosed in stage I, rather than stage III or later to perform treatment with annual hospitalization in the United
States, because it is likely to be diagnosed in outpatient care, it can save hundreds of billions of dollars per year in the United States. [7] Used fixed assets Purchased fixed assets may currently contain the most important items, such as substantial used assets, road vehicles, airplanes, and industrial machinery traded on the second-hand
market. Globally, this growing trade is worth hundreds of billions of dollars, and countries in Eastern Europe and Latin America, Russia, China, India and Morocco use large quantities of used machinery. In many cases, fixed assets are purchased from Europe, North America, and Japan, where they are discarded more quickly on average.
Fixed assets disposed of may be sold for continuous use by another producer abandoned by the owner, sold as disposal, or partially or as a whole recycled. But sometimes a complete industrial plant is purchased, dismantled and assembled somewhere. GFCF has problems estimating and evaluating gross capital production because
resident companies with lower valuations than new assets include more transactions in used fixed assets. If Company A sells used assets to Enterprise B, evaluation errors caused by the way A and B report each transaction are canceled only if A's reported GFCF overesti rating exactly matches the reported GFCF representation of B.
However, if an asset is migrated from one industry to another, imported and exported, or switched to a different usage (in the case of transportation), the error persists. A net increase to a fixed asset may refer only to a change in ownership of an existing asset, but the total fixed capital stock may appears to have increased. Statistical
processing of transactions of used fixed assets varies from country to country. In many countries, there are increasing attempts to identify trade in used assets separately when trade in used assets occurs on a quantitatively important scale (e.g., vehicles). As a general rule, one organization purchases a fixed asset during the year and
then resells it to another organization.In the same year, it should not be counted as an investment more than twice a year. Otherwise, the true growth of fixed capital stock will be over-valued. Therefore, traditional statistics agencies often only measure the acquisition of newly produced fixed assets or attempt to measure net purchases of
used assets. In general, spending on gross domestic product, of which GFCF is a component, does not include used assets, including defining only newly produced fixed assets. GDP is supposed to measure net new production, new value added to the existing stock of wealth. However, considering the expansion of domestic and
international trade in used equipment, GFCF may underestimate the true level of total equipment investment activities and exaggerate the actual addition to capital stock as long as fixed assets produced at the previous time and later resold are also invested. Weapons in the 2008 UNSNA amendment Under the 1993 UNSNA standards
(and earlier), aggressive weapons and their delivery means were excluded from capitalization, regardless of service life. Conceptually, the UNSNA account considered that military assets provided defense services only at the time of their acquisition. Arms expenditures, which are considered interim consumption, may refer only to sales or
exports over different accounting periods, according to this accounting process. If the weapon was sold in the same year or quarter, this required an anti-intuitive entry into the government account (capital additions are cited as capital deductions, and vice versa). Therefore, the UNSNA amendment in 2008 recommended that all military
spending that meet UNSNA's capital formation standards (investments in goods used in production for more than a year) be treated as capital formation. Weapons systems and military inventories are separately distinguished between the formation of fixed capital and inventory [1]. This approach increases somewhat, especially in the
United States and Europe, where arms spending and sales are so large that it means a measure of the overall GFCF and the total GDP of the arms producing countries. According to the Swedish research institute SIPRI, the government's global military spending in 2008 is estimated to have reached USD 1464 billion, about 2.4% of the
world's GDP in 2008, but arms spending is only part of this expenditure. In 2007, the combined arms sales of SIPRI's top 100 arms manufacturers amounted to USD 347 billion. According to SIPRI, 44 U.S. companies accounted for 61 percent of the top 100 arms sales in 2007, while 32 in Western Europe accounted for 31 percent of
sales. Russia, Japan, Israel and India accounted for most of the rest. Including U.S. arms sales to U.S. GDP, the measure will increase by up to 1.8 percent. mainly the original reason to exclude military weaponsFrom the measures of total assets, investment and gross domestic product, military weapons are used to destroy people and
property, not high-value-added production (while rebuilding destroyed assets can stimulate the economy), and the associated figures were military secrets. However, military capital investment consumes a large amount of tax and is difficult to hide spending on weapons, so it is claimed appropriate to record it publicly. Capital Formation of
Fixed Capital European Accounting System Fixed Investments Intermediate Consumption Investment-Specific Technological Advances See also Statistical Glossary. Oecd. Acquired on January 4, 2013. Eurostat News Release, Quarterly Sector Account: Q1 2012, August 1, 2012. Cohen, Isabel; Flyring, Thomas Robinson, Eric (January
2012). Economic Impact of Infrastructure Spending and Funding (PDF) (Report) Williamsburg, Virginia: Thomas Jefferson Program on Public Policy, University of William &amp; Mary. p. Archived from original (PDF) on May 3, 2012. Acquired on October 1, 2012. Lazare, Stuart. Schooling Parliament: The Current Landscape of Tax
Treatment of Higher Education Costs and the Framework for Reform (PDF). Review of Michigan Law. 2010: 1049–1129.Archived from original (PDF) on May 19, 2014. Acquired on May 19, 2014. Moser, Harry C. (May 2005) ROI of Manufacturing Training (PDF) Modern Machinery Shop. Acquired on May 19, 2014. [Permanent Dead Link]
- Bosworth, Barry. Burles, Gary; Lifelong income patterns, future distribution of social security benefits, impact of pension reform (PDF) (no report) CRR WP 1999-06). Chestnut Hill, Massachusetts: Boston College Retirement Research Center p. Acquired on October 1, 2012. Hogg, W. Baskerville, N.; Lemelin, J. (2005). Cost Savings with
Improvement and Reduction of Appropriate Preventive Care: Cost Results Analysis. BMC Health Service Research. 5 (1): 20.Doi: 10.1186/1472-6963-5-20. PMC 1079830.PMID 15755330. Database United Nations: National Accounting Key Aggregate Database (including Total Fixed Capital Formation), Global Eurostat: National Account
Data (including Total Fixed Capital Formation), OECD[2]NIPA[3] Methodology Reference: United Nations: National Account System 2008 - SNA 2008 [Permanent DeadLink], New York 2009, Chapter 10 Blade, D.: Understanding National Accounting, Paris: OECD 2006, pp. 133-137 Morgenstern, O.: Accuracy of Economic Observations,
2nd Edition, Princeton University Press, 1965. Hill, TP: Profit and rate of return. Paris: OECD 1979. Eurostat: National Account Website Eurostat: National Accounting -A description of the statistics. Marhelbe, F.: Le Site de la Comparate National (French) Canberrastock Conference[4]1925-1997 Fixed Assets and Durable Consumer
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