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Billions of dollars. 3-month movino averaaes 
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SOURCES: U.S. Department of Commerce, Bureau of the Census and Bureau of Economic Analysis; and Standard and Poor's Corporation. 

Business fisecl investment-neces- 
sa1-y to  I~uild c:lpit:il, promote inno- 
vation. ancl l~oost living st~knclnrcls- 
rose 7.440 in 1995, capping three 
years of above-;lvel.agc gro\vth. 111- 
vestment in proclucers' cl~~ral>le 
ecluipment, especially colnp~~ters,  
accountecl for much of the increxse. 
Investment in nonresic1enti:il struc- 
tures, which was constl;iinecl hy 
overbuilding cluring the 19SOs, illso 
incre:isecl at a n  al~ove-;lve~.age 11;ice 
in 1995. 

NIost forec;isters, ~ v h o  sulxitan- 

ti:llly ~~nclerestil~latecl the strength of 
1,usines.s spencting in 1994 and 1995. 
espect business fisecl investment to 
continue actvancing this year ancl 
nest. hut at a rate nearer to its 25- 

. " ', " " . vcl,l,c of 3.7%. They 11:lse this 
expectation on a slowing in re:d 
economic growth ancl on 1:~s~ year's 
slight decline in the rate of capacity 
~~ti l ix~tion.  Nevertheless, new orelers 
for capital goods have recently es-  
hil~ited strong growth ancl continue 
to esceecl shipments. 

%sing interest rates are also a con- 
cern in the forecast, 11ut tl~eir rela- 

tionship n.ith h ~ ~ s i n e s s  l'isecl invest- 
ment is cliMicult to discern. Although 
they increase the opportunit>. cost of 
financing investment projects, higher 
real interest rates tenel to reflecl 
greater prod~~ctivity of capital itself. 
Incleecl, the behavior of stoclis over 
the past year suggests that investors 
foresee increasing profits from the 
economy's capital stock, which 
shoulcl encoul-age in\.estment. The 
strong perfosm:lnce of corporate 
profits also l~odes  well for adclitional 
investment. 
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