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INVESTMENT-TO-GDP RATIOS?

1961~ 1960- 1970~ 1980~ 1990~ 1951~
195¢ 1969 1979 1989 1993 1993

GDP 35 41 29 25 15 3.1

Business fixed investment

ol s = Capital
' stock 1.1 1.3 1.1 0.8 05 1.0
+ Labor
8- =12 hours 1.0 16 11 11 02 12
Information‘processing and
related equipment 1 Produc-
7 =106 tivity 1.4 1.2 0.7 0.6 0.8 0.9
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CAPITAL-STOCK-TO-EMPLOYMENT RATIO

Sources of Labor Growth?
(Average annual percent change}

1951~ 1960~ 1970~ 1980- 1990~ 1951~
1959 1969 1979 1989 1993 1993

Labor
hours 10 16- 11 11 02 12
= Working-age

pop. 08 11 14 .09 07 11

+ Labor force
participation
rate 0.0 01 04 00 =01 0.2

+ Employment
rate 60 01 -02 .03 ~03--00

+ Hours per
worker 0.2 0.3
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a. 1996 data are for the first quarter.
b. Components may not sum, due to rounding.
SOURCES: U.S. Department of Commerce, Bureau of Economic Analysis; and U.S. Department of Labor, Bureau of Labor Statistics.
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The U.S. is experiencing a capital
spending boom, led by investment
in information processing equip-
ment, primarily computers. Busi-
ness fixed investment has risen from

9% of GDP in 1991 to 11% thus far

this year. The expansion is particu-
larly welcome after the torpid pace
of capital accumulation in the 1980s.

Although vital to a sustained eco-
noMmic expansion, investment in
capital is not its sole contributor.
Economists often identify three

broad sources of economic growth:
expansion of the capital stock (in-
vestment), increases in the available
workforce (labor hours), and im-
provements in total factor produc-
tivity. Changes in this last compo-
nent capture the effects on
economic growth of such intangi-
bles as advances in education and
technology, which enhance the
ability of capital and labor to pro-
duce goods and services.

Between 1951 and 1993, the U.S.
economy grew at a 3% average an-

nual rate, and each of these three
factors contributed equally to the ad-
vance. The overall pace of U.S. eco-
nomic growth, however, has deceler-
ated because of the slower rate of
capital accumulation and more hesi-
tant acdvances in total factor produc-
tivity. A flattening of the capital-to-
labor ratio is also evident after 1970.
Overall growth in labor hours has
held fairly steadly, despite the erratic
behavior of many of its underlying
components.



