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Who Saves? Who Invests?
Starting with the recent benchmark revision to the 

national income and product accounts (NIPA), the 
Bureau of Economic Analysis (BEA) is splitting gov
ernment purchases into two components: consumption 
and investment. Buildings, airplanes, computers and 
other goods meant to be used for a long time fall into 
the investment category. Less durable purchases, 
such as the services provided by IRS agents, are put in 
the consumption category. Before the revision, all 
government purchases were treated as consumption.

How does government fit into the overall picture of 
saving and investment in the United States? If the U.S. 
were an isolated economy, gross investment would have 
to be financed by gross saving. The accounting is not 
quite so simple, however, because U.S. residents and 
businesses use some of their saving to buy assets in 
other countries while foreign residents buy assets here. 
The correct accounting identity, therefore, is that gross 
saving must equal gross domestic investment plus 
net foreign investment.

The chart shows how much individuals, busi
nesses and governments saved and invested in 
1994. Net foreign investment was negative: 
Foreigners bought more assets in the U.S. than 
U.S. residents bought in other countries. The dotted 
arrow emphasizes visually that negative net foreign 
investment is, in effect, an addition to the pool of 
saving available to finance domestic investment.

Two other facts stand out: First, businesses do 
most of the saving and investing in the U.S.
Second, adding government investment increased 
investment substantially. Before the revision, gov
ernment saving was equal to the government surplus, 
which was negative (that is, a deficit). The revision 
changed the definitions of government saving and

surplus in ways that, overall, increased government sav
ing by an amount equal to gross government investment.

Two-thirds of domestic gross investment replaced 
depreciated capital in 1994, according to NIPA estimates 
of the consumption of fixed capital. Change in business 
inventories accounted for another 5 percent. The 
remainder, net domestic fixed investment, added to 
physical capital in the U.S.

Some purchases are excluded from NIPA investment 
even though they produce a flow of services or output 
over time. One example is consumer durables, which 
are treated as current consumption. In principle, the 
NIPAs could handle them in the same way as a house: 
Its construction is counted as residential investment, 
and the value of the services produced in subsequent 
years as consumption. The difficulty in doing this 
comes from accurately estimating the flow of services. 
This might be feasible for some consumer durables, 
but difficult and expensive for many others.

—Joseph A. Ritter

Sources of Gross Saving and Investment, 1994
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