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Is Investment Falling 
Relative to Output?

A conventional method of assessing a nation’s in
vestment performance is to examine its ratio of gross 
private domestic investment to gross national product 
(GNP). By this measure, U.S. performance has been 
dismal in recent years, averaging only 13.6 percent so 
far in the 1990s, its lowest value since World War n. 
Investment performance would look much better than 
this measure indicates, however, if we take into ac
count the decline in the relative price of investment 
goods or broaden the definition of investment to in-

Oide purchases of consumer durables. Such purchas- 
represent investment because they produce services 

over future periods.
The accompanying chart shows two measures of 

investment (broadly defined) relative to GNP. The 
dashed line is the conventional measure in the sense 
that it is calculated by using investment and 
GNP both in current dollars. The solid line is 
the ratio calculated with investment and GNP 
expressed in 1980 dollars. The two lines 
move differently when the price of investment 
goods rises or falls relative to overall prices.
The widening difference between the two 
ratios since 1980, with the real ratio above 
the nominal ratio, indicates that the prices of 
investment goods have been falling relative to 
GNP prices.

The chart shows that, as conventionally 
measured in current dollars, the ratio of in
vestment to GNP was 25.6 percent in the 
1970s, dropped to 25.2 percent in the 1980s, 
and has been a mere 21.8 percent so far in the 
1990s. When real investment is compared

with real GNP, the ratio rose from 26.1 percent in the 
1970s to 27 percent in the 1980s, and is running at 
26.4 percent so far in the 1990s. Even with a recession 
and a sluggish recovery, the contribution of real invest
ment to GNP in the 1980s and early 1990s more than 
matches that in earlier decades. Thus, despite the 
conventional wisdom, when we take into account the 
relative decline in the prices of investment goods and 
also define investment to include consumer durables, 
we find the U.S. investment performance compares 
favorably with the historical record.

Some say that such comparisons over long periods 
are questionable because the development of new 
technologies —  for example, computers — makes 
measurement difficult. Others, however, note that 
quality increases and real price declines of computers 
in the 1980s and early 1990s might be greater than 
officially measured, which, by implication, would 
understate real investment during this period.

—  William G. Dewald
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