24. Consumption of fixed capital

Economically, consumption of fixed capital, (depreciation),
is best described as a deduction from income to account for
the loss in capital value owing to the use of capital goods in
production. Its primary importance in an accounting sense
is in its use as the “netting” component in estimates of net
domestic product, net national income, etc., as described in
earlier sections, and, so, in its ability to permit analyses
that are closer to a welfare perspective than gross mea-
sures. It also constitutes one part of the costs of capital
services and so plays a role in productivity measurement.
Moreover it has a direct impact on GDP because estimates
of non-market value-added explicitly include a component
for depreciation.

Definition

The 1993 System of National Accounts defines
consumption of fixed capital (depreciation), in the
following way:

Consumption of fixed capital is the decline, during the course
of the accounting period, in the current value of the stock of
fixed assets owned and used by a producer as a result of
physical deterioration, normal obsolescence or normal acci-
dental damage. [...] Losses due to war or to major natural
disasters that occur very infrequently [...] are not included
under consumption of fixed capital. [...]

It further states that:

The values of the assets lost in these ways are recorded in
the other changes in the volume of assets accounts. [...]
Consumption of fixed capital is defined in the System in a
way that is intended to be theoretically appropriate and
relevant for purposes of economic analysis. Its value may
deviate considerably from depreciation as recorded in
business accounts or as allowed for taxation purposes,
especially when there is inflation.

Depreciation in business accounts is typically measured
differently from depreciation in the national accounts. The
latter measures depreciation by applying a “depreciation
coefficient” to the current value of each capital asset
whereas company accountants typically apply a deprecia-
tion coefficient to the value of the capital good at its original
purchase price (“historic cost”). When the prices of capital
goods rise, the difference can therefore be significant.

With the increasing importance of high-tech capital goods
that undergo rapid technical change, there has been
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renewed discussion about the measurement of deprecia-
tion. In particular, some have argued that depreciation
should incorporate expected real holding losses on the
grounds that this is the appropriate way of capturing
expected obsolescence. Others have come to a different
conclusion, and draw a distinction between value changes
of an asset due to ageing (which they identify with depreci-
ation) and value changes due to overall price changes of the
group of capital goods; which corresponds to the position
of the SNA and, indeed, the practice of statistical offices.

Comparability

Like estimates of net capital stock, the international
comparability of estimates of depreciation are dependent on:
i) the coverage of fixed assets; ii) the retirement and deprecia-
tion profiles used; and iii) for those countries that use the PIM
model, the length of time series available for GFCF by product.
Although the comparability of points i) and iii) are generally
good across countries (see also Section 12), the assumptions
on service lives and depreciation rates differ across countries,
although as described in Section 23, there are often sound
reasons for such differences, reflecting an economic reality.
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Table 24.1. Consumption of fixed capital
Percentage of GDP

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Australia 158 157 16.0 15.9 15.7 155 15.6 157 158 157 15.9 16.0 155 15.3¢e
Austria 149 15.0 15.1 154 155 15.7 15.6 15.6 153 15.1 154 16.1 16.0 158
Belgium 15.0 15.2 15.1 153 15.1 155 155 15.7 16.0 16.1 16.5 173 172 17.4
Canada 134 131 128 133 135 133 13.0 12.8 12.8 12.8 131 144 141 14.0e
Chile 128¢e 127¢e 126¢e 126¢e 125¢e 122e 12.0e 11.9¢e 115¢e 116e 121e 122e 121e 123e
Czech Republic 199 203 206 202 19.8 197 19.0 185 18.0 176 177 189 19.0 191
Denmark 15.9 16.1 158 16.1 16.2 16.5 16.4 15.9 158 16.1 17.0 17.9 16.9 16.6
Estonia 1.1 1.9 1.8 121 121 121 124 12.3 122 12.0 131 15.9 15.7 147
Finland 15.4 155 154 155 153 153 153 15.6 155 15.4 15.9 17.0 16.2 15.9
France 1.7 1.7 1.8 120 122 122 123 125 12.8 129 134 139 139 14.0
Germany 144 145 147 148 148 14.8 147 147 145 145 148 15.8 15.2 151
Greece 114e 114e 113e 115¢e 114e 124¢e 122¢e 12.2 122 122 128 141 16.0 18.6
Hungary 182 187 183 17.3 159 15.3 147 145 148 149 149 16.5 16.4 16.2
Iceland 115 11.9 1.9 121 121 12.0 116 1.7 124 13.0 148 17.0 16.3 154
Ireland 9.9 10.0 10.0 10.1 9.9 9.8 10.0 10.2 105 10.2 10.1 104 102 9.9
Israel' 1.6 122 1.5 120 129 132 133 133 12.7 126 122 124 118 1.6
Italy 144 145 146 146 15.0 151 15.2 155 156 15.7 16.2 17.0 17.0 175
Japan 196¢e 196e 199¢e 203 204 20.1 200 201 205 20.7 217 22.7 224 227¢e
Korea 148 144 138 135 129 13.0 129 132 132 132 132 133 129 13.0
Luxembourg 137 13.0 132 136 121 13 1.7 1.1 109 107 121 131 124 1.8
Mexico 93e 9.0e 86e 88e 88e 9.0 89 8.7 85 8.6 9.0 10.6 101 96e
Netherlands 145 14.6 147 147 149 15.0 15.0 147 145 14.4 144 153 152 147
New Zealand 14.0 139 14.0 137 135 133 133 136 14.0 139 147 151 149e 15.0e
Norway 155 15.0 135 139 142 139 132 125 122 127 127 149 145 141
Poland 135 136 133 136 136 137 131 129 127 1241 114 11.0 10.7 103e
Portugal 15.4 15.4 15.8 16.1 16.4 16.7 16.8 17.0 17.0 16.7 173 17.7 179 185
Slovak Republic 20.3 20.9 20.7 20.6 20.7 20.5 19.7 193 182 17.0 17.0 18.9 18.7 18.9
Slovenia 172 16.7 171 16.9 16.2 154 153 15.3 149 146 148 16.5 16.3 16.3
Spain 129 132 127 128 1341 134 138 141 143 144 148 15.6 16.1 16.4
Sweden 1.9 122 127 1341 132 12.8 124 124 123 123 13.0 141 134 13.0
Switzerland 18.0 184 185 19.0 19.2 19.3 18.8 186 18.0 177 17.7 18.6 18.0 17.9
Turkey . . . . . . . . . . . . . .
United Kingdom 1.2 114 114 114 114 1141 1.3 11.0 1141 10.9 105 114 11.2 13
United States 111 112 14 1.8 1.8 1.7 1.7 118 12.0 122 125 129 124 124
Euro area 137 137 138 139 14.0 141 14.2 143 143 143 147 155 154 156
OECD-Total 13.2¢ 133¢e 133¢e 136¢€ 136¢€ 135¢e 134¢e 134¢e 135¢e 136¢€ 139¢e 146¢e 142¢e 142¢

1. Information on data for Israel: http://dx.doi.org/10.1787/888932315602.
Statlink su=m http://dx.doi.org/10.1787/888932762900

Figure 24.1. Consumption of fixed capital
Percentage of GDP, 2011
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Note: Information on data for Israel: http://dx.doi.org/10.1787/888932315602.
Statlink sz http://dx.doi.org/10.1787/888932762197
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