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INTRODUCTION

THE main purpose of this article is to present a review of the
growth of real capital in Norway since the turn of the century.
Attention has also been devoted to the relationship between the
growth of real capital, employment, and net national product,
however.t

In Section I some of the fundamental problems involved in
computations of the value of the real capital are discussed.
Attention is drawn to some of the defects and limitations which
often are attached to estimates of the real capital stocks. Section
II gives a description of the main features of the methods
which have been applied for the Norwegian computations.
Section III contains a summary of the principal results of the
real capital computations. A more detailed statement of results
is given in the Appendix. The last two sections comprise a
closer analysis of the figures derived. Section IV is devoted
to an analysis of the variations in the marginal capital-output
ratio since 1900, with special emphasis on the remarkable post-
war trend. Since 1948 the marginal capital-output ratio has
been of the order of magnitude 5:1 as against 3:1 in earlier
periods. In Section V it is pointed out that this may be explained
by a production function of the Cobb-Douglas type with a
trend component.

I. DEFINITION AND VALUATION PROBLEMS

In computations of the value of the stocks of real capital there
are two vital questions which must be decided. The first is the
question of defining the real objects one wants to include in the
term real capital. The second, and far more difficult, problem
consists in selecting a system of weights (“prices’) which can be
used in the aggregation of highly divergent real objects on the
basis of a common unit of measurement.

! The work on this study has been carried out with the financial assistance of
the Sacial Science Research Council.
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The capital concept

In this study the concept of real capital is given a somewhat
narrow scope. It embraces e/l man-made durable real objects in
private and public enterprises, including dwellings, and buildings
and constructions of general government with the exception of
military installations. Durables are all real objects with a life
expectancy of one year or more. Inventories, livestock, land,
standing forests, and real objects in the hands of consumers have
been excluded from the real capital concept, mainly because
statistical sources do not permit annual estimates of these items
to be made with any accuracy. The reader should bear this in
mind when reading the analytical sections of the paper.

In order to permit some comparisons of the Norwegian
figures with figures of other countries, rough estimates of the
omitted items have been attempied for one single year, viz. for
the end of 1953. These estimates, which are in current prices
only, are included in Appendix, Table V, Apart from cars, the
figures given do not include estimates of the value of durables in
the hands of households, however.

The aggregation problem

To arrive at a convenient system of weights (‘prices’) for use
in the aggregation of real objects of highly different nature it is
necessary to operate on the basis of properties which the real
objects have in common and which can be measured. Moreover,
it is essential that the weight system be based on properties which
are relevant from an economic-analytical point of view. How-
ever, we are immediately faced with the problem that there are
almost no two real objects which are entirely identical in a
technical sense. Even highly standardized categories of capital,
such as automobiles, etc., will often have different technical
qualities. In addition to these purely technical diversities, differ-
ences as regards total life and remaining life will make a com-
parison of various categories of real objects difficult. For these
reasons one can hardly hope to arrive at a weight system on the
direct basis of the technical properties of real objects.

‘There seems, however, to be two characteristics of capital ob-
jects as defined above which might serve as a basis for an econo-
mic measurement of the real capital. The first is that the pro-

duction of capital objects entails a certain absorption of real
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resources {(production costs). The second characteristic is that a
certain production or earning capacity ! is connected with the
capital objects. These qualities seem to permit two different
solutions to the aggregation problems. One method, which may
be termed the retrospective method, implies looking back and
using the costs of production as basis for the weight system. The
second method, the prospective method, implies looking ahead
and attempting to determine the weight system on the basis of
the future earning capacity of the various real objects. Market
prices, or substitutes for these in the absence of market prices,
may be taken as an approximation to the latter weight system.

1t is the first aggregation method, the retrospective, which has
been applied in the Norwegian capital computations, and in the
following section some features of this method will be analysed.
The second method will also be discussed, however, as a com-
parison of the results derived from the two different methods is
of interest.

The retrospective method

As has already been mentioned, this method implies that the
costs of production for the various capital objects are taken as a
starting-point. We are then faced with the choice between use of
historical costs of capital and replacement costs in the valuation.
For well-known reasons replacement costs are preferable. By
the use of replacement costs a set of figures is derived for real
capital in current value.

These figures will reflect the volume of real productive re-
sources incorporated in the capital equipment as well as the
current prices of these resources. To arrive at a volume concept
for real capital (meaning by this the volume of accumulated pro-
ductive resources absorbed) the current-value figures must be
deflated with an appropriate cost index, that is an index re-
flecting the price trend for productive resources. To provide
reliable expressions for such indices is not easy, but in principle
it presents similar problems to those involved in other forms of
price or cost indices.

Special problems arise in the estimation (in current value) of
objects which are partly obsolete. To estimate all real objects,

t See Raymond W. Goldsmith, ‘The Growth of Reproducible Wealth of the
Upited States of America from 1805 to 1950°, Income and Wealth, Series I,

p. 249
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old as weil as new, at full replacement cost would be tantamount
to giving parily obsolete objects the same weight as completely
new objects of the same category. The only way to avoid this is
to base the valuation of partly obsolete objects on depreciated
replacement costs. There is the difficulty, however, that several
depreciation methods are possible (linear, progressive, and de-
gressive). The choice between these will affect the computation
result and lead to capital concepts of somewhat different con-
tent. Within the retrospective method, therefore, a number of
variants are possible, depending on the depreciation system
used. The choice among these variants can be made on a con-
ventional basis only.* In the Norwegian computations consiant
depreciation allowances have in principle been used, i.e. equally
large depreciation allowances each year through the life of the
capital objects (the ‘straight-line method’).?

At a given time there will always be some real objects in use
which have been rendered obsolete by technological and eco-
nomic development, so that there can be no question of re-
placing them with identical units. For such objects it seems
reasonable to base the estimates on the replacement costs of real
objects by which the obsolete objects may be replaced, with
proper adjustments for differences in the potential earning
capacity of the two types of capital objects.

The prospective method

Under the prospective method the value of the capital items
should reflect their future earning capacity. This must be de-
termined on the basis of the future input and output flows
which are associated with the different items, If we regard the
prices of the various input and output categories and the dis-
counting factors as given quantities at all times, and the future

! From the point of view of the individual company it may seem reasonable to
provide for depreciation so that the value of the capital objects decreases in step
with their remaining earning capacity. If this principle is to be strictly applied, 1t
would be necessary to know the development over time of the output and input
factors connected with the various capital objects. In practice, one will have to be
content with more or less satisfactory approximations. Stuvel has pointed 10
linearly decreasing depreciation as a possible method, See G. Stuvel, “The Estima-
tion_of Capital Consumption in National Accounting’, Review of Economtic
Studies, 1955-56, Vol. XXIII (3), No. 62, pp. 183-185. Provided that the time
function for the earning capacity of the capital objects decreases parabolically
over the period, this method will be in agreement with the principle mentioned
above. If, on the other hand, the earning capacity decreases linearly over the life
period, the straight-line procedure will produce the desired result.

* Actually this principle may not always be fulfilled, cf. p. 90.
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input and output flows are known, the earning capacity of the
different capital items may in principle be estimated.

When the prospective method is used, one would in practice
base the valuation on the market prices of the capital items,
since as these can be taken as approximate expression of their
earning capacity. Problems arise for the (guite numerous)
categories of capital objects which are not usually sold in the
market. In such cases one will have to guess what the market
prices would have been if a market had existed. Another point in
the prospective method is that no fundamental problems arise in
the valuation of partly outworn capital objects, or objects which
have been rendered obsolete by the technological and economic
developments. The earning capacity or market prices give us the
solution directly in both cases.

To arrive at figures for the value of the real capital measured
in fixed prices under the prospective method one should in
principle take the starting-point in a set of given (fixed) prices on
all input and output factors and a set of discounting factors. In
practice, the usual procedure is to deflate the figures in current
prices by price indices designed to reflect the price trend for
capital objects with a given potential earning capacity.

Comparison of the two methods

There is reason to believe that the results obtained under the
two methods, in so far as the value of capital in terms of current
prices is concerned, will not show very large deviations. The
reason is that in most cases the market prices of capital goods are
not likely to deviate much from their (depreciated) replacement
costs as calculated by any standard method of depreciation
under the retrospective method. It is obvious, for example, that
the market price of new capital equipment cannot be far from
its costs of production. But for partly obsolete objects, market
prices may also be assumed to be fairly close, on an average, to
depreciated replacement costs. This will be the case if and when
the depreciation method actually used approximates, on an
average, to the falling earning capacity of capital goods with
increasing age.' With most of the standard depreciations
methods discussed above this may not be too far from the truth.

For the value of capital in terms of fixed prices, on the other
hand, the two methods will usually produce different results.

1 See Raymond W, Goldsmith, /oc. cit., p. 251
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This is a consequence of the different meaning of the price-
change concept in the two valuation methods. Under the retro-
spective method a series of figures for the value of the real
capital in terms of fixed prices will reflect the quantity of pro-
ductive resources which are incorporated in the capital equip-
ment at various times. But the figures are not supposed to be in-
fluenced by the fact that as a resuit of increased technological
knowledge it has gradually become possible to combine these
productive resources in a more effective technique. Under the
prospective method, on the other hand, one tries to compute
figures in fixed prices which take into account both the increase
in the volume of incorporated productive resources and im-
provements in technique. For here one uses price indices for
capital objects which as far as possible are equal from a tech-
nological efficiency viewpoint. It is reasonable to assume that
gradually increasing technological knowledge will make it poss-
ible to produce more effective capital objects with given invest-
ment of productive resources. It is to be expected, therefore,
that the real capital volume will show a sharper increase over a
period if the computations are performed under the prospective
valuation method than if they are based on the retrospective
method,

The choice between the two evaluation methods also depends
on the objective of the computations. If the purpose is to study
the role of capital as a factor of production, the prospective
method may seem preferable. Volume figures for the capital
computed on the basis of this method will, as pointed out above,
also reflect improvements in the productive capacity of the
"capital as a result of more effective technique. That will not be
the case to the same extent with velume figures computed under
the retrospective method. This point is of significance if we want
to use figures for the real capital in a production function to
‘explain’ the production trend over a lengthy period. If in this
case we use capital data computed under the retrospective
method we must include in the production function a special
variable in order to allow for the effects of the gradual change in
the technological level.l

! When real capital is to be used as explanatory variable in a production
fimetion there may be reason to question both of the valuation methods men-
tioned here. Under both methods partly obsolete capital objects will be given a

substantially lower value than corresponding new obiects, on the assumption that
they have a lower remaining productjon capacity. But this probably does not give
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If the primary purpose of the capital computations is re-
garded as part of the work on what Ingvar Ohlsson? terms
‘statement of results’ the retrospective method seems to be the
most satisfactory. Two arguments may, as far as we can see, be
raised in support of this:

(i) It is natural to require of our capital data that they (in
terms of fixed prices) be consistent with the national ac-
count figures (also expressed in fixed prices), i.e. that the
capital growth over a period according to the capital esti-
mates shall equal the accumulated net investments over
that period according to the national accounts. But in a
national accounting system, prepared for the purpose of
measuring ‘economic results’, net investments have to be
estimated so as to give a2 measure of the volume of the pro-
ductive resources which have been used to increase the
capital of the society. It follows that in the capital com-
putations also we must regard the capital as ‘accumulated
productive resources’, which means that the retrospective
method must be applied. Provided that the same principles
are applied in the estimation of the depreciation in both
cases, this will result in capital stock figures at constant
prices which are consistent with the current national ac-
counting figures at constant prices.

(1) In analysing economic results it is often necessary to use
stock data and current data together, for example, in
analyses where the capital is regarded as the accumulated
result of the production of earlier periods. It is therefore
desirable that the two sets of data be based on identical
valuation principles, i.e. that the capital data, like the
current data, are computed on the basis of the production
costs of the commodities.

In both cases a deeper reason for the choice of valuation prin-
ciple lies in the fact that the production costs express a funda-
mental transformation relationship between the objects, as they

a satisfactory expression of the relation between the crrrent production capacity
of old and new equipment, for example, a ten-year-old railroad car in the short
run may be of as good service as a completely new one. It is presumed that this
factor may be disturbing for short-term analyses, where the age structure of the
capital may vary appreciably, and where changes in the value of the capital there-
fore will not always provide a good measure for the changes in its production
capacity.
1 Ingvar Ohlsson, On National Accounting, Stockholm, 1953,
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approximately measure the quantities of productive resources
which are incorporated in them.

II. COMPUTATION METHODS

In this section a brief outline will be given of the computation
methods of the Norwegian capital estimates. The employment
data which are used in sections XTI~V will also be described in
some detail.

Capital computations

Figures for the real capital volume have been computed on an
annual basis for the period 1900-55 with the exception of the
war years 1940-45. For all years the real capital has been classi-
fied into the following four groups: buildings and constructions
in private and public enterprises; buildings and constructions of
general government; ships and boats; machinery, tools, and
transportation equipment excluding ships. More detailed data
by industry as well as by type are available for three years, viz.
the years 1900, 1939, and 1953. All results are expressed in 1938
prices.

The computations have been performed in three steps, or by
three different types of computations. Step (1) was to determine
figures for gross investment, measured in 1938 prices, for each
year in the period under review and for each capital group.
Step (2) consisted in direct and detailed computations of the
value of the real capital stocks (in 1938 prices) at a few bench-
mark points, namely at the end of the years 1899, 1920, 1939,
and 1953. Steps (1) and (2) together gave the data required to
compute (separately for each capital group) the total net in-
vestments and the total capital consumption within each of the
periods 1900-20, 1921-39. In step (3) these preliminary results
were used to compute annual figures for the capital consumption
in each capital group, also in terms of 1938 prices. Together with
the annual gross investment figures (step (1)) and directly com-
puted capital data for bench-mark years (step (2)), this per-
mitted a simple determination of the annual stock data. The
computations at the various steps have been described in
further detail in the following.

It is characteristic of the computation method applied that it
is based on computations of gross investments for all years and
independently derived estimates of capital stocks for bench-mark
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years, and that the results of these computations are con-
trolled against cach other by studying the implications they
entail for the development of capital consumption. The capital-
consumption data are useful per se, and will be used in the Nor-
wegian national accounts.t

Step (1): Computation of annual gross investment figures

The gross investment data used in this study have been taken
from earlier published national accounting data and are mainly
estimated by the commodity-flow approach, i.e. on the basis of
import statistics and Norwegian production of capital goods.
Further details on the computations in fixed and current prices
may be obtained from official publications.? The lack of gross
investment data for the years 1940~45 is the main reason why
this article contains no capital-stock figures for these years.

Step (2): Capital computations for bench-mark years

For no year are census results available which permit a com-
putation of capital stocks based on complete and homogeneous
material. The computations for bench-mark years made for this
study are therefore based on data collected from highly variable
sources, often supplemented with approximate corrections and
estimates. As a general rule, total figures must be presumed sub-
ject to smaller relative margins of error than the more detailed
specifications presented.

For the years 1899, 1939, and 1953 the capital-stock figures
are based on detailed computations for each single group of
capital objects, made separately for each individual industry.
The computations for 1920 are more summary, and their main
purpose has been to provide some basis for judging whether
capital consumption over the fifty-year period have developed
proportionally with the capital volume (see p. 90 below). The

1 In our opinion it would be difficult to find a better method for computation of
the level of capital consumption, as it guarantees that the national accounting
data on capital consumption witl be consistent with the gross investment data
and with the best estimates that can be made of the size of the capital stocks at
different points of time. The need for capital consumption data for the national
accgunt was, as a matter of fact, one of the main reasons for undertaking this
study.

* Organization of European Economic Co-operation, National Accounts
Studies —~ Norway, Paris, 1953, pp. 100~101. Central Bureau of Statistics of
MNorway, National Accounts 1900--1929 (NOS, XI. 143), pp. 10-13, National
Accounts 1930-1939 and 1946--1951 (NOS. XL 109), pp. 50-51, and National
Accounts 1938 and 1948-1953 (NOS. XI. 185), pp. 37-38.



ODD AUKRUST AND JUUL BIJERKE 80

nature of the statistical sources used in the direct capital com-
putations vary from industry to industry and from capital ob-
ject to capital object.

For some categories of capital it has been possible to base the
computations on direct volume data and production costs data,
sometimes supplemented by data on the age structure of capital.
Dwellings, ships and boats, automobiles, roads and railroads
are examples of groups of capital objects for which we have been
able to make direct use of volume and cost data.

For other categories of capital objects the computations are
based on value data, generally measured in current prices. These
data are sometimes fire-insurance values, in other cases book
values. The book values represent in some cases depreciated
capital values, in others cumulated historical costs before de-
preciation. Manufacturing and mining are examples of in-
dustries where data on fire-insurance values have been avail-
able. For post, telegraph and telephone, and for railway and
tramway rolling stock the computations are based on book
values.

For the components of the capital equipment where computa-
tions are based on value data in current prices one of the diffi-
cult problems has been the conversion from current prices into
1938 prices. The price indices used for these computations
have in most cases been those used for the fixed-price estimates
for gross investment in the national accounts for the period

190055,

Step (3): Computation of annual capital consumption data

With the aid of data from step (1) and step (2) the sum total of
the capital consumption over a period of years can be deter-
mined.! In our case the computations provide figures for the
total capital consumption for the period 1900-39 and for the
two sub-periods 1900-20 and 1921-39, separately for each of the
four object groups of real capital discussed in paragraph 20. (A
computation of capital consumption by industry is not possible,
however, as gross investment data by industry are not available
for the whole period 1900-39.)

'We have Diyyg=Jwag — (Ciro — C), where Dyiy g and Jyr+ o denote
capital consumption and gross investment respectively in the period from ¢ to
£ -+ §and €49 and C, the size of the real capital at the end of the period and at
the beginning of the period, Dy+p can be set as balance when the right hand
elements are known.,
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The next problem is to distribute the total of capital con-
sumption thus estimated over the different years in the period.
This can be done by assuming that each year’s capital consump-
tion varies in a given way with the depreciated value of the real
capital at the beginning of the year (both expressed in 1938
prices).’ The simplest assumption would be to assume that
capital consumption throughout the period has been propor-
tional to the capital value. However, the computations for the
two sub-periods 1900-20 and 1921-39 indicate that the capital-
consumption ratios (capital consumption in 1938 prices as a per-
centage of the real capital measured in 1938 prices) must have
been higher after 1920 than before 1920 for all categories of
capital objects. It seems natural to deduce from this that in the
course of the period 1900-39 a gradual shortening of the ‘nor-
mal’ life of capital has taken place. We have therefore based our
computations on the assumption that capital consumption as a
percentage of the capital value has shown a linear rise over this
period. In other words, we have assumed, for each kind of
capital, that the capital consumption ratio p, can be written

p=a- bt

where ¢ and b are positive constants, and where ¢ denotes the
time. The magnitude ¢ may assume values from 0 (in 1900) to 39
(in 1939).

We now have sufficient data to be able to determine the ab-
solute magnitude of the capital consumption in each year and
the capital at the beginning of each year. The procedure is as
follows: It is possible to determine the constants a and b for each
group of capital through the figures derived for the value of the
real capital at the end of 1899, 1920, and 1939 and the capital
consumption figures for the sub-periods 1900-20 and 1921-39.
The capital-consumption ratios for each year then follow auto-
matically from the above formula. But when the capital-con-
sumption ratios are known and data are available for gross in-

1 The straight-line method which was chosen for the present study requires the
value of capiial as new to be used as a basis for this distribution. Unfortunately,
this could not be done for lack of data, and the method actually used must be
viewed as an approximation to the former. It is justified in that the two methods
will give identical results when applied to a stock of capital goods with a given age
distribution. However, since the distribution by age of the various categories of
capital cannot be expected to have remained constant over the period in question,
the results obtained must be assumed to deviate somewhat from the values one
should have got, had the straight-line method been strictly applicable.
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vestments in each year it is a simple matter to compute annual
capital-stock figures and annual capital-consumption data,
starting from a direct estimate of the capital stock of one year,
say the end of 18992

The computations for the post-war period are based on a form
of extrapolation of bench-mark data for 1953. It is assumed
that the capital-consumption percentages for the years 1946-56
can be determined through the same formula (with the same
constants) as for 1900-39. Annual capital-consumption figures
and stock figures for the real capital have then been computed
as before, on the basis of these depreciation ratios, the already
available annual investment figures, and the direct estimate of
the capital stock in 1953.

Computation of employment data

For the period 1930-56, with the exception of the war years,
annual employment figares in terms of man-years have been
published in the official national accounts.? These figures are
based on detailed computations for individual industries.

The employment data used in this article for the years prior to
1930 have a far weaker statistical foundation. They are not
based on detailed computations for each individual industry.
The data have been derived largely by backward extrapolation
of the national accounting total for man-years in 1930. In the
extrapolation the size of the working population, estimated on
the basis of population censuses for 1900, 1910, 1920, and 1930,
has been used as an indicator. A correction has been attempted
for variations in unemployment, however. These corrections are
based on data on unemployment among trade-union members.?

1I1. MAIN FINDINGS

The real capital data derived from the computations are pre-
sented in detail in the Appendix and in excerpts in Tables I-TIT
below. Some comments on the figures are given in the followmg
paragraphs.

1 Capital consumption in 1900 is derived by applying the capital-consumption
ratio for 1900 to the estimate of the real capital at the end of 1899, When gross
investments for 1900 are known the size of the capital at the end of 1200 follows
from this. With this as basis, tlie capital consumption for 1901 and the capital at
the end of 1901 can be determined, and so on.

t See National Accounts 19301939 and 1946-1951 (NOS. XI. 109) and National
Accounts 1938 and 1948-1953 (NOS. X1. 185), table 39,

& See Staristiske oversikter 1948 (NOS. X, 178).
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The growth of the total volume of real capital

The volume of capital has grown continuously since 1900,
apart from the war period 1940-45. On the basis 1900 = 100,
the volume of capital at the end of 1955 was 390 (Table I). This
implies an average rate of growth of 2-4 per cent per annum.

TABLE I
Reql Capital * by Type at the End of Selected Years
a6 of As Percentage Vaglue Fixed Real Capital
Value o at 1938 Prices
Fixed Real Ir.?gfaff
Capital Buildings | p, 4 Machinery Fixed
Year and Con. | BUildings {and Trans- Real
Million | structions ﬂtﬂd ?0‘1” portation |  Ships Capital
krona in | of Generalj 5 F}:E 1tr.ms Equip- and 1900 =
1938 Govern- | © priI;E:I- E n}eg{:l . Boats 100
: t xcl. Ships
prices e and Boats
1899 7,250 14-5 73-5 6-8 5-2 100
1805 8,075 14-3 723 77 57 111
1510 8,961 13-4 71-5 91 60 124
1515 10,550 12-7 70-7 10-2 64 146
1920 12,203 11-9 72-0 10-5 56 168
1925 13,351 132 709 10-1 58 184
1930 14,990 13-2 68-2 10-5 81 207
1935 16,319 13-6 68-4 10-9 7-1 225
1939 18,874 13-2 664 12-5 79 260
1945 16,461 155 694 101 540 227
1950 21,578 14-1 649 12-7 83 298
1955 28,284 13-0 62-3 167 80 390

The rate of growth of capital shows large variations as be-
tween quinguennia (Table II). The most rapid growth in real
capital before the last world war occurred between 1910 and
1620 and in the years 1935-39. In both these periods the rate of
growth was well over 3 per cent per annum. The growth was
notably slow in the five-year periods 1900-5 (1-7 per cent per
annum), 1920-25 (1-8 per cent), and 1930-35 (1-7 per cent).

Between 1939 and 1945 there was a decline in total real capital
of some 13 per cent.2 The decline was due not so much to the

1 Structures and equipment only.

2 This is a somewhat lower figure than that computed by the Central Bureau
of Statistics in 1946. The Bureau at that time arrived at an estimated capital
reduction of 18-3 per ceni, but this estimate included inventories, personal
furniture, and movables, where the capital reduction was particularly large
(StitgiQs)tEsk Sentralbyrd, Nasjonalinntekten i Norge 1935-1943 (NOS. X. 102),
p- .
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decrease in the number of capital objects as to the fact that the
average remaining life of capital dropped sharply. This fact must
be borne in mind in considering changes in the real capital
volume in relation to the net national product (the capital-out-
put ratio) from 1939 up to the first post-war years.!

TABLE 11
Growth of Real Capital® by Groups. Average Rates of Growth for
Five-year Periods

Incgél:le n As Percentages of Increase in Real Average

Canital Capital Rate of

Abt?olut:a Growth,

Petiod Figure Machinery All Groups
erio idi and Trans-

Million Eﬁé‘%ﬁﬁf portation | Shipsand | "

krona in structions | Equipment, Boats er cen
1938 Excl. per

prices Ships annum
1900-05 658 710 17-8 112 17
1905-10 886 70-0 216 84 2-1
1910-15 1,589 74-5 16-6 89 33
1915-20 1,653 871 12:7 0-2 29
1920-25 1,148 87:5 47 79 18
1925-30 1,639 59-1 139 269 2:3
1930-35 1,329 88-0 15-3 -33 17
1935-39 2,535 642 230 12:8 37
1939451 —2,413 436 28+5 27-9 —23
1545-50 5,117 600 20:9 191 5-6
195055 6,706 640 293 67 56

After the last world war the growth of real capital has been
considerably stronger than for any other period in this century,
viz. 5-6 per cent per annum on the average for the period 1945
535. It is remarkable that in spite of the capital reduction during
the War we find the same rate of growth for the period 1939-55
as a whole as for the period 1900-39. The growth of capital in
the years 1946-55 has, in other words, been sufficiently rapid to
offset entirely the setback due to World War II.

Capital structure by type

The growth has not been equally strong for all groups of real
capital. Estimated for the period 190055 as a whole, we find
average rates of growth of 4-2 per cent per annum for machinery

1 See p. 102,
* Structures and equipment only.
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and transportation equipment (ships excluded), 3-3 per cent per
annum for ships and boats, and 2-2 per cent per annum for
buildings and constructions. To some extent the figures reflect
the extensive mechanization which has taken place over the
period in question

As a result of this there has been a marked change in the
composition of capital. Buildings and constructions still repre-
sent-the largest group, but have dropped from 88-C per cent
of total real capital (measured in 1938 prices) in 1900 to 75-3
per cent in 1955, In the same period the ratio for machines
and transportation equipment {(ships excluded) increased from
6-8 to 167 per cent and for ships and boats from 5-2 to 8-0 per
cent,

The relative decline in the building and construction capital
has been a stable feature in the development through the whole
century. Only during the two world wars has there been a
temporary increase in the relative importance of this capital
group, and exclusively because the merchant fleet was substan-
tially reduced through war losses.

The growing relative importance of machinery and trams-
portation equipment (ships excluded) has also been a com-
paratlvely stable feature of the picture. Apart from a time of
relafive stagnation at the beginning of the twenties, it is only for
the war years 193945 that the ratio for machinery and trans-
portation equipment shows decline.

For ships and boats the trend has been more irregular. In this
group we find periods of progress as well as periods of decline.
The progress was most pronounced in the periods 1900-16,
1924-31, and 1945-55. There was an absolute decline towards
the end of, and immediately after, World War I and in the
period 1931-34.

Government building and construction measured as a pro-
portion of total real capital has shown a slight downward trend
through the period. The growth of real capital in this group has
nevertheless been somewhat more rapid than for building and
construction as a whole.

Real capital by industries

As pointed out earlier, it has not been possible to compute
annual figures for real capital by industries, as pre-1930 gross
investment data by industry are not available. Directly com-
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puted capital figures for the years 1900, 1939, and 1953, however,
show the main lines of the development.

There has been increase in real capital within all industries,
but the growth has been somewhat varied. The growth has been
relatively weak within agriculture and forestry and housing,
and particularly strong for mining, manufacturing, electricity
development, and shipping.

TABLE III
Real Capital* by Main Industry Groups in 1900, 1939, and 1953
Absolute Figures
Percentage
Million kroner in Distribution
Industry Group 1938 prices
1900 | 1939 | 1953 | 1900 | 1939 | 1953
Agriculture and forestry ., | 1,112 | 2,090 | 2,382 | 153 111 94
Fishing and whaling . . 113 352 385 1-6 19 15
Mining and manufacturing, 555 | 2,552 | 4,067 76 13:5 160
Electricity and gas . . 30 | 1,100 | 2,083 o4 58 82
Dwellings. . . 103,062 | 6,200 | 7,289 | 423 328 287
Sea trapsport . . . 340 | 1,389 | 1,932 47 74 76
Other transport . .| 446 | 1,418 [ 2038 | 61 | 75 | 80
Merchandise trade and ser-
vices . . . . 540 | 1,281 | 1,815 75 o7 71
General government . .| 1,052 | 2492 | 3444 | 145 133 13:5
Of which: Highways and
bridges . . . 540 | 1,320 | 1,726 74 70 68
Total . . 7,250 118,874 :25,435 | 100-0 | 100-0 | 100-0

The trend is reflected in the individual industries® ratio of the
total real capital. For agriculture and forestry this ratio dropped
from 15-3 per cent in 1900 to 9-4 per cent in 1953. (It should be
observed that the figures do not include land and ground, live-
stock and standing forests. The relative decline would probably
have been even bigger if these items had been included.) For
housing there is a decrease from 42:3 per cent in 1900 to 28-7
per cent in 1953, or relatively a slightly weaker decrease than for
agriculture and forestry. For all other sectors the ratio shows a
rise or standstill.

The increase is particularly marked for electricity, mining, and
manufacturing. For these sectors as a whole the ratio has trebled
between 1900 and 1953, namely from 8 to 24 per cent. These

! Structures and equipment only.
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industries accounted for almost one-third of the total net invest-
ment in the period. The growth has been most rapid in elec-
tricity, where the ratio advanced from 0-4 per cent in 1900 to 5-8
per cent in 1939 and to 82 per cent at the end of 1953.

Sea transport has also increased its ratio of the total real
capital quite appreciably. The ratio rose from not quite 5 per
cent in 1900 to about 7-5 per cent in 1939, a level reached again
in 1953, when the effects of the tonnage loss during the War had
been overcome.

The ratio has increased for other transport as well, viz. from
6-1 to 8-0 per cent. The rise is small, however (from 13-5 to
14-8 per cent), if capital of general government in highways and
highway bridges is included in this group. The entire growth re-
lates to highway and air transport, and post, telephone, and tele-
graph. The railroad ratio of the total real capital has remained
unchanged.

For service trades other than transport the ratio has dropped.
For machinery and transport, however, there is also a strong
relative rise.

The data presented above on the composition of the real
capital by industry and object do not alter the picture suggested
by other evidence on economic developments in this century. It
confirms the view that the most marked feature of the picture is
the relative decline of agriculture, the rapid relative growth of
manufacturing, and the exploitation of water-power as a source
of energy. The relative expansion in sea transport and the in-
creasing role of machinery and transport equipment compared
with building capital are also points worth noting.

Relation between real capital, employment, and production

In the course of the fifty-six years under review the real capital
in Norway has almost quadrupled. The ayerage rate of growth
has been 2-4 per cent per annum. In per capita terms the corres-
ponding rate of growth has been about 16 per cent per annum.
The tables give a strong impression of the extent to which the
wealth of a modern society is a result of the efforts of the latest
generation. About three-quarters of the real capital in existence
in Norway today has been created since the turn of the century,
only one-quarter is a heritage from earlier times.

The growth in employment has been considerably slower. The
number of man-years in 1956 was only about 60 per cent higher
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than in 1900, corresponding to an average annual rate of
growth of some 0-8 per cent. This, of course, means that produc-
tion has become more ‘capitai-intensive’. In 1956 there was over
2:5 times as much capital behind each worker as at the turn of
the century. The growth of real capital per man-year has been a

relatively stable feature since 1900. It is only during the last

world war and exceptionally in the 1920s that employment has
risen more rapidly than the capital, so that the capital-labour
ratio has dropped.

Production has risen more rapidly than both capital and em-
ployment. With 1900 = 100 the net national product in 1955
was 457. This corresponds to an average rate of growth of 2-8
per cent per annum, or 2-0 per cent if the growth is calculated per
man-year and 2-0 per cent if estimated per capita. Thus, while
production has undoubtedly become more ‘capital-intensive’ in
the sense that the capifal-labour ratio has risen, it has not also
become more ‘round-about’, if by that we mean that the real
capital represents more years of ‘accumulated production’ now
than half a century ago. On the contrary, while the real capital
expressed in fixed prices in 1900 represented about four years’
national product, the average capital-output ratio in 1956 had
dropped to approx. 3-3.

TABLE IV
Average Rates of Growth for Net National Product, Real Capital?
and Employment in Selected Periods

Average Average | Average Rates
Percentage Percentage ; of Growth for | Average Rates
Period Growth per | Growth Per | Real Capital | of Growth for
Anmun in Annum in Volume per | Net Mational
Real Capital | Number of Man-year Product
Volume Man-years
1900-05 17 04 13 0-4
1905-10 2:1 0-8 13 35
1910-15 33 1-3 20 43
1915-20 2-9 16 1-3 31
1920-25 1-8 —0-6 25 04
1925-30 2-3 0-4 20 53
1930-35 17 0-g 08 1-3
1935-39 37 23 1-3 46
193046 —14 0-4 —2:0 03
194648 o0 27 33 87
1948-51 5-5 09 47 37
1951-55 56 04 51 33

1 Structures and egquipment only.
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The growth in the period 1900-56 has by no means been
steady. Table 1V indicates that there have been sharp fluctua-
tions in the rates of growth of both real capital, employment,
and national product. The table further shows that there is a
comparatively high degree of co-variation between the three
series. On the whole, we find that periods of rapid capital in-
crease have also been periods of rapid growth in employment,
and these are naturally also the periods when the rise in pro-
duction has been greatest. Particularly striking is the co-
variation between the rate of growth of real capital and the rate
of growth of national product. It is worth noting, however, that
the period following the last war is different both in this and
other respects. One point often made is, for example, that the
growth in the national product after 1948 does not seem to bein
any reasonable proportion to the exceptionally rapid growth in
the real capital in these years. In the remainder of this paper the
co-variation between capital, employment, and production will
be subjected to closer analysis.

IV. THE CAPITAL-QUTPUT RATIO
The idea of a constant marginal capital-output ratio

Studies from several countries, particularly the United States
and Great Britain, have shown that a remarkable stability can
be found in historical data in the relationship between the
volume of capital and the volume of national product, totally or
marginally. Sometimes this stability is interpreted as an eco-
nomic law, from which the impression is gained that the size of
production is determined by the volume of capital alone.
Economic growth models of the Domar—Harrod type are ex-
amples of models which characteristically assume a constant
marginal capital-output ratio.

Tt should be stressed, however, that a priori we have no reason
to expect such a simple connection between increments in real
capital and national product. On the contrary, production
theory suggests that the marginal productivity of capital is not
likely to be a constant, but a quantity which will vary with the
size of the capital itself, as well as with employment and the
technological level. Consequently, we cannot expect that a given
increase of real capital will always lead to a proportionate in-
crease of the national product, irrespective of what is happening
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to employment and to technology. Yet another argument may
be added. Various kinds of capital will as a rule have different
marginal productivity from a social point of view. The effects on
the national product of a particular capital increase is therefore
not independent of the ‘mix’ in which the capital increase takes
place. 100 million kroner more invested in highways, for ex-
ample, might lead to a different increase in the national product
than the same amount invested in new housing.!

Against this background we shall in the following pages con-
sider the actual trends in real capital and national product in
Norway for the period after 1900. The main features are

TABLE V

Increments in Real Capital* and Net National Product for
Bench-Mark Periods

(Figures in 1938 prices)

Real Capital Net National Marginal
Increment Product Capital-
Period Increment Qutput Ratio
Million kroner Million kroner 1+2=3
i 2 3

190016 . . 3,300 1,045 315
1916-30 . . 3,950 1,326 299
1930-37 ., . 2,351 816 2-38
1939-56 . . 10,136 3,199 317
1900-56 . . 21,078 6,731 313
1946-51 . . 5,126 1,767 290
1947-51 . . 4,430 1,011 4-38
1951-56¢ . . 6,741 1,230 5-48

illustrated in Graph 1 below, where correlated values of national
product and real capital have been drawn for each year except
the war years 194045 (the fine line). The graph shouid be
studied together with Table V, where the increment in real
capital and national product is shown for bench-mark periods.

The period 1900-39

For the period before the last world war real capital and
national product have risen largely in step. This is particularly
clear if we focus our attention on boom years in the period

* For an elaboration of this reasoning see Odd Aukrust, ‘Effect of Investments
on National Product’, Statsokon. Tidsskeift, 1957, No., 2.
? Structures and equipment only.
H
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(which in Norway were 1900, 1916, 1930, and 1937) and dis-
regard intermediate years when production capacity was not
fully utilized. By and large, an increase in real capital of 300
million kroner (in fixed prices) has resulted in a rise in the
annual national product of 100 million kroner, i.e. the mar-
ginal capital coefficient has been 3-0 for the period as a whole.
This is shown by the fitted, fully drawn-in straight line in the
graph.!

The graph further indicates that this ratio has kept remark-
ably constant in the different cyclical periods, measured from
peak to peak., Table V shows that the marginal capital co-
efficient for the period 1900-16, was 3-15, for the period 1916-
30, 2-99, and for 1930-37, 2-88. For the period 1930-39 it was
3-19.

But the graph also indicates that there are substantial year-to-
year deviations from the straight line. It is justified to conclude
from it that the physical production potentials were not fully
utilized in inter-peak periods. The area above the fitted line
thus roughly measures the ‘loss in production’ resulting from in-
sufficient aggregate demand in the inter-war period. It is neces-
sary to add, however, that not even in 1930 and 1937 was actual
production capacity fully utilized, as there was extensive unem-
ployment in both these years.

The period 1946-56

For the period following World War II the historical line has
a course which on several points deviates radically from the
trend before 1939, True, the marginal capital-output ratio for
the whole period 1939-56 (3-17) does not differ much from the
ratio derived for the pre-war period. But within this period the
ratios shows substantial variations. Altogether, there are
several features of the trend which seem peculiar: (i) There is a
notable shift in the historical line between 1939 and 1945, Al-
ready in 1946 production was well above the pre-war level,
despite the fact that real capital was considerably lower than in
1939, (ii) At the same time the national product showed a very
rapid growth in the first two post-war years. For these years we
find considerably lower values both for the average and the

1 The line js a regression line for real capital (C,) with respect to national

product {¥,), estimated on the basis of observations for 1900, 1916, 1929, and
1937. The formula of the line is C; = 300 ¥, + 1,840.
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marginal capital-output ratio than those we know from the pre-
war years. (iii) A change occurs in 1948. From then on the
marginal capital-output ratio has been decidedly higher than in
the inter-war period and at the same time increasing. It was
4-38 for the years 1947-51 and 5-48 for the years 1951-56, or
4-99 for the whole period 1947-56.

How are these facts to be explained? The most simple ex-
planation is perhaps to regard the course of the historical line in
the early post-war years as an ‘accidental and transitory’ de-
viation to the right from the underlying long-run trend, followed
by a normalization, e.g. as a consequence of variations in total
demand. This is tantamount to acceptance of the hypothesis
that the long-run marginal capital-output ratio is a constant
and suggests that for coming years we must again expect to find
the value of the marginal capital-output ratio at around 3-0.

As we have pointed out on p. 98, however, there is no reason
to expect the marginal capitai-output ratio to remain stable
over time, rather the contrary. In particular, we have to assume
that this ratio will itself be a function of employment, volume of
capital, and production technique. A more subtle explanation
for the post-war trend than that suggested in the previous para-
graph is therefore required.

The following factors provide an explanation ‘tor the shift in
the historical line from 1939 to 1946: (i) Employment was some-
what higher in 1946 than in 1939, (ii) Parallel with the rise in
employment there was an extensive shift of labour from sectors
with low net product per man-year to sectors with high net pro-
duct. (ii) It is probable that our capital figures, as computed,
exaggerate the decrease during the War in the current produc-
tion capacity of the capital.

The low marginal capital-output ratio in the early post-war
years can be plausibly explained as follows: (i) The capital in-
crease in those years was accompanied by a very sharp rise in
employment. (ii) The marginal productivity of capital was high,
because the real capital volume per employed was lower than
before the War. (iii) Simultaneously with the capital increase
there was a rapid technological change. In 1946 the results of
six to seven years of rapid development abroad were suddenly at
our disposal.

It is more difficult to explain the high and rising capital-output

1Cf p. 92,
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ratio from 1948 onwards. It has been suggested that the invest-
ment structure may have had some effect, and that may be true.
But the main factors appear to be the foliowing: (i) The rate of
increase in employment has been somewhat slower in 1948 than
earlier in the century, and substantially slower than in the first
two post-war years. (ii) Because of the high investment level in
post-war years, real capital per employed has risen rapidly
{(from 12,000 1938 kroner in 1946 to 18,000 kroner in 1956). The
marginal productivity of capital has therefore dropped. (iii) The
decreasing demand pressure since 1950 has probably curbed the
production increase. (This is the factor that was originally sug-
gested above as the orly explanation, but which we rejected as
such.) (iv) Because the average age of the capital has been de-
clining, its productivity has risen less than the capital volume,
as measured in this study.

The explanation of the post-war development given in the
preceding paragraphs contains quite different implications for
the future than the simple explanation originally advanced. If we
admit that the volume of production does not only depend on
the volume of capital, but assume more complicated produciion
functions, it cannot be taken for granted that the marginal
capital-output ratio will drop again to its former level of about
3-0. On the contrary, it is quite possible that in the future we
must again reckon with a ratio of the present order of 5-0 or
higher. Whether the one or the other will be the case is a question
of great impoitance for the future prospects of our economy.
With our present net investment rate (15-18 per cent per annum)
a marginal capital-output ratio of 5-0-6-0 corresponds to a rate
of growth for the national product of 2-5-3-6 per cent per an-
num. A marginal capital-output ratio of 3-0 will with the same
investments give a rate of growth of 5-0-6-0 per cent per annum.
The difference is so great that further attempts to investigate the
shape of the aggregate production function are well justified.

V. SOME EXPERIMENTS IN FITTING A PRODUCTION
FUNCTION TO DATA

(a) Selecting the form of the function

Attempts to estimate relatively strongly aggregated production
functions have frequently been made. The earliest and the
majority of these experiments have concerned individual
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manufacturing groups or manufacturing in general,® but some
have also been applied to agriculture? A few studies have
adopted production functions for the whole national economy.?

Most of these studies have used functions of the Cobb-
Douglas type or variations of this. In its original form this was
written as an exponential function of the type.

Y= AC:LP . . .M

where the magnitudes A, «, and § are constants, and where ¥,
C, and L denote the production volume, input of capital, and
labour respectively. In the early studies by Cobb and Douglas it
was assumed that the sum total of the exponents « and p
equalled 1 (which is tantamount to assuming that the production
law has pari-passu character). The function above can then be
written somewhat more simply, namely as

Y=ACuLre . . . @

where there are only two constants « and 4. In later works
efforts have also been made to estimate the constants « and B
freely, ie. assuming that the sum total does not necessarily
equal 1.

The Cobb-Douglas function in its original form does not take
int6“¢onsideration changing techniques. This has been done in
some later studies, where attempts have been made to allow for
the effect of technological improvements by introducing a trend
factor, while maintaining the general form of the Cobb-
Douglas function. In his attempt to estimate & production func-
tion for the overall U.S. economy in the period 1921-41, Tint-

1 The most well-known research works are perhaps those done by C. W, Cobb,
P. H. Douglas, and a number of his collaborators. Cf. for instance C. W. Cobb
and P. H. Douglas, ‘A Theory of Production’, American Economic Review, Vol.
18. Supplement 1928. P. H. Douglas, The theory of Wages, New York, 1934,
M. L. Handsaker and P. H. Douglas, ‘“The Theory of Marginal Productivity
Tested by Data for Manufacturing in Victoria®, The Quarterly Journal of Econo-
mics, Vol. 52 (1937/38). G. T. Gunn and P. H. Douglas, ‘Further Measurement of
Marginal Productivity’, The Quarterly Journal of Econontics, Vol. 54 (1939/40).
M. Bronfenbremer and P. H. Douglas, ‘Cross-section Studies in the Cobb-
Douglas Function’, The Journal of Political Econemy, Vol. 47 (1939}, G. T. Gunn
and P. H. Douglas, ‘The Production Function for American Manufacturing in
1919, The American Fconomic Review, Yol. 31 (1941),

* . Tinter, ‘A Note on the Derivation of Production Functions from Farm
Records’, Ecoenometrica, Vol. 12 (1944).

3 G. Tintner, ‘Some Applications of Multivariate Analysis to Economic Data’,
Journal of the American Statistical Association, Vol. 41 (1946), pp. 496-500.
J. Tinbergen, ‘Zur Theorie der langfristigen Wirtschaftsentwicklung®, Weltwirt-
schaftliches Archiv, 1942, p. 509,
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ner® used a relation which is linear in the logarithms to ¥, C, L
and in the variable time. Tinbergen’s earlier work involved a
production function of the type

Y=é&CoLt= . . . ()

V. E. Smith 2 has tried to estimate the constants in a produc-
tion function for the Canadian automobile industry in the
period 1918-30 by the formula

Y = ACeLP (100407 L@

For our purpose it is natural to regard the net national pro-
duct as a function of the production factors real capital, labour,
and ‘technique’. We shail assume that the shape of the func-
tional relationship is such that the three factors of production
enter into it symmetrically in the same manner as in production
functions of the Cobb-Douglas type. The factor ‘technique’ is
defined broadly so as to include the general level of technical
knowledge, the efficiency of management and workers, the in-
dustrial structure, etc. So defined, the ‘“volume of technique’ can-
not be measured, however, and for our purpose we shall simply
assume that it can be represented by an exponential function
e where ¢ denotes time and / the rate of growth of the ‘volume
of technique’. The plausibility of this assumption is, of course,
debatable. It leads to the following formula for the production
function of the overall economy

Y‘ = AC“;LB; 6‘7 8 . - . (5)
which written in logarithmic form becomes
log¥Y,=1log A+ alogC,+ BlogL, + yloget (6)

Here ¥, is the net national product in year  measured in 1938
kroner, C, the real capital volume at the end of year ¢ also
measured in 1938 kroner, L, employment in year ¢ measured by
number of man-years, and ¢ the time measured with 1925 as

1 G, Tinter, loc. cit.

* V., E. Smith, ‘Nonlinearity in the Relation between Input and Output The
Canadian Automobile Industry 1918-1930°, Econometricq, Vol. 13, 1945,

* 'We have Y;: = ACx LB ("}, where A “denotes the elasticity of net product
with respect to the “volume of technique’. Inserting the letter y for & -A we get the
expression in formula (5) above. The elasticity A cannot be estimated separately,
since we have no direct estimates of the ‘volume of technique’ or its rate of
growth k. The rate of growth in production resulting from improvements in
‘technique’, in which we are primarily interested, can, however, be ascertained by
the estimate of » which measures the combined effect of both 4 and A.
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base year. 4, «, B, and y are constants, the numerical value of
which can be estimated on the basis of the available data.

A structural relationship of this type cannot be expected to
hold exactly, We therefore choose to give it a stochastic formula-
tion:

log Y, =logAd + alog C, 4 plog L, + yloget + u, (7)

where u, is a stochastic residual with expectation zero and vari-
ance y,% If we assume that the variables are observed without
measurement errors and that C, and L, are non-stochastic vari-
ables, the parameters A, «, 8, and y can be estimated by mini-
mizing the sum of the square deviations on log ¥,in (7).

(b) Computation resuits

Estimates computed on the basis of observations for the
periods 1900-39 and 1946-55 give the following numerical
values for the constants in the production function:

est 4 = A = 2:262; est « = & == 0-203; est p = f = 0-763;
esty = 7 == 0-0181

with dispersions for «, B, and y of respectively
8« = 0:101: 8 = 0:191: §, = 0-0029.

If these estimates are used and the stochastic residual is dis-
regarded the production function becomes

Y, = 2:262 . CP¥B [ 0768 p00181-¢ . (8)

Formula (8) says: (i) A partial increase of the volume of real
capital by 1 per cent will, ceteris paribus, raise the national pro-
duct by 0-2 per cent. (ii} A partial increase of labour by 1 per
cent will, ceferis paribus, raise the national product by 0-76 per
cent. (iii) With constant capital volume and constant employ-
ment the national product will, as a result of gradually im-
proving ‘techniques’, increase at the rate of approximately 1-8
per cent per annum.

The values for net national product for the years 1900-55
which can be derived from formula (8) and the available data on
C and L on the whole fit in well with the actual observations.
Table VI illustrates this, showing the magnitude of the percent-
age deviations (without regard to signs) between computed and
actual values of the national product in the years under review.
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As will be seen, the fit is particularly good for the post-war
period, when the deviations apart from 1946 in no year exceed
2 per cent. For the inter-war period, when the production
showed sharp short-run fluctnations, the deviations are notably
larger.

ODD AUKRUST AND JUUL BJERKE

TABLE VI

Comparison between Computed and Actual Figures for
National Product

MNumbers of observations (years) grouped according to the size of the per-
centage deviations between computed and estimated figures.

Nurmber Of which with percentage deviations
Period | of years
0
éﬁrioﬁ Les}s ryihan 1:0-29% | 3:0-4-9% | 5:0-69% | 7 é;r;d
1900-16 17 5 5 4 3 o
1916-39 23 5 8 3 2 5
1946-55 10 5 4 0 1 0
1900-55 50 15 17 7 6 5

As we already have seen, the estimates for the dispersion of
the parameters in the production function are in some cases
considerable. In particular, the dispersion is relatively large for
the elasticity with respect to capital. If a rejection region of 0-05
is chosen we cannot reject the hypothesis « = 0. The other
parameters are, on the other hand, with this critical region
significantly different from 0.

An impression of the reliability of the estimates may also be
gained by studying their sensitivity to the choice of period. In the
table below the results for the whole period 1900-55 are com-
pared with estimates computed on the basis of data for some
part-periods. (The figures in brackets give the estimated disper-
sions for some of the structural coefficients.)

Period A & B ¥

h) 58) 5

1900-55 . 2262 0-203 0-763 00181
(©-101) (0-191) (0-0029)
1917-55 . 6085 0-282 0-513 0-0198
(0-105) (0-193) (0-0028)

1917-39 . 0-045 0-719 0619 00118
(0-795) (0-288) (0-0169)
1922-39 | 0-057 0622 0-390 0-0160
(0-645) (0-263) (0-0130)
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Some of the parameters are found to depend strongly on which
period the computations were made for. Another general fea-
ture is that the estimated dispersions are much bigger when the
observations, for the post-war period are not included in the
estimates.

We may add that insertion in (7) of the estimates for the
periods 1917-39 and 1922-39 gives a very poor fit for the post-
war years. The computed values for the net national product
which these estimnates give are far above the actual (largely be-
cause of the high values for &). On the other hand, the fit is
affected only slightly if the estimates for 1900-55 are replaced
with the estimates for the period 1917-55.

(¢) Conclusions

The computations discussed in the foregoing can be judged
from two rather different viewpoints, First, they may be regard-
ed as experiments in macro-economic curve fitting. Second, the
computations may be viewed as an attempt to determine the
constants in a macro-economic structural relation.

From the first point of view the computations are an example
of how it is possible to arrive at a comparatively simple macro-
relation which gives a good fit for a relatively long period for an
economy like the Norwegian. The actual development of three
macro-economic variables (net national product, real capital
volume, and employment volume) and time has been found to
be such that a Cobb-Douglas function with a trend component
gives a very good description of the actual course of events in the
period 1900-55.

If the computations are interpreted as an attempt to determine
the parameters in a production function, the results assume an
entirely different meaning. For in that case the computation re-
sults are supposed to explain the growth of net national product
in terms of capital input, labour input, and technique, con-
sidered as independent variables.

A necessary condition for this interpretation is that the shape
we have chosen for the production function can be given an
economic justification. In micro-analysis we are probably-justi-
fied in regarding production functions of the Cobb-Douglas
type as fairly well-founded hypotheses on the production laws.
Whether one can expect to find stable production functions of
equally simple shape in macro-analysis is an entirely different
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matter. Even more fundamentally, this is a question which. con-
cerns not only the shape of the function. It also raises the pro-
blem as to whether it is at all possible to explain production
trends in macro-analysis merely by studying changes in macro-
variables, without specifying, say, in which industries such
changes occur. The basis for much of the macro-economic
analysis, however, is presumably that it is possible to disregard
such changes between factors in micro-analysis. On this basis it
does not seem entirely unrealistic to reckon with a production
function in macro-analysis of the type we have chosen.

There is little in our computation results to indicate that sucha
macro-type production function cannot be a useful hypothesis,
rather the contrary. It is particularly interesting in this context
that the production trend in the post-war period, which so ob-
viously contradicts the idea of a constant marginal capital-out-
put ratio, seems to have quite a natural explanation in the light
of the production function estimated from the observations
through the whole period 1900-55. Nevertheless, we would
warn against placing too much confidence in the value of the
parameters estimated, for several reasons. (i} Our choice of func-
tion shape is rather arbitrary. In this study the main reason for
this choice is that a function shape of this type has to a great ex-
tent common usage in economic analyses. (ii) Particularly du-
bious is the assumption that technique, considered as a factor of
production, can be represented by a trend component of such a
simple time shape as the one we have used. (iii) The estimates on
the value of the parameters are based on the assumption that the
volume of employment and real capital can be regarded as two
non-stochastic variables, and this is probably unrealistic. (iv)
Substantial margins of error must be allowed for the observed
variables, especially the employment data before 1930, More-
over, our capital data apply to capital in existence, while in the
product function real capital in actual use is probably the rele-
vant variable, (v) Finally, we may add to this list that the esti-
mated dispersions for the constants are relatively large. This also
applies to the estimates which were computed on the basis of the
observations for the whole period 1900-55. However, having
stated these qualifications, we shall in conclusion venture to dis-
cuss some implications which seem to follow from our estimates.
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(d) An economic interpretation of the computation results and
their implications

The most striking conclusion that can be drawn from our
computation results is that the role of capital as a production-
increasing factor appears to be considerably smaller than gener-
ally assumed. On the basis of (8) we can derive the following
general formula for the relationship between the relative increase
in national product, employment, capital, and technique (time):

Y, 076 dL, | 020 dC, , OOI8I
Y, T (©19DL, " (0:101) G, T (0-0029)

(Figures in brackets indicate estimated dispersions.) This means
that: (i) An increase in labour by 1 per cent, with constant
capital and with given technique, will raise the national product
by 0-76 per cent. (ii) An increase in the capital by 1 per cent will,
with constant labour and given technique, increase the national
product by 0-20 per cent. (iii} The national product will have a
tendency to grow at a rate of 1-81 per cent per annum even with
unchanged labour and capital, simply as a result of gradual
technical improvements.

If the formula holds, it permits us - for any period — to say
something about the ‘causes’ of the percentage rise in the
national product which has been achieved. For the period after
1948 employment has increased by an average of 0-6 per cent
per annum and the real capital volume by 56 per cent per
anmum. According to the estimated production function, this
warrants an annual rate of growth for the national product
which may be computed thus:

+ d )

Growth as a result of:
1. Rise in employment: 0-76 . 0-6 = 0-46 per cent per annum

2, Rise in capital: 0-20 . 5-6 =112 ,, ., .
3. Improved technique etc. : 1-81 ,, .. . .
Apggregate rate of growth 3-39 per cent per annum

The actual rate of growth in the period was virtually the same
as indicated by the formula, viz. approx. 3-4 per cent per annum
on average. Of this growth, only about one-third should there-
fore be attributable to the growth of capital.

This result should probably not be taken too literally, how-
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ever. Even apart from the uncertainty connected with the con-
stants in the product function (cf. the dispersion estimates), the
interpretation of the trend component presents difficulties. In
the foregoing we have assumed the trend component to repre-
sent ‘technique’ (in the widest sense) as special factor of pro-
duction on line with labour and capital. It is certainly un-
realistic, however, to assume that the rate of the technological
progress is completely independent of the rate of increase in the
capital volume. To put it differently, it is almost certain that the
increase in the national product of 1-81 per cent per annum
which has been ascribed to technique in the foregoing, would not

have occurred without a simultaneous increase of the capital.
Even allowing for considerable margins of uncertainty for the
parameters derived, they give a convincing explanation of the
high and rising values which we found in Section IV for the mai-
ginal capital-output ratio for the years around 1948, If we trans-
form the expression of the relative increments in formula (9), we
get the following expression of the marginal capital-output ratio

dC, 1

— = (10)
4.~ Y (g 0%
a—a(o 76 7 + 00181 dr )+ 020
The formula states that the marginal capital-output ratio varies
inversely with the rate of growth in labour (dL,/L,), and rises
with the fraction of national product devoted to investment, e.g.
the net investment ratio (dC,/Y,) and the size of the average
capital-output ratio {C,/ ¥,). For the years after 1948 the net in-
vestment ratio has averaged approximately 17 per cent, the in-
crease in labour approximately 0-6 per cent per annum, and the
average capital-output ratio approximately 3-2. This should,
according to (10) give a marginal capital-output ratio of 5-12.
The actual figure was, as previously mentioned, 5-13. (The close
agreement between the computed and the actual figure is, of
course, only a reflection of the fact that our production function
fits so well with the data for the period in question.) With a net
investment ratio of the order of magnitude we had in the inter-
war period, about 10 per cent, and equal conditions otherwise,
the value of the marginal capital-output ratio would have been
approximately 3-45 according to the formula. This puts an en-
tirely new light on the trend in recent years. The high marginal
capital-output ratio after 1948 is in no way ‘contradictory to the




112 INCOME AND WEALTH

experience of earlier times’, on the contrary, it seems to have a
natural explanation in our high investment level.

If the effects of a capital increase on the national product are
as slight as our estimates suggest, it means that the chances of
speeding up the growth in the nationa} product by expanding
the scope of investments are smaller than hitherto assumed. A
transformation of the formula above gives us the following ex-
pression of the net investment ratio (dC,/Y,) which is required to
achieve a given rate of growth for the national product (dY,/Y)
when the increase in labour (dL,/L}) is given and when the
average capital-output ratio (C,/Y,) is also given.

dc, 1 G, {dy, e 8L, i
v _(m'ﬁ(l’, — 0769 —OOISldt) (1
In the following table we have compiled rounded rates of
growth for the national product derived from alternative as-
sumptions for the net investment ratio and changes in employ-
ment. The table is based on an average capital-output ratio
corresponding to the ratio in Norwegian economy today,
namely approximately 3-40.

Employment Increase
Net Investment Per cent per annum (dZ,/L,)
Ratio
@y 0 05 10 1-5
i
Rates of Growth for National Product

Per cent per annum
0 1-8 2 2-6 30
10 24 28 32 35
15 27 31 35 3-8
20 30 34 37 41
30 36 40 4-3 47

It is clear that the rate of growth of the national product is
affected comparatively little by the level of investment. Without
any increase in employment it is necessary to have as high in-
vestment ratio as 20 per cent in the next years to accomplish a
3 per cent growth per annum in the national product. If we
reckon with an employment increase of, for example, 005 per
cent per annum, a net investment ratio of 15 per cent (some-
what Jower than the average in Norway in the last years) will
give a growth in the national product of approximately 3-1 per
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cent per annum. To raise the rate of growth to 4 per cent would -
if our computations are realistic — require a net investment ratio
of no less than 30 per cent.

In light of the above, it appears that the rate of growth which
can be attained in a society like the Norwegian depends to a
much smaller extent than was hitherto believed on the invest-
ment policy followed. Whether the rate of investment within
reasonable limits is high or low, the national product with con-
stant employment will rise by 2-3 per cent per annum, largely
because the technical factor alone automatically warrants a
growth which here has been estimated at roughiy 1-8 per cent per
annum. The pace can be increased somewhat beyond this by
maintaining a high investment level, but not very much.

If this is correct, it has obvious economic-policy implications.
A stringent economic policy designed to maintain a high invest-
ment level becomes much harder to justify. One question which
naturally arises in this connection is whether the trend factor
here termed ‘technique’ in itself is an invariable or whether it can
be influenced, for example by placing more emphasis on the
education of efficient management, technicians, and workers.
This is an interesting and important question. If the answer is
positive, the low effect of investment suggested above gives a
hint that a higher rate of growth could possibly be obtained, by
releading resources now devoted to investment for a greater
effort in education and research, for example. However, to this
the present study can provide no answer.



APPENDIX OF TABLES

TABLE I
Fixed Real Capital* by Type at the End of the Years

1899-1939 and 1945-1955

At constant (1938) prices, Millions of kroner

Of which
Total .
End of . S Machinery,
Year Fixed Real | 5o ernment | Building and Toals, and .
Capital et Construction Ships and

Building and of Enter- Transport Boats

Construction rise: Equipment

prises Excl. Ships
1859 7,250 1,052 5,351 472 375
1900 7,417 1,073 5451 505 388
1901 7,583 1,093 5,551 532 407
1902 7,124 1,114 5,631 551 422
1903 7,840 1,131 5,695 578 436
1904 7,970 £,145 5,170 600 455
1905 8,075 1,156 5,835 622 462
1906 8,212 1,165 5913 649 483
1907 8,395 1,174 6,024 689 508
1908 8,581 1,183 6,147 731 520
1909 8,746 1,195 6,260 770 521
1910 8,961 1,207 6,405 813 536
1911 9,239 1,224 6,580 860 575
1912 9,567 1,248 6,782 924 613
1913 9,905 1,278 6,994 951 642
1914 10,224 1,311 7217 1,044 652
1915 10,550 1,336 7,460 1,077 6877
1916 10,904 1,354 7,756 1,116 678
1917 11,098 1,370 ,026 1,145 557
1918 11,340 1,393 8,253 1,164 530
1919 11,745 1,424 8,507 1,228 586
1920 12,203 1,454 8,782 1,287 680
1921 12,403 1,506 8,909 1,278 710
1922 12,573 1,590 9,002 ,280 J01
1923 12,804 1,671 9,136 1,300 697
1924 13,070 1,727 9,315 1,320 708
1925 £3,351 1,762 9,470 1,341 771
1926 13,536 1,813 9,560 1,339 B24
1927 13,736 1,856 9,674 1,354 852
1928 14,082 1,866 9,852 1,412 922
1929 14,500 1,939 10,037 1,500 1,024
1930 14,950 1,982 10,227 1,569 1,212
1931 15,317 2,030 10,368 1,599 1,320
1932 15,482 2,076 10,336 1,628 1,242
1933 15,662 2,116 16,702 £,651 1,193
1934 15,926 2,160 10,911 1,694 1,161
1935 16,319 2,214 11,165 1,773 1,167
1936 16,851 2,280 11,481 [,859 1,191
1937 17,564 2,365 11,814 2,058 1,327
1938 18,192 2,422 12,141 2,204 1,425
1939 18,874 2,492 12,528 2,360 1,494
1945 16,461 2,545 11,423 1,673 820
1946 11,157 2,614 11,781 1,788 974
1947 18,256 ,698 12,289 2,004 1,265
1948 ,311 2,796 12,802 2,240 1,473
1949 20,413 2,913 13,374 465 1,661
1950 21,587 ,020 14,006 2,744 1,797
1951 22,760 3,159 14,631 3,070 1,900
1952 24,051 3,287 15,327 3,483 1,954
1653 25,435 444 16,055 3,879 2,057
1954 26,868 3,636 16,776 4,337 2,119
1958 28,284 3,839 17,477 4,719 2,249

1 Structures and equipment only.
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End of the Years 1899, 1939, and 1953

At constant (1938) prices.

TABLE I1
Fixed Real Capital® by Industry and by Types of Assets af the

Miltions of krones

115

Industry, Typs of Asset 1499 1939 1953
Agriculture and Forestry . . . 1,112 2,090 2,382
Building and construction . . . . 1,014 1,880 2,043
Machinery . . . . 92 188 301
Transport cqmpmcnt . . 22 38
Fighing . . . . 108 282 280
Flshcrmcn s sheds pxers elc, . . . . 23 49 42
Boats . N . . . . . 60 185 185
Equipment . . . . . . . 25 48 53
Whaling (boats) . . . . - 5 70 105
Mining and manufacturing . . . 338 2,552 4,067
Building and construction . . . . . 332 1,277 1,902
Machinery, ete. . . . . . . 215 1,236 2,100
Transport equipment . . . . 3 39 65
Electricity and gas . . - . 30 1,100 2,083
Building and construction . . . B 21 950 1,718
Machinery, ctc. . . . . . . . 9 200 365
Business buildings (buildings) . . . . 454 930 1,250
Dwellings (buildings) . . . . . 3,062 6,200 7,289
Shipping (ships} . ' . . . . . 310 1,239 1,767
Railway transport . . . . . . . 378 964 1,343
Railroad construction . . . . 355 843 1,223
Rolling stock . . . . . . . 23 121 120
TFramways, cte. . . 17 98 95
Tramway, ete., construction . . . 14 79 75
Rolting stock . . . . 3 19 20
Road transport (transport ¢quipment) . 5 £33 232
Air transport {aircralt) . . . . —_ 3 20
Communication (building and communication instal-
lations, . . . . . . 46 220 348
Wholesale and retail trade . . 50 198 336
Transport equipment . . . . . 8 50 86
Other equipment R . . . . . 42 148 250
Harbour construction . . . . . a0 150 165
General government building and construction. . 1,052 2402 3,444
Highways and bridges . . . 540 1,320 1,771
Other building and construction . . . . 512 172 1,673
Other industries . - . . 36 153 229
Transport equipment . . . . . 3 G
Other equipment . . . . . . 36 150 220
Total fixed real capital . . . . . . 7,250 18,874 25,435
Of which: .
Building and construction of enterprises . 5,351 12,528 !6 055
Government building and construction . . 1,052 2,492 3,444
Ships and boats . . . 375 1,494 2, 057
Transport equipment exel, sh:ps . . . 53 390 590
Machinery and other equipment R 419 1,970 3,289

1 Structures and equipment only,
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TABLE IIT
Total Fixed Real Capital* and Net Domestic Product at Constant
(1938) Prices, and Total Employment in Thousands of Man-years
1900-39 and 1946-55

Total Fixed | Net Domestic Total Average Real Capital

Real Capital Product Employment Ca itai;— per
Year 0& ut Man-year

Millions of | Millions of | Thousands of Robo

kroner kroner Man-years Kroner
1 2 3 47142 =13

1900 7417 1,821 by 407 7,592
1901 7,583 1,860 987 4-08 7.683
1902 2,724 1,382 993 410 1,718
1903 7,840 1,858 995 4-22 7,871
1904 7,970 1,850 999 4-31 79178
1905 8,075 1,860 1,002 4.34 8,059
1906 8,212 1,931 1,005 4-25 8,171
1907 8,398 2,019 1,008 416 8,328
1908 8,581 2,085 1,013 412 8,471
1909 8,746 2,119 1,023 4:13 8,549
1910 8,961 2,213 1,027 405 8,72
1911 9,239 2,302 1,041 401 8,875
1912 9,567 2,406 1,058 398 9,068
1213 9,905 2,528 1,071 392 9,248
1914 10,224 2,580 1,090 395 5,380
1915 10,550 2,726 1,107 387 9,530
1916 10,904 2,870 1,124 3-80 9,701
1917 11,098 2,605 1,142 4-26 9,718
1918 11,340 2,455 1,161 4-62 9,767
1919 11,745 ,084 1,178 3-81 9,970
1920 12,203 3,171 1,202 385 10,152
1921 12,403 2,734 1,007 454 11,054
1922 12,573 3,037 1,122 4:14 11,206
1923 12,804 3,127 1,179 4:10 10,860
1924 13,070 3,059 1,201 422 10,883
1925 13,351 3,245 1,173 4-11 11,382
1926 13,536 3,241 1,097 4-18 12,339
1927 3,73 3,380 1,096 406 12,533
1928 14,082 3,573 1,151 394 12,235
1929 14,500 3,888 1,188 373 12,205
1930 14,990 4,196 1,187 3.57 12,628
1931 15,317 3,791 1,153 4-04 13,284
1932 15,482 3,999 1,178 3-87 3,143
1933 15,662 4,093 1,192 3-83 13,139
1934 15,926 4,253 1,213 374 13,129
1935 16,319 4,480 1,240 364 13,160
1936 16,851 4,808 1,276 1-51 13,206
1937 17,564 5,012 1,309 3-50 13,418
1938 18,192 5,102 £,330 3-57 13,678
1932 18,874 5,353 1,358 3-53 13,898
1946 17,157 5,555 1.394 109 12,308
1947 18,256 6,311 1,441 289 12,669
1948 19,311 6,567 1,467 294 13,1
1949 20,413 6,77 1,489 3 13,709
1950 21,587 7,073 1,499 305 14,401
1951 22,760 7,322 1,509 311 15,083
1952 24,051 7,629 1,522 315 15,802
1953 25435 7812 1,522 326 16,712
1954 26868 7,915 1,537 3.39 1,481
1935 28,284 8,323 1,534 3-40 18,438

! Structures and equipment only,
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TABLE 1V
Fixed Real Capital* by Type for Selected Years

Current prices. Millions of kroner
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Of which
End of Total Fixed - Machinery,
Year Real Government Building Tools, and
Capitat Building and Con- Transport Ships and

and Con- struction of Equipment Boats

struction Enterprises Excl, Ships

and Beats
1900 3,456 456 2,382 332 286
1905 3,559 484 2,398 352 325
1910 4,291 352 2,914 463 352
1915 6,855 770 , 366 778 741
1920 25,629 2,771 11,248 3,051 2,559
1925 17,108 2,142 11,932 1,962 1,072
1930 12,209 1,548 8,243 1,337 1,081
1935 800 1,656 8,875 ,309 960
1939 19,588 2,656 12,804 2,464 |,664
1946 32,802 5,113 21,830 3,506 2,353
1950 51,154 1,053 30,939 6,495 6,667
1955 90,763 12,753 52,169 13,874 11,967

! Structures and equipment only.
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TABLE V
National Wealth of Norway at the End of the Year 1953

Millions of kroner at current prices

1 Of which!
Total Public ?
A. Enterprises . . . . . . . . total 89,700 9,767
L. Reproducible assets . . . . . . total 86,655 9,767
L. Structures . . . . . . total 45,977 8,203
(a) Dwellings 2 . . . . . . 22,013 A
(b} Agricultural . . . . . . 5,413
{c) Other . . . . . . . 18,551 8,203
2. Equipment . . . R . total 21,078 1,564
(a} Agricultural . . . . . 83)
(b) Other . . . . . . . 20,247 1,564
3. Inventorics® . . . . . total 18,600
(a) Livestock . . . . . . . 1,300
(b) Other agricultural . . . . 800
(¢) Other . . . . . . . 7,500 .
(d) Standing timber . . . . 10,060 .
II. Non-reproducible assets, land . . . total 3,045 .
(a) Agrvicultural . B . . . . 3,045 ..
(b} Forest . . . . . . . . .. s
(¢) Other . . . . . . . . .. .
B. Government t , . . . . . . . total 10,642
1. Reproducible assets . . . . . . total 10,642
I, Structures # . . . . . . . 10,642
2. Equipment B . . . B . . o
3. Inventories . . . . . . . ..
II. Non-reproducible assets, land . . . total
C, Consumer durables . . . . . . . total 550
L. Pagsenger cars and other vehicles © . . . . 550
2. Other . . . . . . . f . ..
D. Foreign assels . . . . . . . total —1,370
i. Monetary metals . . . . . . . 185
2, Other net foreign assets . . . . . . — 1,535
Total . . L., . 99,522

i, . Mot available; not included in totals.

= All dwelkings,

? Livestock and standing timber included.

* Only general government (military assels not included), For the distinction between generat
government and government enterprises and public corporations (which are entered under A. Entere
prisc!sl, c;)zlumn public) sec — A System of National Accounts and Supporting Tables, United Nations,
pp. t1,

* Roads, bridges, and public schools included,

* Only privately owned cars, wholly or partly in use for private consumption,

" Only government eaterprises and public corporations, for a further explanation see 4,





