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THE MEASUREMENT OF U.S. REAL CAPITAL INPUT, 1929-1967

BY LAURITS R. CHRISTENSEN and DALE W. JORGENSON·

Unil'ersity of Wisconsin and Han:ard University

The purpose of this paper is to develop methods for the measurement of real capital input.
These methods are based on perpetual inventory estimates ofcapital stock and corresponding
estim!tes ofcapital service prices. Stocks and service prices are adjusted for relative utilization
of capital. The resulting estimates represent a separation of income from capital into price
and quantity components. Estimates of capital input in current and constant prices are con
structed for corporate business, non-corporate business, and households and non-profit
institutions in the United States for the period 1929-1967. These estimates are prepared in a
form suitable for integration into the U.S. National Income and Product Accounts.

1. INTRODUCTION

The measurement of social factor outlay in constant prices is not well established
in social accounting practice. The chief problem is the measurement of capital
input in real terms.1 A flow of capital services may be divided between price and
quantity with price as the rental rate and quantity as the amount of capital
service time utilized. Accounting problems arise from the fact that the supplier of
the capital service and its ultimate user are typically within the same economic
unit. An accounting imputation is required for separation of outlay on capital
services or property compensation into price and quantity components.

For property with an active rental market the price of capital services may be
observed directly as the rental price for the use of a capital asset. The product of
the rental price and the quantity of the asset used is the outlay on capital services
or property compensation. This method for measuring capital services may be
extended from rental property to property utilized by its owners if market
rental values reflect the implicit rentals paid by owners for the use of their
property.2 The main obstacle to application of this method of imputation is the
paucity of data on market rental values.

An alternative method for separation of price and quantity components of
outlay on capital services or property compensation is based on the correspon
dence between asset prices and service or rental prices implied by the equality
between the value of an asset and the discounted value of its services. The service
price depends on the asset price, the rate of return, the rate of replacement, and
the tax structure. Given the quantity of assets held by each sector, the prices of

·The authors are respectively assistant professor ofeconomics at the Universi ty ofWisconsin
and professor of economics at Harvard University. They wish to acknowledge research support
from the National Science Foundation, the Office of Emergency Preparedness, and the Univer
sity of Wisconsin Graduate School; and expert research assistance by Victoria Farrell.

lTbe measurement of capital input in real terms has been discussed by Griliches and
Jorgenson [IS] and by Johansen and Sersveen [22].

2'fhis method is used for imputation of the value of services on owner-occupied dwellings
and structures held by non-profit institutions in the U.S. national accounts. See [26] for a
discussion of this imputation.
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the assets, rates of replacement, and data on the tax structure, the rate of return
for all assets used in the sector may be determined from total property compen
sation. Combining the rate of return with other components of the service price,
factor outlay on capital may be separated into price and quantity compo
nents.

Data on asset prices and rates of replacement together with data on invest
ment are required for perpetual inventory estimates of capital stock. Our method
for measurement of capital services requires the same data as the perpetual
inventory method for measurement of capital stock, together with data on total
property compensation and the tax structure;3 data on property compensation
by legal form of organization are required for incorporation of the effects of the
tax structure.

In this paper we present capital outlay accounts for the United States in
current and constant prices for the period 1929-1967. We construct estimates of
real capital input for corporate business, non-corporate business, and households
and non-profit institutions. In a subsequent paper' we incorporate these estimates
into production accounts for the United States, including social product and
social factor outlay. We apply the resulting measures of real product and real
factor input to the study of total factor productivity and the estimation of the
responsiveness of factor and product intensities to changes in relative factor and
product prices.

2. THE MEASUREMENT OF CAPITAL STOCK

The starting point for construction of a quantity index of capital input is
the measurement of the capital stock corresponding to each type of capital
service. A perpetual inventory method is employed to estimate the level of capital
stock for each investment good. In discrete time our method may be represented
in the form:

where Ku is end-of-period capital stock, lu the quantity of investment occurring
in the period, and P.i the rate of replacement, all for the ith stock. The data
required for implementation of this perpetual inventory method are investment in
constant prices, a capital benchmark, and a rate of replacement for each capital
stock. All of our investment data in current prices are from the U.S. national
accounts. We now describe the selection of price indexes, capital stock bench
marks, and rates of replacement for seven capital stocks that generate inputs of
capital services for the producing sector-land, residential structures, non
residential structures, producers' durable equipment, non-farm business inven
tories, farm inventories, and consumers' durable equipment.

For producers' durables and non-residential structures, we employ data

3The perpetual iawntory method is discussed by Goldsmith [12] and employed extensively
in his Study of SQf1Ut, [14] and more recent studies of U.S. national wealth [10, 11, 13]. This
method is used in the OBB Capital Stock Study [16] and in the study of capital stock for the
United States, 1900-1962, by Tice [27].

·Christensen and Jorgenson [5}.
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from the Capital Stock Study of the Office of Business Economics.s Investment
in non-residential structures is divided into twenty categories; investment in
producers' durables is divided into fifty-two categories. We assume that economic
depreciation can be approximated by the double declining balance method; the
appropriate rate of replacement for each capital good is I'-f = 2/njo where Ilf is the
mean service life for the Capital Stock Study. The replacement rate for each
group is a weighted average of replacement rates for the individual components.
using relative shares of the value of each capital stock in the value of all capital
stock as weights.

Data on investment in current prices for producers' durables and non
residential structures in the Capital Stock Study are the same as those from the
U.S. national accounts for the period since 1929. We use the "constant cost 2"
price index for non-residential structures from the Capital Stock Study and the
U.S. national income and product account price index for producers' durables.
As benchmarks for capital stock of each type we take the 1929 values of capital
stock in constant prices for double declining balance depreciation. We weight the
rates of replacement of the individual components in proportion to the relative
value of the 1929 capital stock in current prices for double declining balance
depreciation. Investment goods output at market prices includes the output of
non-residential structures. We take the "constant cost 2" price index for output
of non-residential structures in place of the price index from the U.S. national
accounts.

Residential structures may be divided into farm and non-farm components.
Benchmarks for 1929 are taken to be the same proportion to the 1929 benchmark
for non-residential structures as in Goldsmith.s Goldstnith obtains 1.191 as the
ratio of farm residential structures and 1.466 for the ratio of non-farm residential
structures to non-residential structures in 1929. We take the mean service life to
be fifty years for non-farm and one hundred years for farm residential structures.
The replacement rate is a weilhted averale of the double declining balance
replacement rates for the two types of structures with weights equal to the
relative shares of the value of each stock in thc value of all residential capital
stock in 1929. The service lives correspond to those of Bulletin F, published by
the U.S. Treasury Departmcnt.7 We use the "constant cost 2" price index for
non-residential and for residential structures.

The consumers' durables benchmark is taken from Goldsmith.8 The value
of the stock of consumcrs' durables in 1929 is $42.23 billions in current prices.
We increase this fisure, raising it to constant dollars of 1958, using the consumers'
durables price index from the U.S. national accounts. We assume that the rate of
replacement for consumers' durables is .200. This rate of replacement is employed
in estimates of the stock of consumers' durables in the FRB-MIT model by

'The Office of Busiocss Economics Capital Stock Study is reported in a series of articles.
See GtOle, Rottcnbers and Wasson [I6} and the references pven there. We are indebted to
Robert Wasson for permission to use the underlyinl data on investment in current and constant
prices.

-Sec Goldsmith [11], Tables A-35 an4 A-36, paaes177-180.
"These lifetimes have been compiled for the Otlice of Business Economics Copitol Stock

Study; we are indebted to Robert Wasson for providins us with data on service lives. BulIetin
F [3] lives have been compared with alternative lifetimes by Wasson [29].

-See Goldsmith [11], Table A.38, page 183.
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deleeuw. 9 Data on investment in consumers' durables are the U.S. national
accounts10 figures for personal consumption expenditures on durables. The
corresponding price index is also taken from the U.S. national accounts.

To establish a benchmark for land we assume that land is 39 per cent of the
value of all private real estate in 1956. This is based on a study of the value of
real estate and land by Manvel.ll Taking the value of residential and non
residential structures in 1956 to be 61 per cent of the value of all private real
estate, we obtain a benchmark for tlrt value ofland in 1956. The quantity ofland
is constant. We take the price index of land to be the same as Goldsmith's
through 1958.12 We estimate the rate of growth of land prices between 1956 and
1966 to be 6.9 per cent; we use this rate of growth to extrapolate Goldsmith's
price index from 1958 to 1967. The rate of replacement for land is, of course,
zero. There is no investment series for land.

Inventories are divided between farm and non-farm inventories. An appro
priate benchmark for inventories is provided by an estimate of the replacement
cost of the entire stock. The replacement cost of inventories for 1958 is estimated
as 827.6 billions for farm and 8101.4 billions for non-farm in constant prices of
1958 by the Oftice of Business Economics. 13 Following Goldsmith we deflate the
stock of non-farm business inventories by the Bureau of labor Statistics' whole
sale price index for goods other tban farm products and processed food. U

Goldsmith used a very detailed. procedure in deftating farm inventories.15 We
have found that for the years that Goldsmith's and our data overlap the whole
sale price index for farm products behaved very much like the implicit deflator
resultinl from Goldsmith's disagaresated procedure. Accordingly, we employ the
price index for farm products as our farm inventory deflator. We should note
that we use the wholesale price indexes as asset deflators 00ly.16 For the deflation
of in'Yelltory investment we employ the price indexes implicit in the U.S. national
accounts; we employ data from the national accounts for inventory investment in
current and constant prices. Inventories bave zero rates of replacement.

In summary, for each type of capital good we follow these steps: (1) a
benchmark is obtained, (2) the investment series in current prices from the U.S.
natiollal accounts is deflated to obtain a real investment series, (3) a rate of
replacement is chosen, and (4) the stock series is computed using the perpetual

IS. deLeeuw (7].
lOAD :relet.- to data from the U.S. national income and product accounts will be to The

NIItttMM llteo". awl hoduct Acctnllfts of tire U"lt.d Stat.s, 1929-1965, Statistical Tables, A
SItp""""t to tIw SIlnHIY of ClUr".t lhullwss, Auaust 1966•. henceforward NlP [2S], and
subtequeat national income issues of the Suroey ofCurrent Busin.ss, unless otherwise indicated.
NlP [2$], Table 1.2.

us. Manvel [24J.1'" Goldsmith [11], Tables A-40 and A-41, pages 186-189.
13'J"bac data were provided to us by Shirley Loftus of the Office of Business Economics;

we are illdebted to her for permission to use these data.
ItSee Goldsmith [11], Tables B·130 and B-131, paaes 3S9-36O; the price index is from the

Bureau of Labor Statistics [4J.
lSSee Goldsmith [11], Tables B-87 to B·97. paps 308-322.1.Aaet deft.ton are weillhttd by the relative proportion of assets of each type in total

assets; inWlStmcnt deftators are weighted by the relative proportion of investment goods of each
type in total investment. See Denison [8], pap 12. Asset deftators are appropriate for deflating
asset Yalues and for estimating rental values of capital services; see below, Section 4, for further
discussion of capital service prices.
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TABLE 1
BlNCJlMAKl, RATES or REPLACEMENT, AND PlUC! INDEXES EMPLOYED IN EsTIMATING CAPiTAL

Asset Class 1929 Benchmark Replacement
(billions of Rate

19'8 dollars)

Deflator

1. Consumers' durables

2. Non-residential structures

3. Producers' durables

4. Residential structures

5. Non-farm inventories

6. Farm inventories

7. Laacl

74.9

148.2

77.5

214.2

57.1

21.9

322.2

0.200

0.056

0.138

0.039

Implicit deftator, national
product accountsm

Constant cost 2 deflator~

Implicit deftator, national
product accountsm

Constant cost 2 deftator~

Investment: Implicit de
flator, national product
accounts"

Assets: BLS wholesale price
index, goods other than
farm produetl and food"

Investment: Implicit de
ftator, national product
accounts"

Assets: BLS wholesale price
index, farm products·

Goldsmith"

-NIP [15], Table 8.1.
·CII:,IIIIl Stock Study [16].
"NIP [2'], Tables 1.1 and 1.2.

dBLS [4].
"Goldsmith [11], Tables A-5 and A-6.

"

inve!ltory method. Benchmarks, rates of replacement, and price indexes for each
capital good are listed for reference in Table 1. All of the price indexes for invest
ment are from the U.S. national income and product accounts except for the
price index for residential and non-residential structures. In measuring the price
and quantity of investment goods output for the producing sector, we replace the
structures deftator from the national accounts by the "constant cost 2" price
index from the Capital Stock Study. Price indexes for each asset class for 1929
1967 are given in Table 2.

3. THE ALLOCATION OF CAPITAL STOCK

For tax purposes the private sector may be divided into corporate business,
non-eorporate business, and households and non-profit institutions. Households
and institutions utilize the services of consumers' and institutional durables,
owner-occupied dwellings, institutional structures, and the associated land with
no direct tax on the corresponding income flow. Non-corporate business is
subject to personal income taxes on income generated by its capital services
while corporate business is subject to both corporate and personal income taxes
on income generated by its capital services.
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TABLE 2
PlUCB INDEXES BY CUSS O. AsssT, 1929-1967 (1958 = 1.000)

1. Consumers' 2. Structures, 3. Producers' 4. Investment, 5. Assets, 6. Investment, 1. Assets,
Year Durables Non-residential Durables Non-farm Non-farm Farm Farm 8. Land

and Residential Inventories Inventories Inventories Inventories

1929 0.564 0.388 0.446 0.500 0.520 -* 0.611 0.381
1930 0.553 0.367 0.430 0.250 0.483 1.500 0.521 0.349
1931 0.491 0.340 0.411 0.410 0.426 0.333 0.382 0.305
1932 0.432 0.364 0.391 3.714 0.399 0.125 0.284 0.271
1933 00419 0.318 0.345 0.368 0.404 0.400 0.302 0.280
1934 0.447 0.322 0.388 0.667 0.444 0.300 0.385 0.28.
1935 0.437 0.340 0.387 0.400 0.442 0.500 0.463 0.296
1936 0.436 0.340 0.385 0.447 0.451 0.500 0.477 0.307
1937 0.458 0.370 0.414 0.459 0.483 0.444 0.509 0.314
1938 0.467 0.358 0.430 0.385 0.463 0.500 0.404 0.3lS
1939 0.460 0.353 0.422 0.429 0.462 0.200 0.385 0.321
1940 0.465 0.357 0.434 0.452 0.470 0.429 0.399 0.331
1941 0.504 0.389 0.463 0.465 0.506 0.364 0.484 0.354
1942 0.593 0.453 0.515 0.333 0.542 0.550 0.624 0.315
1943 0.642 0.509 0.511 1.500 0.550 0.500 0.722 0.406
1944 0.115 0.544 0.519 0.429 0.559 0.800 0.721 0.436
1945 0.759 0.544 0.511 0.286 0.566 0.444 0.156 0.467
J946 0.768

I
0.594 0.575 0.621 0.620 0.000 0.875 0.544

1947 0.821 0.721 0.646 0.929 0.757 1.125 1.053 0.611
1948 0.863 0.749 0.703 0.833 0.82J 1.100 1.130 0.661

_.._._--- .....--- -._-- ---- . -

*Investment in constant prices is zero.

1



TABLE 2-Cillltill"ed

.:-

tv
\0
\0

1. Consumers' 2. Structures. 3. Producers' 4. Investment. 5. Assets 6. Investment. 1. Assets.
Year Durables Non-residential Durables Non-Carm Non-Carm Farm Farm 8. Land

and Residential Inventories Inventories Inventories Inventories

1949 0.161 0.743 0.736 0.688 0.804 l.J25 0.978 0.642
1950 0.818 0.763 0.752 0.800 0.833 1.000 1.027 0.106
1951 0.942 0.836 0.809 0.919 0.920 1.200 1.195 0.160
1952 0.954 0.881 0.822 0.140 0.899 1.429 1.127 0.785
1953 0.943 0.895 0.835 0.786 0.906 1.500 1.022 0.786
1954 0.929 0.891 0.8«) 0._ 0.909 1.200 1.008 0.811
1955 0.919 0.902 0.SS9 0.911 0.929 1.250 0.945 0.8SO
1956 0.949 0.959 0.918 0.944 0.910 0.661 0.932 0.897
1957 0.984 1.001 0.975 l.J43 0.991 1.000 0.951 0.951
1958 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000
1959 1.014 1.006 1.020 1.000 1.018 -* 0.938 1.069
1960 1.009 1.005 1.022 1.031 1.018 1.000 0.935 1.143
1961 1.006 1.001 1.021 0.944 LOll 1.500 0.924 1.222
1962 1.008 1.024 1.023 1.019 LOll 1.000 0.943 1.306
1963 1.004 1.031 1.023 1.000 1.012 1.000 0.924 1.396
1964 1.004 1.053 1.030 1.000 1.011 1.000 0.910 1.492
1965 0.996 1.018 1.039 1.062 1.030 I.lJ 1 0.950 1.595
1966 0.988 l.JlS 1.060 1.057 1.052 1.000 1.019 1.105
1961 1.004 l.J61 1.091 1.051 1.068 0.833 0.962 1.823

---

*Investment in constant prices is zero.



We divide each class of assets among four sectors of the private domestic
economy-corporations, non-corporate business, households, and institutions.
The stock of non-residential structures for 1929 is allocated among three
sectors in proportion to Goldsmith's data on stocks for that year. 17 Goldsmith's
current values for 1929 are 85.86 billions for farm structures, 547.87 billions for
corporate structures, 511.24 billions for the structures of non-farm, non-corporate
business, aDd SS.S1 billions for institutional structures. The stock of non
residential structures for the farm sector is allocated to non-corporate business.
The relative proportions of investment in current prices allocated to corporations,
non-corporate business, and institutions by Goldsmith are applied to data on
investment from the U.S. national accounts.18 The "constant cost 2" price index
and the rate of replacement for non-residential structures are employed in
calculatinl the stock for each sector by the perpetual inventory method.

Residential structures are assigned to corporations, non-corporate business,
and households in a similar manner. All of farm housing is assigned to the house
hold sector. Non-farm residential housing is allocated among the three sectors
by the same method used for non-farm non-residential structures. First, the stock
ofresidential structures for 1929 is allocated among the three sectors in proportion
to Goklsmith's data on stocks-S4.63 billions for corporations, 85.48 billions for
non-corporate business, and $85.79 billions for households. Goldsmith's relative
proportionsofinvestmentin each sectorare applied to data on investment from the
U.S. nation~ accounts.19 The "constant cost 2" price index and the replacement
rateliven in Table 1 are used for non-farmresidential housmginvestment assigned
to each sector in derivia. perpetual inventory estimates of stock for each year.

All consumers' durables are assiped to the household sector. Producers'
durables are assiped among three sectors in the same way as non-residential
structures. The stock of producers' durables for 1929 is allocated among cor
porations, non-corporate business, and DOn-profit institutions in proportion to
Goldsmith's current values for that year-S29.01 billions for corporations,
$8.43 billions for non-corporate business, and $0.31 billions for institutions. The
relative proportions of investment in current prices from Goldsmith are applied
to data on investment from the U.S. national accounts.20 The implicit deflator
from the U.S. national accounts and the rate of replacement given in Table 1 are
used to derive perpetual inventory estimates of the stock of producers' durables
in each sector.

All fann inYeDtories are assigned to the non-corporate sector. Non-farm
inventories for 1929 are allocated amonl corporate and non-corporate business
in proportion to Goldsmith's current values for that year-822.oo billions for
corporations and $6.43 billions for non-corporate business. Data on inventory
investment in constant prices from the U.S. national accounts are allocated
between the sectors in proportion to inventory investment in current prices.21

For each sector perpetual inventory estimates of stock for each year are derived
by cumulating inventory investment in constant prices and adding the result to
the 1929 benchmark.

lTSee Goldsmith [111, Table A-36, paps 179-180.1'" GoIl6unith [11]. Table A-36, paps 179-180, and the references given there.1'" Goldsmith [11], Table A-3S, paps 177-118, and the references given there.
2°See Goldsmith [11], Table A-37, pages 181-182, and the references given there.
21NIP [25], Table 5.6.

300



The allocation of land among the three sectors is based on data from
Manvel and Goldsmith.:l2 First, the relative proportions of the current value of
land in 19S6 allocated to farm land, residential land, and non-farm non-residen
tial1a:Dd by Manvel are used to allocate land in that year. Manvel's estimates are
8112 billions for farm land, 586 billions for residential land, and 571 billions for
non-farm non-residential land.:l3 We assign farm land to the non-corporate
business sector. Residential land is allocated among three sectors in propor
tion to current values from Goldsmith for 1956, 847.17 billions for households,
84.37 billions for corporations, and 53.86 billions for non-corporate business. 24

Non-farm non-residential land is allocated in the same way, employing Gold
smith's current values for 1956 of 829.14 billions for corporations, 811.44 billions
for non-eorporate business, and 86.37 billions for non-profit institutions.25 The
relative proportions of capital stock by asset class and sector for 1958 are given
in Table 3.

TABLE 3
RI1..\11VE PIloPOanONS OF C.urrAL STOCK: BY AauT CUSS AND SECTOR, 1958

Sector

Asset Class 1. Corponte 2. NOD-eorponte 3. Households Total
BusiDelS BusiDesa and Institutions

1. Consumers'durables 0.1374 0.1374

2. Noa-NlideGtiaI s~ures 0.1021 0.0261 0.0136 0.1418

3. Producers'durables 0.0894 0.0412 0.0016 0.1322

4. Resideatialstructures 0.0184 0.0173 0.2016 0.2373

5. Non-farm inventories 0.0662 0.0143 0.0805

6. Farm inventories 0.0207 0.0207

7. Land 0.0475 0.1251 0.0775 0.2501

Total 0.3236 0.2447 0.4317 ooסס.1

4. CAPITAL SERVICE PRICES

The second step in the construction of price and quantity indexes of capital
input is to define appropriate prices for capital services. For property with an
active rental market the price of capital services may be observed directly as the
rental price for the use of a capital asset. The product of the rental price and the
quantity of the asset used is the capital service :flow in current prices. This method
for measuring capital services may be extended from rental property to property

USee Manvel [24] and Goldsmith [11].
13See Manvel [24].
uSee Goldsmith [11], Table A-40, pages 186-187.
usee Goldsmith [l1J. Table A-41, pages 188-189.
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utilized by its owners if market rental values reflect the implicit rentals paid by
owners for the use of their property. The assumption that market and implicit
rentals are equal is used to impute the capital service flow from owner-occupied
dwellings and institutional buildings in the U.S. national income and product
accounts.28 The main obstacle to broader application of this method of imputa
tion is the scarcity of data on market rental values.

An alternative method for imputation of the value of capital services from
owner-utilized assets is based 011 the equality of income from property and the
current value of capital services for each sector of the economy. The problem for
imputation is to separate the flow of services for each asset from total property
income. This separation may be carried out on the basis of the correspondence
between asset prices and service or rental prices implied by the equality between
the value of an asset and the discounted value of its services. Given the quantity
of assets held by each sector, the price of each asset, and the rate of replacement
for each asset, only the rate of return for all assets used in a given sector remains
to be determined. Griliches and Jorgenson [15] have proposed to measure the rate
of return as the rate implicit in the total flow ofproperty income. In measuring the
rate of return, differences in tax treatment of income from different classes of
assets must be taken into account. Our method for measuring the rate of return is
cODceptually similar to that of Griliches and Jorgenson; however, we employ a
breakdown of seeton by lepl form of orpnization in order to provide a better
representation of the tax structure for property income.

Our imputation of rental prices for capital services from data on income
from property is based on the correspondence between asset prices and service
prices. To make this correspondence explicit, we must specify the relationship
between the quantity of an asset acquired at one date and the quantity of the
service flow of the asset at future dates. In our perpetual inventory estimates of
the stock of assets, we have assumed that the service flow from a given asset
declines geometrically over time. Where qtA is the price of the asset at time t and
p/ its service price,

ao r+1 1
A _ '" n s (1 )r-tqt - £.. --Pr +1 - f' ,

r-t $_t+l1 + r,

where f, is the rate of return at time sand f' is the rate of replacement. The
quantity of capital services at time f + 1 from one unit of investment at time t is
(1 - f'y-t. The sequence of capital services declines geometrically,

1,(I - f'), (1 - f')2 ....

To infer the capital service price Pt S from the sequence of asset prices, we rewrite
the asset price q,A in the form:

qtA = 1 [pf +1 + (1 - f')qt +1]'
1 + 't+l

Solving for the service price, we obtain:

pf = qt-1't + qtAf' - (qtA - qt -1)'

1I8See footnote 2, above.
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The service price is the sum of the cost of capital q:_Irtl the current cost of
replacement qt.4/L, and the cost of capital loss on the value of the asset.
- (q/' - qt- I)' Given the sequence of asset prices {qf}, the rate of replacement /L

and the rate of return ft, we obtain a measure of the service price p/.
Data on asset prices and rates of replacement for all assets are required for

the perpetual inventory estimates of capital stock described in preceding sections.
We have assumed that capital services decline geometrically so that replacement
may be estimated by the declining balance method. The correspondence between
asset prices and service prices may be generalized to alternative assumptions
about the service flow ofan asset over time. The formula developed by Haavelmo
[17] for one-hoss shay replacement, that is, a constant service flow over the
lifetime of the asset, has been sU8Jcsted as a means of aggregating capital services
by Johansen and Sersveen [221. Arrow [11 has provided formulas for the service
price for an arbitrary sequence of replacements. We conclude that a method for
imputation of the flow of captial services is implicit in any perpetual inventory
estimate of capital stock. Inferring the capital service price from the assumed dis
tribution of replacements over time, the value of all capital services for a given
sector may be set equal to the total flow of property income. Solving for the rate
of return, capital service prices for each class of assets may be imputed from the
sequence of asset prices, the distribution of replacements, and the rate of return.

As we have already indieated, the correspondence between asset prices and
service prices depends not only on the distribution of replacements over time,
but also on the tax structure for property income generated by that asset. We
have divided the stock of each class of assets amonl sectors that differ in the tax
treatment of property income. For convenience in notation we denote each asset
class by a two-digit subscript. The first refers to the sector-(l) corporations.
(2) non-corporate business, (3) private households, (4) non-profit institutions;
the second refers to the class of assets-(l) consumers' durables, (2) non-residen
tial structures, (3) producers~ durables, (4) residential structures, (5) non-farm
inventories, (6) farm inventories, (7) land.

Households and institutions utilize the services of consumers' and institu
tional durables, owner-occupied dwellings, institutional structures, and land
without direct taxation. Part ofproperty income is taxed indirectly through taxes
based on the value of the property. To incorporate property taxation into the
imputed price of capital services, we add the rate of property taxation to the rate
of return, the rate of replacement, and the rate of capital loss in measuring the
service price. We first consider the service price or implicit rental for owner
occupied dwellings, including both structures and land. The price of each com
ponent is the sum of terms representing the cost of capital, replacement. capital
loss, and property taxes:

pf,.t == q:.t-Ifrl',t + qttl-'4r - (qt,t - qt.t-l) + q:.ttrl'.t,

pg7.t == trl.t-I'rl',t - (q4.t - q~.t-l) + trl.ttrl'.t,
where frp is the rate of return on owner-occupied residential property, trl' the
effective tax rate on such property, 1-', the rate of replacement of residential
structures, and q4A and q7A. are asset price indexes for residential structures and
land, respectively.
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Next, we consider the service price for institutional buildings, including
structures and land:

P:2.t = ~,t-1r,p.t + ~.tJL2 - (~.t - cd,t-1),

P~T,t == ~,t-lr,p,t - (q~,t - ~.t-l)'

where ""2 is the rate of replacement of non-residential structures. We assume that
rates of return on owner-occupied residential property and institutional real
estate are the same. These classes of assets are treated identically from the point
of view of the personal income tax. Owner-occupied dwellings are subject to
property taxation, while institutional buildings are exempt. Flows of property
income from owner-occupied dwellings and institutional buildings are imputed
from market rental values of similar property in the U.S. national income and
product accounts.27

The prices ofconsumers' durables held by private households and producers'
durables utilized by non-profit institutions may be expressed as the sum of terms
corresponding to the cost of capital, replacement, capital loss (or gain), and
indirect taxes:

pfl.t == qt.t-lr'P,t + fIt,t""l - (d,t - fIt,t-l) + rl,ttpP,h

P~3,t == ~.t-lr,p.t + ~,tIJo3 - <td.t - ~.t-l)'

where ""1 is the rate of replacement for consumers' durables, ""3 the rate for
producers' durables, tpp the effective rate of property taxation for personal
property, qt and q~ the price indexes for consumers' and producers' durables,
respectively. We assume the rates of return on consumers' and producers'
durables are the same as those for household and institutional real estate. This
results in a single rate of return for the sector comprising households and
institutions.

We next consider the service prices or implicit rental values of the capital
services of assets held by corporate business. The value of the flow of capital
services for the corporate sector is the sum of the values of services from residen
tial and non-residential structures, producers' durable equipment, non-farm
inventories, and land held by that sector. We employ the capital service prices
developed by Hall and Jorgenson [18, 19] for depreciable assets, modified to
incorporate indirect business taxes.28

For producers' durable equipment held by the corporate sector, the price of
capital services is:

-11 [1 - Ut Zl3,t - kt + YtJ A A A A
Pl3.t == 1 _ Ut [~.t-lrCp.t + q3,t""3 - (q3.t - q3,t-l)] + Q3,ttcp•h

where rcp is the rate of return on corporate property, tcp is the effective tax rate on
such property, U is the effective corporate profits tax rate, Z13 is the present value
ofdepreciation deductions for tax purposes on a dollar's investment in producers'
durables over the lifetime of the investment, k is the investment tax credit,

USee footnote 2, above.
~IIA detailed derivation oCpriccs oCcapital services is liven by Hall and loraenson [18, 19]

for continuous time. We have converted their formulation to discrete time, added property taxes,
and introduced alternative measurements for the tax parameters. OUT measurements are
described in the following section. Similar formulas have been developed by Coen [6].
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y == kUZ13 for 1962 and 1963 and zero for all other years, and q~ is the price
index for producers' durable equipment.

For non-residential and residential structures held by the corporate sector
the prices of capital services are:

[
1 - tl - ]S t-12.1 A. A A A

P12.1 = 1 [~.t-1'cP,t + Q2.tli-2 - (q2.t - Q2.1 -1)] + Q2,tlcp.l ,
- tit

[
1 - "tZ14 I]s . A A A A A

PH.t = 1 _ U
t

[Q4.t-l rcP,t + q4.tli-4 - (Q4,t - Q4.t-l)] + Q4.tlc~.t,

where q~ and Q~ are price indexes for non-residential and residential structures.
respectively.

For non-farm inventories held by the corporate sector the price of capital
services is:

1
pfs.t = -1--[d.I-1'CP.t - (q:.t - qt.t-1)] + qt.ttC:fl.to

- Ut

where q~ is the price index for inventories; the price of capital services from land
held by the corporate sector is:

s __1_ A _ A _ A A
P17.t - 1 [q7.t-3'CP.t (q7.t q7.t-l)] + q7.ttCfl.to

- Ut

where q4 is the price index for land.
The value of the flow of capital services for the non-eorporate sector is the

sum of the values of services from residential and non-residential structures.
producers' durable equipment. non-farm and farm inventories, and land held by
that sector. Farm inventories are assigned to the non-corporate sector. For
producers' durable equipment the price of capital services is:

P~3.t == q~.t-1'np.t + d.tJ.1.3 - (q3.t - q~.t-I) + d.ttllp,to

where 'It" is the rate of return on non-corporate property and tllp is the
effective tax rate on such property; for non-residential and residential structures
the prices of the capital services are:

pf:u = ~.t-I'np.t + ~.tJ.L2 - (q~.t - qf.t-I) + d.ttnfl.t.

P~4.t = d.t-I'np.t + q:.tJ.L4 - (qtt - tIt.t-l) + d,ttnfl.to

for non-farm and farm inventories and land the prices of the capital services are:

pfs.t = qt.t-l'"Jl.t - (tIt.t - qt,t-I) + qt,ttllJl,to

P~8.t == q:.t-I'IIJI.t - (qt.t - q#,t-I) + cd.ttIlJl,t,

P~7.t = q4,t-I'np.t - (q4.t - q4.t-1) + #,Itnfl.t·

5. RATES OF RETURN AND THE TAX STRUCTURE

To complete the imputation of capital service prices required for separation
of the value of property compensation into price and quantity components. we
must estimate rates of return for each sector of the economy. For tax purposes
we have divided the private domestic economy into corporate business, non-
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corporate business, and households and institutions.29 Total property income
for the private domestic economy may be divided into property income generated
in each of these sectors. We measure the value of capital services for each sector
before either corporate or personal income taxes, since property income includes
direct taxes. However, we measure the rate of return after corporate income
taxes but before personal income taxes. This convention facilitates the integration
of the production account we have developed with income and expenditure
accounts for private households, which are the ultimate recipients of income
from property.

For each sector our basic accounting identity is that the value of all capital
services is equal to property income. The value ofcorporate capital input in period
t may be written:

corporate property income = Pl~.tKAt + Pl~.tKl~,t + Pl~.,Kl~.t

+ Pl~.,Kl5,t + Pls"., Kl7.t;

corporate capital input is the sum of services from residential and non-residential
structures, producers' durable equipment, and inventories held by the corporate
sector. Similarly, the value of non-corporate capital input in period t may be
written:

non-corporate property income = pA,KA: + P2~.tK2~.t + P2~,tK2~.t

+ pl5.tK2~., + Ple.:Kle.t + P2s",:K2~.t>

the sum of the services from those classes of assets held by the non-corporate
sector. Finally, the value of household and institutional capital input in period t
may be written:

household property income = P3sUK3&".t + P3~.tK3~.t + P3S7,tK3s",t

+ pA,KA, + P4~.tKA: + pAtKA"

the sum of services from consumers' durables, residential structures. and land
held by private households, and of services from producers' durables, non
residential structures, and land held by non-profit institutions.

Each capital service tlow may be expressed as the sum of four terms, depend
ing on the rate of return, the rate of replacement, the rate of capital losses
accrued, and the rate of property taxation. Since property taxes are deducted
from corporate income in determining corporate profits for tax purposes, the
component of each capital service tlow corresponding to property taxes is simply
added to the other components. Similarly, the property tax component of each
capital service tlow for the non-corporate and household sectors is added to the
rest. Accordingly, our first step in estimating rates of return for the three sectors
is to deduct all property taxes from the value of capital input.

Our measurement of the flow of capital services for the household sector is
independent of the measurement of flows of capital services for the corporate and
non-corporate sectors. The value of services of owner-occupied buildings is the

unis division of the private domestic economy follows that for national income by lelal
form of orpniation, NIP [25], Table 1.13. The otber sectors included in the U.S. national
accounts are lovernment enterprises, general government, and rest of the world.
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sum of the space rental value of owner-occupied farm and non-farm dwellings,30
less associated purchases of goods and services.31 We assume that the proportion
of purchases is the same for farm as for non-farm dwellings. The effective tax
rate trp is the ratio of taxes as a component of total space rental value32 to the
asset value of owner-occupied dwellings, including both structures and land. The
value of services of institutional structures is the space rental value of institutional
buildings.33 To estimate the rate of return rrp we divide the space rental values of
owner-occupied dwellings and institutional buildings, less associated purchases
of goods and services for dwellings, less current replacement values, accrued
capital losses, and taxes as a component of total space rental value for dwellings,
by the current asset value of owner-occupied dwellings and institutional structures,
including land.

Our treatment of consumers' and institutional durables differs from that of
the U.S. national income and product accounts. We add the flow of capital
services from consumers' and institutional durables to the value of capital input.
The value of each service flow is the product of the service price given above and
the corresponding service quantity. We assume that the rate of return on durables
is the same as that on structures for the household sector. The effective tax rate on
consumers' durables !fIfI is the ratio of the following state and local personal
taxes-motor vehicle licences, property taxes and other taxes34-plus federal
automobile use taxes3S to the current asset value of consumers' durables. The
effective property tax rates on household property and the rate of return for the
household sector are presented in Table 4.

In measuring the rate of return for the non-corporate business sector we
first estimate the effective tax rate on non-corporate property t np• We deduct
property taxes on owner-occupied residential real estate from state and local
business property taxes38 to obtain state and local property taxes for corporate
and non-corporate sectors. For the period 1948-1967 we have data on corporate
and non-corporate property taxes;37 for 1929-1947 we allocate state and local
business property taxes, excluding taxes on owner-occupied residential real
estate, between corporate and non-corporate sectors using the average proportion
0.33 for the period 1948-1950. We allocate business motor vehicle licenses38

between corporate and non-corporate sectors in proportion to the value of
producers' durables in each sector; similarly, we allocate other state and local
business taxers and federal capital stock taxes40 in proportion to the value of all
assets in each sector. The eftective tax rate on. DOD-corporate property is the ratio
of the sum of property taxes, motor vehicle licenses, .and other business taxes
allocated to the non-corporate sector to the value of all assets held by the sector,
including producers' durables, residential and non-residential structures, inven
tories, and land.

The value of capital services for the non-corporate sector is the sum of
income originating in business, other than income originating in corporate

30NIP [25], Table 7.3. 31NIP (25], Table 7.3. 32NIP (2SI, Table 7.3.
33NIP [2SI, Table 7.3. 3tNIP (25), Table 3.3. 35NIP (25], Table 3.1, note 1.
3'NIP [2SI, Table 3.3.
3TThese data were provided to us by Charles Waite of the Offlce of Business Economics.

We are indebted to him for permission to use these data.
"NIP [2SI, Table 3.3. 39NIP (25], Table 3.3. tONIP [2SI, Table 3.1, note 2.
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business, income originating in government enterprises, and net rent of owner
occupied dwellings and institutional structures, less labor compensation in the
non-eorporate sector, including imputed labor compensation of proprietors and
unpaid family workers, plus non-corporate capital consumption allowances, less
capital consumption allowances of owner-occupied dwellings and institutional
structures, and plus indirect business taxes allocated to the non-corporate sector,

TABLE 4
EFnCTIVE TAX RATES AND RATES OP RETu1lN, HOUSEHOLD AND NON-CORPORATE SECTORS,

1929-1967 (annual rates)

I 2. EffectiveI 1. Effective 3. Effective 4. Rate of 5. Rate of
Tax Rate on Tax Rate on Tax Rate on Return, Return.

Year IOWDOr-OCeupied Owner-Utilized Non-<:orporate Household Non-Corporatc
Residential Consumers' Property, t". Sector, r,,, Sector, rIC.I Real Estate, t,. Durablcs. t""

I

1929 i 0.010 0.009 0.021 I 0.009 I 0.100
1930 I 0.011 0.009 0.024 1-0.052 -0.027
1931 I 0.012 0.010 0.026 1-0.079 -0.071
1932 I 0.012 0.012 0.029 -0.097 -0.092
1933 I 0.011 0.012 0.027 0.048 0.064
1934 I 0.011 0.012 0.026 0.022 0.114
1935 0.010 0.014 0.026 0.043 0.110
1936 0.010 0.015 0.027 0.024 0.127
1937 0.010 0.014 0.027 I 0.072 0.132
1938 0.010 0.013 0.028 -0.012 0.042
1939 0.010 0.014 0.023 0.008 0.086
1940 0.010 0.014 0.029 0.028 0.121
1941 0.010 0.012 0.026 0.092 0.213
1942 0.009 0.012 0.023 0.138 0.258
1943 0.009 0.010 0.022 0.120 0.242
1944 0.009 0.010 0.021 0.082 0.230
1945 0.009 0.010 0.020 i 0.038 0.224
1946 0.009 0.009 0.017

I
0.131 0.310I

1947 0.007 0.008 0.017 0.193 0.288
1948 0.001 0.008 0.017 0.057 0.185
1949 0.009 0.008 0.018 -0.006 0.062
1950 0.009 0.008 0.018 0.063 0.178
1951 0.009 0.007 0.017 0.103 0.214
1952 0•• 0.007 0.018 0.062 0.121
1953 0.009 0.007 0.019 0.030. 0.089
1954 0.010 0.007 0.019 0.032 0.108
1955 0.011 0.007 0.020

I
0.040 0.114

1956 0.012 0.007 0.019 0.083

I
0.127

1957 0.012 0.007 0.020 0.069 0.127
1958 0.013 0.007 0.020 0.035 0.116
1959 0.013 0.007 0.020 0.047 i 0.103
1960 0.014 0.008 0.021 I 0.043 0.096
1961 0.015 0.008 0.022 I 0.047 0.099
1962 oms 0.009 0.022 j 0.058 0.111I

1963 0.015 0.009 0.023 I 0.058 0.104
1964 0.016 0.009 0.023 0.061 0.104
1965 0.016 0.009 0.024 I 0.067 0.115
1966 0.016 0.009 0.024 0.075 0.122
1967 0.016 0.009 0.024 I 0.080 I

0.108
I I
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as outlined above. We also allocate the statistical discrepancy to non-eorporate
propeny income.41 To obtain our estimate of the non-corporate rate of return
r"_ we deduct property taxes and the current value of replacement, add accrued
capital gains on non-corporate assets, and divide by the value of non-eorporate
assets. The effective tax rate on non-corporate property and the rate of return
in the non-corporate sector are given in Table 4.

In measuring the rate of return for corporate business we begin by estimating
the effective tax rate on corporate property tcp• We add state and local business
property taxes, business motor vehicle licenses, other business taxes, and federal
capital stock taxes for the corporate sector to obtain total property taxes. The
effective tax rate on corporate property is the ratio of these taxes to the value of
an assets held by the corporate sector, including producers' durables, residential
and non-residential structures, inventories, and land. We measure corporate
property income less property taxes as income originating in corporate business,
lcsa compensation of employees,6a plua corporate capital consumption allow
ances,63 plu. business traOller payments." The value of corporate capital input,
which is equal to corporate property income, depends on the effective corporate
income tax rate ", the rate of retum in the corporate sector rcp, the investment
tax credit k, and the present values of dlf'NCiation deductions for non-residential
structures, producers' durables and residential structures-Z1 2' Z13' Za.

Wemaywntethevalueofcorporatecapitalinput lessproperty taxesin theform :

corporate property income - tcp(ff.tKl'\.t + td.e Kl3.t + rd.tKl~.e + d.eKAe
+ qf.,Kl.,.t)

[
1 - "tZlll t] s

+ 1 _ v,' [d.t-lrcp.e + lJf.tf£1I - (~.t - ~.e-l)]K12."

[
I - "tZ13' - k, + y,]

= 1 ~ Ut [td,t-l'CP,' + q~.eI-'3 - (q~., - q~.l-l)]Ki~,,,

+ [_1_; "'_:_:6_,'] [q:.t-l'CP.l + d,tf£, - (qt.l - qt.l-l)]K~.l'

1
+ -1--[d.,-l'CP,' - (tIt" - qt.'-l)] Kls",

- "t
1

+ -1--[#.e-l'c1l.t - (q1., - q4.t-l)]Ki~(.t·
- "e

Multiplying both sides by 1 - Ut we obtain the following expression for corporate
income taxes:
corporate income taxes = Ut (corporate property income

- taxes on corporate property

- Z12.e[~.t-l'CJ'.t + ~.lI-'2 - (q~.t - q~.t-l)]Kl~.t

- Z13.,ld.t-l'CP,t + qt.tl-'3 - (qt.t - q~.t-l)JKl3.t

- za.t[q:.t-l'CJl,l + ~.lI-'6 - (qt., - q:.t-l)]Ki~.t)

- [k, - y,]ld.t-l'CP.t + d.tl-'3 - (d.t - d.t-l)]Kl~.t·
UWe assume that errors in reporting property income occur mainly in non-corporate

buaiaass.
42NIP [25J, Table 1.13. 43NIP (2S], Table 6.18.
"We assume that business transfer payments are taken mainly from corporate income.
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Corporation income taxes less the investment tax credit are equal to the effective
tax rate applied to corporate property income, less property taxes, and less
deductions for capital consumption, expressed as proportions of current capital
service ftows after taxes.

Our estimate of the effective rate of the investment tax credit k is based on
estimates of investment tax credit for corporations by the Office of Business
Economics.45 The effective rate is defined as the amount of the investment tax
credit divided by gross private domestic investment in producers' durables by
corporations. We assume that the effective rate of the investment tax credit is the
same for corporations and for non-corporate business. Although the nominal
rate of the investment tax credit is seven per cent, certain limitations on its
applicability reduce the effective rate considerably below this level. Further, the
tax credit was suspended from October 1966 to March 1967, reducing the effective
rate in each year roulhlY in proportion to the period of suspension. The variable )'
describes the effects of reduction of the base for depreciation by the amount of the
investmeat tax credit during 1962 and 1963; the value of this variable depends on
the effective tax rue U.48

The pnlCnt values of depreciation deductions on new investment-z12, =13'

zu-depeaci on depreciation formuJu allowable for tax purposes, the lifetimes of
assets used in calculating depreciation, and the rate of return.47 A reasonable
approaimation to depreciation practice is provided by the assumption that the
straipt-line depreciation formula was the only one permitted for the period
1929-1953 and that an accelerated depreciation formula, sum of the years' digits.
was employed with a single exception for the period 1954-1967. During the period
ofthe suspension of the investment tax credit in 1966-61, accelerated depreciation
on structures was suspended except for the 150 per cent declining balance
formula. We have reduced the present value of depreciation deductions in 1966
and 1967, weighting the ISO per cent declining balance formula in proportion to
the period of suspension of other accelerated formulas. 48

t'NJP [2~J, Table 7.5.
tilAJternative provisions for the investment tax credit are discussed by Hall and Jorgenson

[18J.
t'JIn thele formulas we assume that no depreciation is taken during the year of acquisition.
tlFormulas for the present values of depreciation deductions are:

strailbt-Iine:

sum of the years' digits:

2[ 1+ r ( 1)1 + lJ;:r 1- r(t + 1) 1- 1 + r

ISO per cent declining balance:

1.511 { [( 1){ .l.S)]I+} (l - Utt)/+ [( 1 )1+ (1 )1]
r + (LSII) 1 - ~ 1-·-t- + r(t - 1+) 1 + r - 1 + r

where r ,. discount rate, t .... lifetime allowable for tax purposes, t + = optimal switchover
point from ISO per cent declining balance to straipt-Iine depreciation. At the rate of discount
we have employed, ten per cent after taxes, the sum of the years' dilits has the highest present
value; see Hall and Jorgenson [19]. Depreciation practices have adapted to the use of accelerated
methods only gradually, as Wales [28] has demonstrated.
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To estimate average asset lifetimes for tax purposes we employ data from
two Treasury surveys, one reporting lifetimes underlying depreciation claimed on
corporation income tax returns for 1959'9 and the other reporting lifetimes used
for depreciation of assets acquired in 1959.50 For assets acquired up to 1959 the
Treasury survey gives average lifetimes by class of asset for assets acquired through
1953 and for assets acquired from 1954-1959; these are:

through 1953
1954-1959

structures
35.3
29.8

equipment
22.1
17.7

"

For assets acquired in 1959 the average lifetime for equipment is reported to be
15.2 years.

We assume that lifetimes for tax purposes remained constant through 1953
and that the average for the period 1954-1959 combines longer lives at the begin
ning of the period with shorter lives at the end. Second, we assume that the relative
chule for the average for the period 1954-1959 and for 1959 is the same for
structures as for equipment. Average lifetimes for 1954-1956 are estimated by
linear interpolation between the lifetimes for 1953 and the average for the period
1954-1959. Similarly, average lifetimes for 1957-1959 are estimated by linear
interpolation between the average for the period 1954-1959 and the lifetimes for
1959. Finally, new guidelines for lifetimes of equipment were adopted in 1962,
reduciDI the average to 12 years. We assume that lifetimes for structures were
constant at the 1959 level for the period 1959-1967. We assume that lifetimes for
equipment were constant for the period 1959-1961 at the level of 1959 and con
stant for the period 1962-1967 at the level of 1962. Lifetimes for residential
structures are estimated as five per cent higher than the lifetime for non-residential
structures; this is based on the ratio of lifetimes for structures in all industries and
for the sub-industry finance, insurance, and real estate for 1954-1959.

Given depreciation formulas and lifetimes for tax purposes, calculation of
present values of depreciation deductions requires an estimate of the rate of
return for discounting these deductions. We assume that this rate of return was
constant at teD per cent.51 Substituting the present values of depreciation
deductions into expressions for capital service prices we reduce the unknown
variables to two, the effective corporate tax rate u and the rate of return in the
corporate sector 'efr Corresponding to these two unknowns, we have two equa
tions. The first relates corporate property income and the sum of values of the
individual capital services. The second relates corporation income taxes and the
effective tax rate on corporate income, applied to the corporate income tax base,
less the investment tax credit. We measure corporation income taxes as federal
and state corporate profits tax liability.52 Since the two equations are independent,
we may solve for values of the effective corporate tax rate and the corporate rate
of return in each time period. Variables describing the corporate tax structure and
the corporate rate of return for 1929-1967 are presented in Table 5.

411See [21]. sOSee [20], page 3.
SlTbe appropriate rate of return for this purpose is the long-term expected rate of return;

ten per cent is close to the average of corporate after tax rates of return for the period 1929-1967.
&2NIP [251. Table 6.14.
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TABLE 5

TAX Snucrulll AND RATIl Of bTUIlN. CoRPOIlATIl Slcroa. 1929-1967 (proportions and annual rates)

6. Present 7. Praent 8. Present
1. Effective 2. Effective 3. Statutory 4. Effective 5. Statlltory Value or Value of Value of 9. Rate

Year Tax Rate Rate of Rate of Tax Rate Tax Rate on Depreciation Depreciation Depreciation of Return,
on Corporate Investment Investment on Corporate Corporate Deductions, Deductions, Deductions. Corporate
Property te, Tax Credit k Tax Credit Income u Income Non-Residential Producers' Residential Sector re•

Structllres z 12 Durables %13 Structures z 1<1

1929 0.016 0.000 0.000 0.107 0.110 0.273 0.397 0.262 0.083
1930 0.018 0.000 0.000 0.083 0.120 0.273 0.397 0.262 -0.001
1931 0.019 0.000 0.000 0.074 0.120 0.273 0.397 0.262 -0.061
1932 0.020 0.000 0.000 0.111 0.138 0.273 0.397 0.262 -0.011
1933 0.010 0.000 0.000 0.198 0.138 0.273 0.397 0.262 -0.084
1934 0.019 O.oeo 0.080 0.135 0.138 0.273 0.397 0.262 0.013
1935 0.010 0.000 0.000 0.138 0.138 0.273 0.397 0.262 0.078
1936 0.021 0.000 0.000 0.170 O.ISO 0.273 0.397 0.262 0.082
1937 0.010 0.000 0.000 0.156 O.ISO 0.273 0.397 0.262 0.1....
1938 0.010 0.000 0.000 0.132 0.190 0.273 0.397 0.262 0.034
1939 0.021 0.000 0.000 0.166 0.190 0.273 0.397 0.262 0.057
1940 0.021 0.000 0.000 0.241 0.240 0.273 0.397 0.262 O.IOS
1941 0.020 0.000 0.000 0.441 0.310 0.273 0.397 0.262 0.170
1942 0.017 0.000 0.000 0.496 0.400 0.273 0.397 0.262 0.209
1943 0.017 0.000 0.000 0.531 0.400 0.273 0.397 0.262 0.158
1944 0.017 0.000 0.000 0.495 0.400 0.273 0.397 0.262 0.145
1945 0.017 0.000 0.000 0.489 0.400 0.273 0.397 0.262 0.091
1946 0.016 0.000 0.000 0.466 0.380 0.273 0.397 0.262 0.110
1947 0.014 0.000 0.000 0.442 0.380 0.213 0.397 0.262 0.262
1948 0.014 0.000 0.000 0.390 0.380 0.273 0.391 0.262 0.154
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TABLB 5-eOlllinued

6. Present 1. Present 8. Present
1. Bffective 2. Eft"eetivc 3. Statutory 4. Effective 5. Statutory Value of Value of Value of 9. Rate
Tax Rate Rate of Rate of Tax Rate Tax Rate Depreciation Depreciation Depreciation of Return,

Year on Corporate Inycstment Investment on Corponte on Corporate Deductions, Deductions, Deductions, Corporate
Property t.~ Tax Credit k Tax Credit Income u Income Non-Residential Producers' Residential Sector r.~

Structures Z12 Durables Z13 Structures Zu

1949 0.0IS 0.000 0.000 0.333 0.380 0.213 0.391 0.262 0.016
1950 0.01S 0.000 0.000 0.481 0.420 0.273 0.397 0.262 0.101
19'1 0.014 0.000 0.000 0.521 0.501 0.273 0.397 0.262 0.151
1952 0.014 0.000 0.000 0.462 0.520 0.273 0.391 0.262 0.079
1953 O.otS 0.000 0.000 0.477 0.520 0.273 0.397 0.262 0.065
19S4 0.015 0.000 0.000 0.476 0.520 0.413 0.S43 0.400 0.061
1955 0.016 0.000 0.000 0.479 0.520 0.425 0.560 0.412 0.093
1956 0.016 0.000 0.000 0.477 0.520 0.438 0.579 0.426 0.124
1951 0.016 0.000 0.000 0.468 0.520 0.453 0.596 0.439 0.103
1958 0.016 0.000 0.000 0.465 0.520 0.469 0.614 0.456 0.059
1959 0.016 0.000 0.000 0.494 0.520 0.486 0.632 0.473 0.079
1960 0.016 0.000 0.000 0.481 0.520 0.486 0.632 0.413 0.063
1961 0.011 0.000 0.000 0.419 0520 0.486 0.632 0.473 0.062
1962 0.017 0.037 0.070 0.480 0.520 0.486 0.706 0.473 0.085
1963 0.018 0.045 0.070 0.490 0.520 0.486 0.706 0.473 0.085
1964 0.018 0.041 0.070 0.483 0.500 0.486 0.706 0.473 0.096
1965 0.018 0.053 0.010 0.475 0.480 0.486 0.706 0.473 0.113
1966 0.017 0.052 0.0S4 0.461 0.480 0.466 0.106 0.453 0.126
1967 0.011 0.050 0.057 0.454 0.480 0.470 0.706 0.456 0.111

-----



6. CAPITAL INPUT IN CONSTANT PRICES

In separatina the value of capital input into price and quantity components
our basic accounting identity is that for each sector the value of all capital
services or property compensation is equal to the sum of the values of the
individual capital services. Denoting the price of the ith capital service by pft as,
before,

SKS - ~ sKsPt t - ~Plt It'

where PtS and Kts are Divisia index numbers of capital service price and quan
tity.53 In constructing these index numbers we combine service prices and
quantities by class of asset for all sectors, obtaining the service price and quantity
indexes for each class of asset as Divisia index numbers. Finally, we combine
service price and quantity indexes by class of asset into an overall capital service
price index Pt S and potential service quantity index Kt s, again as Divisia index
numbers. We note that the overall service price and quantity indexes include
capital services from assets held by households and institutions as well as
by businesses. Price and quantity indexes of potential capital services for cor
porate, non-corporate and household sectors for 1929-1967 are given in
Table 6.

The final step in the construction of a quantity index of capital input is the
measurement of actual quantities of each type of capital service utilized. For land,
inventories, residential structures, and consumers' durables, we assume that the
actual quantities of capital services are equal to the potential quantities. For
non-residential structures and producers' durables, we adjust the potential
quantities of capital services in the corporate and non-corporate sectors to reflect
changes in relative utilization. OUf adjustment for relative utilization is based on
the consumption of electricity relative to the capacity to consume electricity, as
measured by installed horsepower of electric motors. 54 A similar relative utili
zation adjustment has been made by Jorgenson and Griliches [23]. Horsepower of
electric motors installed in U.S. manufacturing is employed as a measure of
capacity and electric power consumed by motors as a measure of utilization.
Installed capacity data are available only for 1929, 1939, 1954, and 1962;
Jorgenson and GriIiches calculate levels of utilization for those years and inter
polate between them to measure utilization in other years.55

We assume that the ratio of installed horsepower to the potential flow of
capital services changes only gradually. We compute the ratio of an index of
potential capital services from non-residential structures and producers' durable
equipment to installedhorsepowerforthe benchmarkyearsemployed byJorgenson
and Griliches. We interpolate this ratio linearly between benchmarks and estimate
installed horsepower for all years as the product of this ratio and our index of the
potential flow of capital services. We then divide the electric power consumed
by motors by our estimate of installed horsepower to obtain an index of relative

I3Divisia price and quantity index numbers are discussed in greater detail by Christensen
and Joraenson [5).

s·This measure of relative utilization was oriainated by Foss [9].
55Estimates of installed capacity for 1929, 1939, and 1954 are given by Foss [9]; the data

for 1954 have been revised by Jorgenson and Oriliches (23}. Consumption of electric energy is
from the Annual Survey of Mallllfactllres [2].
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TABLE 6
POTENTIAL Gaoss PRIVATE DOMESTIC CAPITAL INPUT, 1929-1967 (constant prices of 1958)

I. Corporate 2. Corporate 3. Non-Corporate 4. Non-Corporate 5. Household 6. Household
7. Private 8. Private
Domestic DonlaticYear Capital Input, Capital Input, Capital Input, Capital Input, Capital Input, Capital Input, Capital Input, Capital Input,

Quantity Index Price Index Quantity Index Price Index Quantity Index Price Index Quantity Index Price Index

1929 41.<4 0.....2 28.9 0.516 32.5 0.420 102.7 0.456
1930 42.4 0.357 29.6 0.349 32.9 0.392 105.0 0.365
1931 42.5 0.246 29.7 0.31' 32.3 0.<432 104.3 0.32<4
1932 41.1 0.165 30.0 0.203 31.2 0.373 102.l 0.240
1933 38.3 0.160 29.3 0.222 29.3 0.402 96.8 0.253
1934 36.0 0.251 28.6 0.267 27.7 0.295 92.1 0.210
1935 34.9 0.304 28.7 0.332 26.8 0.400 90.0 0.342
1936 34.2 0.373 28.9 0.379 26.6 0.368 89.5 0.374
1937 34.6 0.402 29.2 0.396 27.3 0.386 90.8 0.395
1938 35.5 0.335 30.0 0.352 28.0 0.341 93.2 0.343
1939 34.8 0.383 29.9 0.386 27.7 0.401 92.2 0.391
1940 34.9 0.479 30.2 0.418 28.2 0.397 93.0 0.435
1941 35.9 0.629 30.6 0.526 29.3 0.414 95.6 0.532
1942 38.1 0.747 31.4 0.644 30.8 0.423 100.0 0.617
1943 37.9 0.862 31.3 0.728 29.9 0.564 99.0 0.730
1944 37.1 0.879 30.8 0.865 28.5 0.520 . 96.7 0.767
1945 36.5 0.776 30.8 0.911 27.2 0.570 94.9 0.757
1946 36.9

I
0.700 30.9 0.892 26.4 0.830 94.8 0.795

1947 40.1 0.836 31.7 0.840 29.1 0.865 101.4 0.842
1948 43.3 0.970 32.5 0.880 32.5 0.711 108.7 0.862
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TABLE 6-continued

1. Corporate 2. Corporate 3. Non-Corporate 4. Non-Corporate 5. Household 6. Household 1. Private 8. Private
Year Capital Input, Capital Input, Capital Input, Capital Input, Capital Input, Capital Input, Domestic Domestic

Quantity Index Price Index Quantity Index Price Index Quantity Index Price Index Capital Input, Capital Input,
Quantity Index Price Index

1949 46.1 0.891 34.0 0.801 35.8 0.679 116.1 0.797
19$0 47.3 1.027 34.9 0.194 39.0 0.846 121.2 0.930
1951 49.9 1.103 36.6 1.029 43.9 0.849 130.0 0.999
1952 53.3 1.011 37.6 0.968 46.6 0.938 137.3 0.971
1953 55.5 1.004 38.3 0.939 48.8 0.940 142.3 0.967
1954 57.6 0.970 31.9 0.930 51.1 0.969 148.0 0.961
1955 59.0 1.141 39.5 0.937 54.S 0.990 152.6 1.037
1956 61.9 1.101 40.3 0.164 58.9 1.011 160.8 1.010
1957 65.3 1.076 40.7 0.90S 61.1 1.003 167.7 J.(J09

1958 67.8 1.000 41.2 1.000 64.3 1.000 173.3 1.000
1959 68.1 1.154 41.6 0.925 65.6 1.067 176.0 1.061
1960 10.9 1.119 42.2 0.190 68.5 1.121 181.8 1.066
1961 73.4 1.110 42.8 0.938 11.1 1.131 187.7 1.079
1962 75.2 1.211 43.2 1.024 13.1 1.171 191.9 U51
1963 17.9 1.245 44.0 1.032 76.1 1.204 198.6 1.179
1964 SO.7 1.320 4.5.0 1.032 79.9 1.216 206.2 1.213
1965 84.5 1.421 46.0 1.113 84.2 1.269 215.S 1.291
1966 89.5 1.417 41.3 1.162 89.4 1.302 227.2 1.336
1967 96.2 1.390 48.6 1.137 94.5 1.270 240.7 1.283
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