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1. Introduction

An important structural change in the South African
economy since the mid-1980s has been the sharp
decline in the share of gross domestic fixed investment
relative to gross domestic product. This ratio fell from an
average of 24 per cent in the period 1960 to 1985 to
18% per cent in the period 1986 to 1995. Owing to this
decline, the rate of increase in real fixed capital stock
deteriorated from an average annual increase of 5% per
cent between 1960 and 1985 to about 1 per cent over
the last ten years.

Standard growth theory holds the view that the level
of fixed investment, and hence the growth rate of capital
stock, has a material influence on an economy'’s labour
productivity, business competitiveness and ultimately the
rate of increase in the standard of living. Estimates of
capital formation and the stock of physical capital are
therefore key indicators for assessing macro-economic
performance.

The purpose of this article is to describe the develop-
ments in South Africa’s fixed capital stock since 1960. As
a general background to this discussion, the first section
gives an overview of the methodology used in measuring
the capital stock for national accounts purposes. This is
followed by a brief discussion of the influence of
privatisation on the institutional classification of capital
stock. The next three sections deal with the growth in
fixed capital stock, changes in the composition of capital
stock and capital-output ratios. The last section contains
a summary and some concluding remarks.

2. Measurement and methodology

In an analysis of production, the effect of capital
accumulation on output and productivity is not so much
determined by the growth in the capital stock, but rather
by changes in the flow of services generated by that
stock. Unfortunately, the flow of services from capital is
difficult to obtain. In the absence of direct measures of
capital services, analyses of production usually assume
that such flows are to some extent proportional to the
changes in capital stock. In reality, this need not be the
case. For example, in an economy that emerges from a
recession, the use of existing plant and equipment
becomes more intensive and the flow of services from
capital rises faster than the increase in capital stock.
Strict proportionality does not apply. The change in
Capital stock therefore serves only as an approximate
indicator of the actual flow of capital services.

An estimate of the capital stock refers to a value
that is attached to the total physical capital in
existence at a specific point in time in an economy. In
contrast, the value of capital services is a flow and has
a specific time period dimension because it reflects
the changing capital inputs over a period of time.
However, irrespective of whether the focus is on the
capital stock or on the flow of capital services, the
estimates relate in principle to a physical measure:
estimates of the value of capital stock reflect the
actual physical capacity available for repeated use in
the production of other goods and services. In
practice, it is usually calculated as gross or net capital
stock in real terms and the “perpetual inventory
method” is used to produce estimates of the stock of
tangible reproducible assets.

In order to calculate the real value of fixed capital
stock, the gross domestic fixed investment at current
prices must be deflated by appropriate price indices.
Estimates of gross domestic fixed investment are made
for five types of assets, namely residential buildings, non-
residential buildings, construction works, transport
equipment, and machinery and other equipment. The
gross fixed investment in buildings and construction
works is deflated by price indices which reflect the
construction costs of these assets. Investment in
transport equipment and machinery and other
equipment is deflated by the specific production price
indices for these assets. The same price indices are
used for the assets of nearly all the different economic
sectors and institutions. The only exception is the
agricultural sector, for which machinery and transport
equipment are deflated with appropriated indices
compiled for farming requisites.

2.1 The definition of fixed capital stock

According to the guidelines of the 1993 United Nations
System of National Accounts (SNA), the capital account
records the values of non-financial assets and
distinguishes between the following five classifications:

- gross fixed capital formation;

consumption of fixed capital;

changes in inventories;

acquisitions less disposals of valuables; and
acquisitions less disposals of non-produced, non-
financial assets (e.g. mineral deposits).

Gross fixed capital formation, which is important for
calculating the fixed capital stock, comprises the value of
acquisitions less disposals of new or existing fixed assets.
Fixed assets consist of tangible and intangible assets
produced as outputs from production processes and
used repeatedly or continuously in other production
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