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Understanding the Differences Between Gross Fixed Capital

Formation and Capital Stock in the System of National Accounts

INTRODUCTION

Capital plays a central role in economic growth, productivity and long-term development. Within the
System of National Accounts (SNA), capital is captured through two closely related but conceptually
distinct measures: Gross Fixed Capital Formation (GFCF) and Capital Stock.

Despite referring to the same underlying assets, these two concepts are often misunderstood or used
interchangeably. This newsletter clarifies the conceptual, accounting, and analytical differences between
GFCF and capital stock, highlighting their distinct roles as flow and stock measures in the SNA

framework.
p .. CONCEPTUAL OVERVIEW e —
GFCF Capital Stock
» A flow concept that measures investment > A stock concept that represents the total
activity over a specific accounting period such value of assets at a specific point in time,
as a quarter or a year recorded in balance sheet accounts
» Reflects the total value of new fixed assets » Reflects the accumulated value of all
acquired, minus any disposals made by produced fixed assets currently in existence
resident producers
» Covers physical assets like buildings, machinery > Unlike GFCF, capital stock is adjusted for
and vehicles, as well as Intellectual Property depreciation (consumption of fixed capital),
Products (IPP) used for more than one year asset retirement and changes in valuation
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COVERAGE AND SCOPE
Both GFCF and capital stock related to produced fixed assets, including:
i %‘)/’U: Machinery and Transport e I cld
il Structure = : . ul property
i .EEH )@Qb‘-' equipment equipment products
However, capital stock reflects the cumulative outcome of GFCF over many periods whereas GFCF E5EEE
focuses only on the current period’s investment. T
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ACCOUNTING RELATIONSHIP BETWEEN GFCF AND CAPITAL STOCK

In the SNA, GFCF is one of the main determinants of changes in capital stock but it is not the only factor.
The change in capital stock over a period can be expressed conceptually as:

_________________________________________________________

fixed capital £ Other changes — Revaluation effects

_________________________________________________________

This relationship highlights that capital stock depends not only on investment flows but also on depreciation,
asset losses, discoveries, price changes and reclassifications.

APPLICATIONS OF GFCF AND CAPITAL STOCK DATA

GFCF
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:' Closing capital stock = Opening capital stock + GFCF — Consumption of

Capital Stock
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P Monitor current investment trends

.’ Analyse productivity and potential output

‘) Assess business confidence and economic momentum

» Study wealth accumulation and asset sustainability

Evaluate the impact of fiscal incentives or
infrastructure programs

Support long-term development and structural policy

MEASUREMENT METHODS AND CHALLENGES

GFCF

Capital Stock

GFCF is typically measured directly using surveys,
administrative data and financial records. In contrast,
capital stock is usually estimated indirectly using the
Perpetual Inventory Method (PIM), which
accumulates past GFCF and subtracts depreciation
over asset lifetimes.

CONCLUSION

GFCF and capital stock are core concepts in the SNA, reflecting the flow and stock dimensions of capital,
respectively. While GFCF captures short-term investment behavior,

accumulation of productive assets.

Understanding the differences between these concepts is essential for accurate economic analysis, sound policy
formulation and meaningful interpretation of national accounts statistics. Rather than substitutes, GFCF and capital
stock should always be considered together to obtain a complete picture of capital dynamics in the economy. [=]%i i [x]
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Capital stock estimates are therefore sensitive to
assumptions about asset lives, depreciation patterns,
retirement functions and price indices. This makes
capital stock more complex to compile but also richer
in analytical value.

capital stock represents the long-term




