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ON THE ESTIMATION OF
GROSS CAPITAL FORMATION IN JAPAN
— With special reference to the “flow-stock condition” —

<€ Summary

Shigeru Ishiwata

An attempt is made in this paper to estimate gross capital formation
in the primary sector with a full consideration of keeping consistency
between flow and stock of capital, which is called the “flow-stock
condition.”

Up to present there is no consistent series of gross capital formation
with gross or net capital stock in the agriculture sector of prewar Yapan.
In order to derive gross capital formation gross capital stock is to be used
with the following equation:

M 1 = (K¢ - K&) + R
I° = gross capital formation, K€ = gross capital stock, R = replace-
ment investment and subscript t is year. In the agriculture sector the

where

difference of pross capital stock between two consecutive years often
becomes negative. When replacement investment is thus neglected, gross
capital formation is heavily under-estimated, which we call a *“trap” of
the “stock method” with the “change-in-stock method.”

In order to escape from the ““trap” another equation is adopted:

@ 1§ = &Y - KYy) + D,

where IN =net capital stock and D = depreciation. In our estimation
procedure replacement investment is estimated as a residual.

A new series of gross capital formation of prewar Japan is finally
derived and compared with the existing series and the importance of the
“trap” is also clearly revealed especially in the earlier perfod.



