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Table 1: Correlations between business’s fixed investment as % of GDP and 
the cost of capital  
 

  Tangible investment  Total investment including 
intangibles 

  Coefficients of correlation  
1946 to 2017 0.283 –0.375 
1946 to 1981 0.074 –0.081 
1981 to 2017 0.729 0.285 
  R2 
1946 to 2017 0.080 0.140 
1946 to 1981 0.005 0.007 
1981 to 2017 0.531 0.0813 
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Figure 1: Business investment and the cost of capital measured before 
interest and corporation tax 
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Figure 2: US TFP 
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Testing the NTV Model 
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Figure 3: US correlations between NTV (Equation 1) and 3 constituents 
(Equation 2). 
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Table 2: R2 correlations between changes in NTV, as calculated from 
Equation 1, and in the constituents of NTV, as set out in Equation 2. 
 

  Profit 
margins 

Apparent net 
cost of 

interest and 
current 
transfer 

payments 

Leverage Tax rate RoE 

1972 0.60 0.19 0.21 0.50 0.39 
1973 0.60 0.19 0.21 0.52 0.40 
1974 0.60 0.19 0.2 0.54 0.40 
1975 0.60 0.19 0.2 0.54 0.41 
1976 0.60 0.19 0.19 0.59 0.41 
1977 0.60 0.18 0.19 0.61 0.42 
1978 0.61 0.17 0.18 0.62 0.42 
1979 0.66 0.16 0.16 0.60 0.46 
1980 0.65 0.14 0.14 0.58 0.51 
1981 0.64 0.11 0.11 0.56 0.55 
1982 0.65 0.08 0.08 0.54 0.63 
1983 0.64 0.06 0.06 0.52 0.71 
1984 0.63 0.04 0.04 0.52 0.75 
1985 0.62 0.02 0.02 0.50 0.77 
1986 0.60 0.01 0.00 0.48 0.78 
1987 0.61 0.00 0.00 0.48 0.78 
1988 0.59 0.00 0.00 0.48 0.78 
1989 0.58 0.02 0.02 0.48 0.77 
1990 0.57 0.06 0.06 0.49 0.77 
1991 0.57 0.12 0.13 0.48 0.76 
1992 0.56 0.25 0.24 0.45 0.75 
1993 0.54 0.39 0.36 0.45 0.74 
1994 0.53 0.48 0.42 0.43 0.74 
1995 0.55 0.54 0.45 0.43 0.72 
1996 0.57 0.57 0.47 0.36 0.73 
1997 0.58 0.62 0.50 0.30 0.73 
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Figure 4: US corporate investment and RoE 
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Table 3: R2 correlations between tangible fixed investment by non-financial 
companies as % of gross output and RoE in the previous year  

1947 to 2017 0.112 
1947 to 1968 0.126 
1968 to 2000 0.494 
2000 to 2017 0.055 
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The Importance of the NTV Model for Policy 

                                                           

Table 4: NTV constituents in 2000 and 2017 

  Profit margins Corporation tax 
% Interest % Leverage 

2000 16.83 36.59 6.6 36.65 
2017 22.25 19.53 6.21 38.5 
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Figure 5: US impact on growth of changes in NTV 
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The Value of the Capital Stock   
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Figure 6: US mean reversion of capital stock value/NDP. 
 

 

2.3

2.5

2.8

3.0

3.3

3.5

3.8

4.0

4.3

4.5

4.8

2.3

2.5

2.8

3.0

3.3

3.5

3.8

4.0

4.3

4.5

4.8

1929 1936 1943 1950 1957 1964 1971 1978 1985 1992 1999 2006 2013

Va
lu

e 
of

 th
e 

ca
pi

ta
l s

to
ck

/n
et

 d
om

es
tic

 
ou

tp
ut

 (m
ea

su
re

d 
at

 c
ur

re
nt

 p
ric

es
).

Value/NDP Trend Mean

22



World Economics • Vol. 20 • No. 2 • April–June 2019 

Figure 7: UK and US capital/output ratios 
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Figure 8: UK and US non-financial companies' net profit margins 
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