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Because investment spending has important implications for the short-run sustainability of the current 
cycle, as well as for long-run potential economic growth, we should be concerned if there are signs of 
excessive capital spending. 

In the series of reports that follow, we look at the investment outlook in the advanced economies of the 
world. Not only do we analyze the outlook for overall investment spending, we also disaggregate 
investment spending into its three principal components — equipment and machinery, intellectual 
property, and non-residential construction. 

The key takeaway of our analysis is that levels of capital spending in many advanced economies are 
not yet running meaningfully above their respective trends. Given the longevity of the current global 
expansion, this augurs well for continued growth in investment spending in advanced economies in 
the years ahead.
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Executive Summary 
Because investment spending has important implications for the short-run sustainability of the 
current cycle as well as for long-run potential economic growth, we should be concerned if there 
are signs of excessive capital spending. In a series of four reports, we look at the investment outlook 
in the advanced economies of the world. In the first report of the series, we find little evidence to 
suggest that advanced economies have over-invested over the past few years, which augurs well for 
continued growth in investment spending in those economies in the years ahead. 

The Importance of Investment Spending for Economic Growth 
A key driver for global economic growth in the years to come will be investment spending. Not only 
does investment spending contribute to the short-run sustainability of the current cycle, but capital 
investment is an important determinant of an economy’s long-run potential growth rate. 
Specifically, labor force growth and the improvement in the productivity of those workers 
determines the long-run potential growth rate for any economy. 

The productivity growth piece can be further divided into two drivers: growth in capital spending 
(the actual equipment and facilities utilized by the workers) and growth in total factor productivity 
(the intangibles that affect output per hour worked, such as education or new innovations). If labor 
force growth is weak, as it is in most advanced economies, then investment becomes more 
important, everything else equal, in determining the long-run growth potential of an economy. 

In a series of four reports we look at the investment outlook in the advanced economies of the 
world.1 Not only do we analyze the outlook for overall investment spending in this first report, but 
we also disaggregate investment spending into its three principal components (equipment and 
machinery, non-residential construction, and intellectual property) in subsequent reports. The key 
takeaway of our analysis is that levels of capital spending in many advanced economies are not yet 
running meaningfully above their respective trends despite the longevity of the current global 
expansion, which augurs well for continued growth in investment spending in advanced economies 
in the years ahead.  

Little Evidence of Over-Investment at This Time 
We constructed a time series of real investment spending in advanced economies that spans 
Q1-1995 to Q3-2017, to which we then fitted a trend line.2 As shown in Figure 1, real investment 

                                                             
1 Data limitations prevent us from analyzing the investment outlook in the developing world. We 
constructed our aggregate investment series from investment spending data from the United States, the 
Eurozone, Japan, the United Kingdom, South Korea, Canada, Australia, Denmark, Israel, Norway, 
Singapore and Sweden. In aggregate, these economies account for nearly 60 percent of global GDP 
(aggregated using market exchange rates). We focus on the first seven economies listed above in this and 
subsequent reports because they account for about 95 percent of investment spending in our 12-economy 
sample. 
2 The raw data on real investment spending were expressed in the currencies of the individual economies. 
We aggregated the data into U.S. dollars using PPP exchange rates. 
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spending in the advanced economies has doubled over the past 22 years. Although aggregate 
investment spending currently stands at an all-time high, it is essentially at its long-run trend. 
Actual investment spending in advanced economies exceeded its long-run trend by about 8 percent 
in the global expansion that ended in late 2000 and by 12 percent at the end of the last cycle. If the 
past is any guide, then investment spending in advanced economies has more room to run in the 
foreseeable future. Although investment spending may not eventually exceed its trend as much as 
it did during the past two expansions, there is no reason to think that it will peter out anytime soon 
either. 

Figure 1 

 

 

Figure 2 

 

Source: U.S. Department of Commerce, Eurostat, IMF, IHS Markit and Wells Fargo Securities 

As noted above, overall investment spending is comprised of three components. We will provide 
more detailed analysis of each component in our forthcoming reports, but Figure 2 shows current 
deviations from trend for each of the components. Spending on equipment and machinery, which 
accounts for about 40 percent of total investment spending in the advanced economies, is at trend 
at present, and non-residential construction spending (about 30 percent of the total) is just  
2 percent above trend at present. This latter spending category exceeded trend by 6 percent in 2000 
and by as much as nearly 12 percent in 2008. Consequently, spending on equipment and machinery 
as well as on non-residential construction would seem to have further room to run. Spending on 
intellectual property (roughly 30 percent of total investment spending) is currently about 4 percent 
below trend, suggesting that this spending component clearly could strengthen further.  

In sum, there is not much evidence of over-investment in advanced economies, at least not in the 
aggregate. But could there be over-investment in individual economies? Figure 3 shows deviations 
of actual investment from trend investment in individual advanced economies. Australia and 
Canada stand out with their significant degrees of under-investment relative to trend. We will have 
more to say about Australia and Canada in subsequent reports, but it appears that the commodities 
price bust of 2015-2016 depressed investment spending in these two economies in which the 
commodities producing sector is large. Investment spending is currently above trend in Japan, the 
United Kingdom and South Korea, but there were larger deviations from trend in these economies 
in previous cycles. Overall investment spending in the United States and the Eurozone is more or 
less at trend in both economies. In short, none of individual economies appear to be experiencing 
an investment “bubble” at present. 
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      Figure 3 

 

Source: U.S. Department of Commerce, Eurostat,  
IMF, IHS Markit and Wells Fargo Securities 

What Could Go Wrong? 
As noted above, there is little evidence to support the notion that advanced economies, either 
individually or in aggregate, have over-invested over the past few years. In theory, investment 
spending in most advanced economies should continue to expand for the foreseeable future. But 
are there any reasons to be concerned about a premature stall in capital spending in the next year 
or two?  

Investment spending tends to be interest rate sensitive, so monetary tightening could eventually 
weigh on growth in capital spending. The Federal Reserve has lifted its target rate for the fed funds 
rate 150 bps so far in this tightening cycle, and the Bank of Canada has hiked rates 75 bps since July 
(Figure 4). Most analysts, ourselves included, look for further rate hikes by these central banks 
going forward. That said, interest rates in the United States and Canada remain low in a historical 
context, and we do not expect that either central bank will hike rates in such an aggressive manner 
that it torpedoes investment spending. Central banks in other advanced economies have either not 
started to tighten policy (Australia, the Eurozone and Japan) or they have done so only slowly (the 
United Kingdom and South Korea). In short, it does not appear that monetary tightening will short-
circuit the expansion in investment spending in advanced economies anytime soon. 

Figure 4 

 

 

Figure 5 

 

Source: Bloomberg LP and Wells Fargo Securities 

Could excess capacity constrain growth in investment spending? As shown in Figure 5, an index of 
industrial capacity utilization in advanced economies that we constructed has rebounded markedly 
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since the depths of the Great Recession.3 That said, it is only at its average level of the past 30 years, 
which suggests that there may still be some excess capacity in advanced economies. Although 
measures of capacity utilization are currently above average in the Eurozone, the United Kingdom 
and Canada, they are below average in the United States, Japan and South Korea. 

There are two caveats to keep in mind, however. First, capacity utilization does not need to be above 
average before industrial companies start to invest. Growth in investment spending turned positive 
in many economies shortly after the Great Recession ended. Second, the capacity utilization index 
that is shown in Figure 5 is for the industrial sector, which comprises a relatively small share of 
advanced economies. Services account for the majority of value added in advanced economies, but 
there generally are not good measures of capacity utilization in this sector. But with unemployment 
falling to its lowest rates in years, if not in decades, across advanced economies, it does not appear 
that service sectors are swimming in excess capacity in those economies. In short, we do not believe 
that capacity concerns will act as a meaningful brake on investment spending in advanced 
economies. 

Of course, the outlook for investment spending in advanced economies could turn south if the 
overall cycle were to stall. Although we and most other forecasters expect the global economic 
expansion to continue through at least the end of 2019, unforeseen events could potentially lead to 
another economic downturn. In that regard, the world is full of geopolitical risks that, if disruptive 
enough, could lead to a premature end to the global economic expansion. Because those events are 
more or less impossible to forecast, we will eschew further discussion of them in this report. 

Conclusion 
Investment spending in advanced economies tumbled 14 percent between Q1-2008 and Q3-2009. 
Although total investment spending has grown more or less continuously since  
mid-2009, it is only back to the upward trend that it has followed for the past 20 years or so. In 
short, there is little evidence to suggest that advanced economies have over-invested over the past 
few years. In our view, overall investment spending in advanced economies can continue to grow 
for the foreseeable future. Everything else equal, continued growth in investment spending should 
enhance the sustainability of the current global expansion. 

Although the aggregate amount of investment spending in advanced economies appears to be more 
or less “normal” at present, individual components in some individual economies could be at 
excessive levels. We will drill down further into individual components of investment spending in 
subsequent reports to ascertain if there are any pockets of concern regarding the investment 
spending outlook.

                                                             
3 To construct the index we use data on capacity utilization rates in the overall industrial sector in the 
United States, the Eurozone, the United Kingdom, Canada and Australia. For Japan and South Korea, 
however, we only have data on capacity utilization in the manufacturing sector. Because manufacturing 
accounts for the vast majority of value added in the industrial sector in most economies, we do not believe 
that we have introduced a material omission in our index of capacity utilization in advanced economies.  
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Executive Summary 
In this second installment of a special four-part series, we focus on equipment and machinery 
spending in the world’s advanced economies. The broader series considers the investment outlook 
in the advanced economies of the world.1 In the first report, we found little evidence to suggest that 
advanced economies have over-invested over the past few years and that there is scope for 
continued growth in investment spending in the years ahead. Equipment and machinery spending 
comprises roughly 40 percent of overall investment in the advanced economies of the world. We 
find that equipment spending growth is right in line with its long-run trend on an aggregate basis, 
although the experience does vary by country. This category can be more volatile than other 
measures of business spending, but has room to expand as the global expansion continues. 

Zero Deviation from Trend, Although Anything but Stable Over Time  
Figure 1 shows the current deviation from trend for overall investment spending and for each of its 
primary components. Overall spending is on-trend, while non-residential construction is slightly 
above trend and intellectual property is below trend at present; each comprises about 30 percent 
of the total and will be the subject of subsequent reports in this series. In this installment of our  
four-report series on global investment, we focus on the 40 percent share of investment outlays 
that goes to the purchase of equipment and machinery, which is spot-on trend at present. 

Figure 1 

 

 

Figure 2 

 

Source: U.S. Department of Commerce, Eurostat, IMF, IHS Markit and Wells Fargo Securities 

Although equipment spending is right in-line with its trend at the moment, it has been anything 
but stable over the 22-year period captured in our study. To get a sense of how equipment spending 
looks relative to trend, we plot a time series of aggregate equipment spending since 1995 (Figure 2). 

                                                             
1 For a detailed discussion of our aggregation methodology we direct interested readers to the footnotes of 
the first report in this series, “Global Investment Outlook: Part I” (2018).  
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The most obvious take-away from this graph, perhaps not unsurprisingly, is the build-up in 
spending in the period leading up to the financial crisis in 2008 and the subsequent cratering that 
occurred during the global recession in 2009.  

On a peak-to-trough basis, equipment spending fell by roughly 23 percent between its 2008 high 
and its 2009 low. That decline is considerably larger than the 14 percent decline in broader 
investment spending during the same period. This suggests that equipment spending can be more 
volatile than aggregate business spending, or at least it was in the most recent downturn. 

Another take-away from Figure 2 is the similar build-up and subsequent retrenchment that 
occurred around the dot-com bubble, which led to the U.S. recession in 2001. This clearly had 
implications for equipment cap-ex spending on a global basis in that period.    

Less obvious is what has been happening with global equipment spending during the present (post-
2009) cycle. In the rest of this report we unpack what has driven equipment spending in the 
advanced economies of the world in the current cycle.  

Who Has the Energy for This? Equipment Spending in Current Cycle 
Looking at the time series of equipment spending relative trend in Figure 2, the trend-line looks 
almost like a de-facto ceiling during the current expansion. While equipment spending fell 
precipitously in the fallout of the global recession, it was right back to trend by the end of 2011. Yet, 
remarkably, in the roughly seven years that have subsequently passed, equipment spending has  
(at various times) approached trend, but never convincingly broken through. 

To some extent, this may simply reflect a degree of caution among business managers scarred by 
the experience of the recession, when overspending on capital in the years leading up to the peak 
left businesses with little alternative than to throttle way back on spending in 2009. This is evident 
in the United States, for example, where caution has prevailed in terms of overall equipment 
investment as economic growth in the current expansion has been weaker than other post-war 
expansions.    

Another factor may be volatile oil and commodity prices, which boosted equipment and machinery 
spending in economies where those commodities are an important component of economic activity 
(e.g., Australia and Canada). Figure 3 shows current deviations from trend for equipment spending 
across the various economies in our study. Australia and Canada are clear outliers here, with 
current levels of capital spending that are 22 and 15 percent below trend, respectively. 

Figure 3 

 

 

Figure 4 

 

Source: U.S. Department of Commerce, Eurostat, IMF, IHS Markit and Wells Fargo Securities 
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It bears noting that as a share of overall global equipment spending, these two economies together 
account for less than 5 percent of the total (Figure 4). Still, the patterns in equipment spending in 
both Australia and Canada follow a remarkably similar trajectory as is evident in looking at the time 
series for each plotted in Figures 5 and 6.  

We have added some vertical lines to these graphs that correspond to key inflection points or 
turning points for commodity prices broadly as represented by crude oil prices specifically. Green 
vertical lines indicate the quarter during which prices bottomed or the start of an uptrend. Red 
vertical lines indicate the quarter in which prices topped, indicating the end of a capital spending 
boom. When commodity prices are high or rising, equipment spending in Australia and Canada 
tends to be above trend. A period of low or falling prices tends to be associated with retrenchment 
in equipment spending in these economies as is evident in Figure 5 and Figure 6 as well as the 
current deviations from trend (Figure 3), where Australia and Canada are the major outliers after 
a number of years of low oil and commodity prices. 

Figure 5 

 

 

Figure 6 

 

Source: Bloomberg LP, IMF, IHS Markit and Wells Fargo Securities 

While it is true that Australia and Canada together account for less than 5 percent of global 
equipment spending, these are not the only countries where equipment spending tends to respond 
to commodity prices. In fact, energy-related spending has become a much more important factor 
in the United States over the past decade or so, as fracking technology has helped catapult the 
United States into one of the largest crude oil producers in the world. As the United States accounts 
for 37 percent of all the advanced economy spending on equipment, even a subtle change here can 
have implications for global spending patterns.  

To offer one data-based measure of the extent to which energy spending has become a more 
important driver of investment in the United States, consider Figure 7, which plots the share of 
overall equipment investment spent on energy. Spending on mining and oilfield machinery went 
from around 1 percent of total equipment spending in the late 1990s and early 2000s to about 
3 percent by late 2012—about a threefold increase. 
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      Figure 7 

 

Source: U.S. Department of Commerce 
 and Wells Fargo Securities 

Equipment spending in the Eurozone is 2 percent above trend, while in Japan it is about 2 percent 
below. Together, these economies comprise more than 40 percent of global equipment spending, 
but a mere 2 percent deviation from trend is not huge, particularly in the context of the double-
digit percentage point deviations from trend we observe in Australia and Canada. 

Somewhat more conspicuous is the fact that South Korea is roughly 8 percent above trend in its 
equipment spending and that spending in the United Kingdom is 9 percent over its trend. Are these 
economies overextended in terms of capital spending on equipment and thus poised for a pullback? 
Perhaps, but not to a worrying degree. Equipment spending in the export-oriented economy of 
South Korea is plotted in Figure 8. Cyclicality is the norm as equipment spending tends to ramp-
up and then dial back in response to fluctuation in global economic growth. South Korea accounts 
for 6 percent of global equipment spending, so modest fluctuations here do not move the needle 
much for global spending. 

Figure 8 

 

 

Figure 9 

 

Source: Eurostat, IMF, IHS Markit and Wells Fargo Securities 

Equipment spending in the United Kingdom ramped up sharply between 2013 and 2015 as the 
British economy accelerated. However, investment spending has been more or less flat on balance 
since the Brexit referendum in 2016 introduced some significant uncertainty into the United 
Kingdom’s economic outlook. Consequently, the deviation from trend has narrowed in recent 
quarters. The United Kingdom accounts for just 4 percent of outlays on equipment in advanced 
economies. Given the greater relative importance of the service sector in the United Kingdom, 
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perhaps it is not surprising that the world’s sixth largest individual economy should punch below 
its fighting weight in terms of capital spending on equipment and machinery. By any reckoning, it 
would take a tremendous retrenchment in United Kingdom capital spending to hold back 
equipment growth globally. 

What Could Go Wrong? 
As noted in our first report of this series, there is little evidence to support the notion that advanced 
economies, either individually or in aggregate, have over-invested over the past few years. This 
second installment, which focuses on the equipment spending component of overall investment 
spending, is consistent with that view. With equipment spending in advanced economies spot-on 
trend, it stands to reason that continued outlays on equipment and machinery in those economies 
should continue to expand for the foreseeable future. But are there any reasons to be concerned 
about a premature stall in capital spending in the next year or two?  

Given the close ties to energy in capital spending on equipment and machinery in Australia, Canada 
and to a lesser extent the United States, a sudden drop in energy and/or commodity prices broadly 
could lead to a renewed bout of cutbacks in energy spending.  

Investment spending in general tends to be interest rate sensitive, so monetary tightening could 
eventually weigh on growth in capital spending although in our estimation, equipment spending is 
not where that retrenchment tends to take place. Interestingly, our prior analysis finds that 
equipment investment in the United States has been remarkably resilient to higher interest rates 
in recent cycles.2 So, equipment spending, while not impervious to higher rates, may prove 
somewhat more resilient than other categories of investment. Besides, as we noted in our first 
report in this series, the gradual and incremental monetary policy normalization around the world 
likely will not derail the expansion in investment spending in advanced economies anytime soon. 

Conclusion 
Investment spending in advanced economies fell 14 percent between its 2008 high and its 2009 
low. The commensurate decline in equipment spending, the category of business spending, which 
makes up about 40 percent of the total, posted an even larger drop of 23 percent.   

Although equipment outlays returned to near-trend by 2011, just two years after the global 
recession of 2009, it has remained at- or slightly below trend in the seven subsequent years. A 
number of factors explain this including a weaker growth backdrop in the United States and 
significant volatility in commodity prices, which weighed on equipment spending in commodity-
centric economies like Australia and Canada. Equipment spending in the U.S. economy is also 
increasingly tied to commodities. Barring a significant deterioration in the global growth outlook 
and/or a sharp decline in commodity prices, we believe there is scope for continued growth in 
investment spending on equipment and machinery in the advanced economies of the world. 

 
 

                                                             
2 “Equipment Spending: It’s Not About Rates Anyway,” Quinlan, House and Nelson, September 14, 2015, 
Wells Fargo Economics, Available from any author of this report upon request.  
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Executive Summary 
In the third installment of our series on global investment trends, we look at the state of intellectual 
property spending. Overall investment spending in advanced economies is growing closely in line 
with its historic trend at present. One area where investment has been weak, however, is intellectual 
property. Spending on intellectual property products (IPP), which captures the intangible 
investment businesses make, is currently 4.5 percent below its long-run trend. IPP investment 
therefore is likely to be one area that continues to fuel the global expansion. Beyond the current 
cycle, the unique characteristics of intellectual property make it key to raising productivity and 
economic growth on a prolonged basis.  

Defining the Intangible 
Intellectual property products (IPP) capture the physically intangible investments companies 
make. With a more wonky name than “equipment” or “structures” prescribed to this category, it is 
perhaps easiest to understand IPP by its subcomponents. The first major component of IPP is 
software. Like a new piece of equipment, the latest and greatest software can make workers’ jobs 
easier and allow them to produce more. Software investment includes both pre-packaged products 
and in-house developments that are not sold on the market.  

The second major component of IPP is research and development. Historically, R&D was 
categorized as an expense. Increasingly, however, R&D is being recognized and accounted for as 
investment. The United Nation’s System of National Accounts, which sets international standards 
for GDP accounting, defines R&D investment as “creative work undertaken on a systematic basis 
to increase the stock of knowledge, and use of this stock of knowledge for the purpose of discovering 
or developing new products, including improved versions or qualities of existing products, or 
discovering or developing new or more efficient processes of production.” As such, R&D is like a 
new piece of machinery that creates products or improves the production process.  

In addition to software and R&D, IPP also includes “entertainment, literary and artistic originals.” 
While movies, books and music may not strike one as “investment,” it represents a relatively small 
share of IPP. In the United States for example, where the entertainment industry benefits from a 
relatively global reach, this type of “investment” accounts for only about 10 percent of IPP.  

In some countries, mineral exploration is also incorporated in IPP. In others, however, such as the 
United States, mineral exploration is categorized under structures. Where possible, we exclude 
mineral exploration from our measure of intellectual property investment and move it to the  
structures component of investment spending. The countries most affected by this change are 
Canada and Australia, where mineral exploration has at times during our sample period accounted 
for more than 25 percent of IPP.1  

                                                             
1 A breakout was not available for some countries in our dataset, including the Eurozone and United 
Kingdom, although based on the size and structure of their economies, we suspect this has had little impact 
on our aggregate global estimates of IPP investment. 
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Plenty of Room for Intellectual Property Investment to Run  
Investment in intellectual property products has steadily grown in importance over the past  
two decades and currently comprises almost 30 percent of investment spending in advanced 
economies. IPP spending tends to be less cyclical than more traditional forms of investment such 
as equipment and structures. The shorter shelf-life and typically lower price tag of software 
compared to equipment and structures means companies need to re-invest more frequently and 
are less likely to hold off on outlays for the broader economic environment to improve (Figure 1). 
At the same time, the lengthy nature of private R&D and its tendency to be financed internally 
makes IPP investment relatively steady when compared to equipment and structures. 

Figure 1 

 

 

Figure 2 

 

Source: Eurostat, IMF, IHS Markit, U.S. Department of Commerce and Wells Fargo Securities 

That is not to say that IPP investment is immune to fluctuations. The tech-bubble in the late 1990s 
is a prime example of how software spending can get ahead of itself. Therefore, IPP investment can 
at times deviate from its underlying trend, even if the magnitude is not as stark as those seen in the 
equipment and structures category. For instance, in early 2001, IPP spending had crested almost  
8 percent above its trend.    

At present, investment in intellectual property has been running below its long-term trend  
(Figure 2). In the third quarter of 2017, the latest period in our dataset, spending on IPP among 
advanced economies was 4.5 percent below trend. That represents the largest shortfall since 1997 
when the tech boom was beginning to get underway. As such, we believe private investment in 
intellectual property products is far from over-extended.  

Under-Investment in IPP Is Widespread Across Advanced Economies 
Is there the same potential for a pickup in IPP investment across countries? Figure 3 illustrates the 
gap between current spending on intellectual property products and each country’s respective long-
run trend. Under-investment has been the norm across advanced economies in recent years, 
although to varying degrees. 

In most of the countries in our study, the shortfall stems from slower growth in software spending. 
Software investment in advanced economies ramped up in the late 1990s and early 2000s amid the 
diffusion of information and communication technologies (ICT).  The rapid rate of adoption, which 
led to the U.S. tech bubble, lifted the overall trend in software spending. Now with software widely 
adopted, the same pace of growth registered nearly two decades ago has been hard to match. 
Investment in software is 9 percent or more below its trend in the United States, Japan, Korea and 
Canada.2 Only in Australia is software spending growing in line with historical rates (Figure 4). 

                                                             
2 Detailed breakouts of IPP components were not available for the Eurozone and United Kingdom, while 
details on Japan’s IPP investment were only available annually through 2016.  
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Figure 3 

 

 

Figure 4 

 

Source: Eurostat, IMF, IHS Markit, U.S. Department of Commerce and Wells Fargo Securities 

By our analysis, however, Australia still records the largest shortfall in total intellectual property 
investment. That is because private R&D spending is a whopping 22 percent below its historic 
trend. Canada and Korea have also seen R&D investment flag in recent years, leading to deficits of 
9 percent and 10 percent, respectively. Changes—or lack thereof—to R&D policy after concerted 
efforts in the late 1990s and early 2000s to raise business R&D have likely contributed to the 
slowdown in Australia and Canada. The drop in commodity prices, which hit equipment and 
structures spending in both countries particularly hard, also has weighed on related R&D spending. 
In Korea, where nearly 90 percent of private R&D is undertaken by manufacturers, the slowdown 
in global trade has taken a toll on R&D investment, similar to the late 1990s and during the Asian 
Financial crisis.3  

Headwinds and Tailwinds: The Outlook for IPP Investment 
By our analysis, intellectual property is currently seeing the biggest shortfall among major 
investment categories in advanced economies, implying upside potential. But will we see 
investment in this category live up to its potential?  

The growing importance of IPP in the modern economy suggests that investment in this category 
should remain strong and account for an increasing share of GDP (Figure 5). Spending on 
intellectual property products is benefiting from long-term trends, including the transition to a 
more service-based economy. While companies in the service sector still need physical equipment 
like computers, or structures like office buildings, intellectual property products tend to comprise 
a larger share of investment than in goods-producing industries. In the United States for example, 
service industries devote about 40 percent of investment toward intellectual property compared to 
20 percent in the goods-producing sector. Therefore, the continued long-run shift to a more-service 
oriented economy should be supportive of advanced economies’ spending on intellectual property 
products.  

                                                             
3 OECD Research and Development Expenditure by Industry, 2017 
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Figure 5 

 

 

Figure 6 

 

Source: Eurostat, IMF, IHS Markit, U.S. Department of Commerce and Wells Fargo Securities 

Beyond the service sector, the growing importance of advanced technology stands to benefit IPP 
investment. Digital technology has become more heavily used across all industries. Software runs 
machinery at advanced manufacturing plants, while research and development remains a vital way 
for the manufacturing industry in advanced economies to stay competitive with producers in 
developing economies. Perhaps not surprisingly then, IPP investment has taken on growing 
importance even within the goods producing sector. For example, although the U.S. goods-
producing sector allocates only 20 percent of investment toward IPP, that is up from 13 percent in 
1995 (Figure 6).  

As discussed earlier, however, the long-term trend in IPP was likely raised by the software 
investment frenzy surrounding the tech bubble. As a result, it may not be surprising for IPP to 
continue to run below its current trend line for some time even as it continues to outpace other 
areas of the economy.  

In addition, the intangible nature of intellectual property can create headwinds for investment. The 
ability for IPP investments to be used by other businesses, including competitors (as recent trade 
discussions have highlighted) can deter spending. Software created in-house can be copied and used 
elsewhere; research and development can create spillovers that other companies and industries can 
benefit from. While that is good for the economy as a whole, it can discourage individual companies 
from undertaking such investment in the first place. That makes policies surrounding the 
protection of intellectual property and public funding for basic research (which lays the ground 
work for applied industry research) an important factor in the outlook for private IPP investment.    

Conclusion: IPP Investment Holds the Key  
Investment in intellectual property in advanced economies looks weak at present relative to its 
historic trend. That suggests that business spending in this area is far from being over-extended, 
and, as a result, investment in intellectual property is likely to be one area that continues to fuel the 
global expansion.  

A pickup in IPP investment would not only support near-term growth, but could be integral to 
improving productivity. As we mentioned in the first installment of this series, productivity can be 
divided into two drivers: growth in capital spending (the actual equipment and facilities used by 
workers) and growth in total factor productivity (the intangibles that affect output per worker, such 
as education and or new innovations). A new machine or rail car might work better than the old 
one and raise worker productivity. However, the revolutionary innovations that can lift productivity 
growth on a more sustained basis stem from total factor productivity (TFP), which is more often 
the result of “intangible” investment. 4    

                                                             
4 Cardarelli, Roberto and Lusine Lusinyan. “U.S. Total Factor Productivity Slowdown: Evidence from the 
U.S. States.” IMF Working Paper 15-115, May 2015.  
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Structures Spending in the Advanced Economies 

Executive Summary 
In this final installment of our four-part series on investment trends among the advanced 
economies of the world, we look at the non-residential structures component of investment 
spending. We concluded in our preceding reports that there is little evidence of over-investment in 
machinery & equipment and in intellectual property in advanced economies at this time. In this 
installment, we discuss country-specific trends in non-residential structures spending, which is 
above trend on an aggregate basis at present. Despite the, perhaps, perceived overheated state of 
non-residential structures spending, our historical analysis highlights the cyclicality associated 
with this component of investment spending. Understanding the current and past trends associated 
with structures spending can aid in interpreting the short-run sustainability of the current 
expansion, as well as long-run potential of global economic growth.  

The Structure of Structures Spending  
Non-residential structures investment quantifies the capital spending of an economy on its 
productive structures. Real structures investment traditionally includes the inflation-adjusted 
value of private nonresidential construction spending put-in-place (including improvements), 
drilling and mineral exploration as well as brokers’ commissions.1 This component of spending 
represents about 30 percent of overall investment in the advanced economies. Consequently, in 
understanding structures spending, we are able to better evaluate the current state of the global 
expansion.  

Increased construction spending, be it toward the development of new structures, or improvements 
to existing ones, is a sign of economic growth. In theory, a flourishing economy will require 
adaptations through improvements to its physical assets to account for a growing labor force as 
well as technological developments. Figure 1 depicts a time series for real non-residential structures 
spending in the advanced economies. The retrenchment in investment, which occurred after the 
2001 and 2007 peaks in global economic activity, can partially be expected due to the cyclical nature 
of this component of investment spending. A corporation’s desire to invest in new facilities, as well 
as perform exploratory research, fluctuates with a firm’s expectations regarding the economic 
outlook. During a recessionary period, financing constraints restrict a firm’s ability to invest, while 
there is little desire to invest due to uncertainty overwhelming market demand. Non-residential 
structures investment, consequently improves with expectations regarding the economic 
environment.  

                                                             
1 In some countries, mineral exploration was incorporated in the intellectual property products (IPP) 
investment category (Australia, Canada). In order to complete our comparative analysis we exclude 
mineral exploration from our measure of IPP and move it to structures. For a more detailed analysis of 
our IPP measure of investment please see, “Global Investment Outlook: Part III”, (2018).  
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Above Trend, but Perhaps Not As Much As Expected 
Our non-residential structures spending time series reveals that this component of investment 
spending currently stands roughly 2 percent above its long-term trend going back to 1995.2 Despite 
being above trend, this 2 percent overshoot in spending is trivial when compared to the heights 
reached preceding the past two recessions. Non-residential structures spending was roughly 
6 percent above trend in the early 2000s, and as high as 11 percent above trend in 2007.  

Looking at this from a different perspective, notice that the level of actual spending in the advanced 
economies remains below the peak reached prior to the Great Recession. This is unique to this 
category of investment spending and likely a result of increased caution surrounding construction 
spending, both residential and non-residential, due to its role in provoking the past global 
recession. Although we are not expecting non-residential structures spending to necessarily exceed 
trend to the extent seen in the mid 2000s, our historical analysis leads us to believe non-residential 
structures spending has more room to run in this expansion.   

Figure 1 

 

 

Figure 2 

 

Source: Eurostat, IMF, IHS Markit, U.S. Department of Commerce and Wells Fargo Securities 

Perhaps the best way to understand why global non-residential structures spending is currently 
above trend is to analyze the behavior of the largest countries that make up our aggregate series. In 
evaluating Figure 2, which depicts the deviation from trend by country, one will notice that the 
results are rather mixed. Australia and Canada present the greatest short-falls, 26 percent and  
15 percent respectively, while Japan and South Korea are most significantly above trend at present, 
17 percent and 18 percent respectively. The Eurozone, the United Kingdom and the United States 
are closer to their respective trends.  

Short-fall in Spending Presents Opportunity 
It is worth noting that Australia and Canada have experienced their largest short-falls relative to 
trend in the current expansion. That is, they both hit their most significant levels below trend 
recently. In a previous installment to this series, we discussed the relative reliance of the Australian 
and Canadian economies on the production of commodities. Fluctuations in commodity prices, 
more specifically crude oil prices, demonstrate a visible linkage to equipment investment in both 
economies.3  

A similar commodity-driven story appears within the non-residential structures sector of 
investment. The engineering structures and mineral exploration components, together, make up 

                                                             
2 For a detailed methodology of our aggregation method, as well as full list of the advanced economies 
utilized in our study, we direct interested readers to the footnotes of the first report in this series,  
“Global Investment Outlook: Part I”, (2018).  
3 To avoid repetition, we direct interested readers to the second installment in this series for a more 
detailed analysis on equipment investment, and specifically the discussion regarding Australia and 
Canada relative to commodity prices. This report can be found here, “Global Investment Outlook: Part II”, 
(2018). 
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more than half of Australia’s and Canada’s non-residential structures component of investment 
spending. In 2017, engineering structures and mineral exploration accounted for roughly 
60 percent of total non-residential structures investment in Australia and about 70 percent of 
investment in Canada. Figure 3 and Figure 4 depict actual spending on non-residential structures 
in both economies, with the dotted lines representing average commodity prices. Despite the 
increased volatility associated with commodity prices, it is clear that structures investment in these 
two economies follow overall fluctuations in commodities. With a slight lag, the peak of commodity 
prices in 2014 came with a drop-off in structures spending in both economies, and is likely the 
leading factor behind the current short-falls. Despite the more recent firming of commodity prices, 
investment spending has not fully regained its strength, which ultimately presents upside potential 
for non-residential structures investment spending in Australia and Canada.   

Figure 3 

 

 

Figure 4 

 

Source: Bloomberg LP, IMF, IHS Markit and Wells Fargo Securities 

Are the Over-extended Economies Due for a Correction? 
On the other end of the spectrum, we have Japan and South Korea. Together, these two economies 
account for roughly a quarter of our aggregate non-residential structures investment measure. With 
both countries close to 20 percent above trend at present, this raises the natural question of whether 
these two economies are positioned for a potential pull-back in spending. 

On March 11, 2011, Japan experienced the Tōhoku earthquake and subsequent tsunami 
(represented as the dotted line in Figure 5), which was the most powerful earthquake ever recorded 
in Japan and the costliest natural disaster the world has ever experienced. According to Japan’s 
Reconstruction Agency, the natural disaster resulted in widespread damages, with specific 
destruction to structures; “In total, over 120,000 buildings were totally destroyed, a further 
278,000 buildings suffered severe damage, and another approximately 720,000 buildings were 
partially damaged.”4 Natural disasters, such as the one experienced in Japan, can burden an 
economy’s physical assets, resulting in widespread investment to rebuild the physical economy.  

Construction replacement activity was projected to take 5 to 10 years, and damages have been more 
recently estimated to have totaled $360 billion. We may continue to see a slight rise in spending in 
the immediate future, as reconstruction continues. Since construction has been driven by 
replacement we do not view outlays as out of balance with underlying conditions. However, as 
reconstruction efforts wind down, infrastructure spending is likely to slow.  

                                                             
4 Reconstruction Agency. “Great East Japan Earthquake”. 
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Figure 5 

 

 

Figure 6 

 

Source: Eurostat, IMF, IHS Markit and Wells Fargo Securities 

Non-residential structures investment spending in South Korea, however, presents a slightly 
different story. Following the Asian financial crisis, which began in 1997, investment spending took 
a hit in South Korea. After gradually gaining momentum and remaining near trend since 2003, 
non-residential structures spending has experienced a surge since 2016. We attribute this rise in 
investment, at least in part, to the estimated $13 billion in new construction that took place in South 
Korea to prepare for the PyeongChang 2018 Olympic Winter Games. The games have come to a 
close, so non-residential structures spending is likely to subside.  

There has been discussion, however, of demolishing some of the structures that were created for 
the Olympic Games to prevent such facilities from becoming a sort of “wasteland,” as has been the 
experience of past Olympic hosts. Reconstructing these areas to serve a different purpose could 
enable non-residential structures spending to remain elevated in the short term. However, as in 
Japan, we expect to eventually see a gradual pull-back in investment spending in South Korea from 
the recent surge, which has been driven by a non-cyclical, one-time event construction effort.  

Up, Up and Away or Near Trend they Stay? 
The Eurozone, the United Kingdom and the United States together represent roughly 60 percent of 
our aggregate non-residential structures series. Consequently, spending on non-residential 
construction in these economies will have large implications for the overall aggregate measure of 
spending.  

While most economies had started to recover from the global recession in 2009, the European 
sovereign debt crisis impeded structures investment in the Eurozone. Despite being 4 percent 
below trend, we expect non-residential structures spending in the euro area will rise in coming 
quarters. Stabilization in long-term interest rates has fostered increased non-residential structures 
investment (Figure 7 & Figure 8). The low interest rate environment that exists in the Eurozone has 
spurred increased investment through low borrowing costs. We expect the European Central Bank 
will start to hike rates next year, but the gradual pace of tightening that we expect should not 
suppress investment spending in the euro area in the foreseeable future.   
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Figure 7 

 

 

Figure 8 

 

Source: Eurostat, IMF, IHS Markit and Wells Fargo Securities 

The United States may be the only country truly over-extended, although only to a modest degree. 
As illustrated in Figure 9, its current above trend position remains well-below heights seen in the 
lead-up to the past two recessions. As was the case in Australia and Canada, non-residential 
structures spending in the United States tends to fluctuate with commodity prices, but more 
specifically oil prices. The rig count, which is a strong predictor of overall structure investment, 
tends to trail fluctuations in oil prices. That is, a peak in rig count follows a peak in oil prices, as 
demand for drilling services slows. The investment component in the United States economy most 
affected by fluctuations in oil prices is the mining exploration, shafts and wells component, as 
depicted in Figure 10. This investment component is mostly expenditures associated with 
petroleum and natural gas drilling and accounted for about 18 percent of total non-residential 
structures outlays in the United States in 2017.    

Figure 9 

 

 

Figure 10 

 

Source: IMF, IHS Markit, U.S. Department of Commerce, Baker Hughes and Wells Fargo Securities 

Fluctuations in oil prices are not the only driver of non-residential structures spending in the 
United States, as more than two-thirds of the total comes from the value of private non-residential 
construction put-in-place. Non-residential structures construction spending has moved-sideways 
in the United States, likely due to increased caution regarding the industry after the run-up and 
subsequent crash related to the Great Recession.  

The passage of the Tax Cuts and Jobs Act last year, along with continued economic growth and tight 
labor market conditions are supportive of increased non-residential structures spending. Given 
some looming risks, however, we remain cautious on the outlook for non-residential structures 

0%

2%

4%

6%

8%

10%

12%

14%

16%

0%

2%

4%

6%

8%

10%

12%

14%

16%

2003 2005 2007 2009 2011 2013 2015 2017

10-Year Government Bond Yields
Percent

Italy: Apr-26 @ 1.8%

Spain: Apr-26 @ 1.3%

Ireland: Apr 26 @ 1.0%

Portugal: Apr 26 @ 1.7%

$500

$550

$600

$650

$700

$750

$800

$500

$550

$600

$650

$700

$750

$800

1995 1998 2001 2004 2007 2010 2013 2016

T
h
o
u
s
a
n
d
s

T
h
o
u
s
a
n
d
s

Eurozone: Non-Residential Spending
Billions of Real USD

Actual Spending: Q3 @ $638.2B

Trend: Q3 @ $664.8B

$300

$350

$400

$450

$500

$550

$600

$300

$350

$400

$450

$500

$550

$600

1995 1998 2001 2004 2007 2010 2013 2016

T
h
o
u
s
a
n
d
s

United States: Non-Residential Spending
Billions of Real USD

Actual Spending: Q3 @ $467.4B

Trend: Q3 @ $438.3B

0

200

400

600

800

1,000

1,200

1,400

1,600

$0

$20

$40

$60

$80

$100

$120

$140

$160

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

Structure Mining Exploration vs Rig Count
Spending in Billions, In 2009 Dollars, Total Oil Rotary Rigs

Real Mining Spending: Q1 @ $95.2 (Left Axis)
Oil Rig Count: Q1 @ 780.8 (Right Axis)

The United 
States may be 
the only 
country truly 
over-extended, 
although only 
to a modest 
degree.  



Global Investment Outlook: Part IV WELLS FARGO SECURITIES 
April 26, 2018 ECONOMICS GROUP 

 

 

 6 

spending in the United States. Recent trade tensions have escalated the potential of higher material 
costs, which could have negative implications for the industry. Similarly, as the gradual pace of Fed 
tightening continues, higher interest rates may weigh on growth in non-residential structures 
investment, at least at the margin. All things considered, we expect non-residential structures 
spending in the United States to rise further, although we do not anticipate a spike in spending as 
was the case before the Great Recession.  

The Outlook for Non-residential Investment  
Non-residential structures is the only component of investment spending currently above trend in 
the advanced economies, which initially presents a slight downside risk to the outlook for 
investment spending. After analyzing historic levels and country-specific trends, the current 
2 percent deviation from trend does not warrant much concern at this time, in our view. That said, 
are there any reasons to worry that a retrenchment in non-residential structures investment is on 
the horizon? And further, could such a retrenchment cause a wide-spread derailment of investment 
spending across the advanced economies? 

With Japan’s and South Korea’s non-residential structures spending most meaningfully above 
trend, a potential pull-back in these two economies initially presents the most risk to continued 
expansion in investment. The investment surges experienced in these economies were largely due 
to contained non-cyclical factors. We expect investment spending in these two economies to pull-
back in coming quarters, although a full-on crash is not likely. These reductions in spending will 
likely be deviations back to trend, and would not alone cause a deceleration in the global economy. 
Australian and Canadian non-residential structures investment, however, are below trend but tend 
to fluctuate with overall commodity prices. A renewed pull-back in commodity prices could result 
in decreased non-residential structures spending in both of these economies, which could weigh on 
overall investment. However, as oil prices, and more broadly commodity prices are on the rise we 
see upside potential for investment spending in both of these economies.  

Moreover, non-residential structures investment is largely altered by the financing environment; 
consequently, the policy outlook can have large implications on investment spending. We 
acknowledge that monetary policy tightening can eventually weigh on non-residential structures 
investment. However, as we only expect a gradual tightening process from the near record-low level 
rates that exist today, we do not anticipate rising interest rates to halt current investment trends. 
As previously noted, non-residential structures investment is highly cyclical. If economic 
expectations were to turn south, this segment of investment spending could be negatively impacted. 
Similarly, any unforeseen events, should they arise, could cause an investment surge (as the 
reconstruction in Japan), or an investment pull-back (as the sovereign debt crisis in the Eurozone).  

The investment outlook remains positive at this time. Despite being 2 percent above trend at 
present, individual non-residential structures investment spending trends among the advanced 
economies point to a convergence towards long-term trend, rather than a large surge in either 
direction.  

The current  
2 percent 
deviation from 
trend does not 
warrant much 
concern at this 
time. 
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