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Our discussion of physical investment at the start of this chapter did not dis-
tinguish among the components of investment. That discussion applies precisely 
to the majority of nonresidential fixed investment—the equipment and structures 
purchased by businesses. Intellectual property products constitute a relatively new 
category of investment introduced into the national accounts 2015. It consists of 
spending on R&D and computer software, as well as movies, books, and music. The 
two remaining categories of physical investment deserve additional consideration.

Residential Investment
Residential investment is the formal name for the construction of new housing, 
which is ultimately sold to households. As can be seen in Figure 17.4, housing 
investment played a large role in the financial crisis. Before the recent financial 
crisis, residential investment reached more than 6 percent of GDP. It then fell to 
less than half this amount during the depths of the recession.

Residential investment can be studied using the tools developed in this chapter. 
For example, consider the following arbitrage argument. Suppose some investor 
has $20,000 to invest. She can put this in the bank and earn interest. Or she can 
use it as the down payment on a $100,000 condominium, borrow the additional 
$80,000, rent out the condo for the year, and then sell it the following year and 
earn the capital gain (adjusted for depreciation). If this transaction involved no 

Investment consists 
of three main compo-
nents: nonresidential 
fixed investment, which 
includes equipment and 
structures purchased 
by businesses as well 
as intellectual property 
products; residential 
investment (housing);  
and the change in 
inventories held by 
businesses.
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Source: The FRED database.


