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Recently, some analysts have been 
speculating that we are in the early stages 
of a capital expenditures boom. Reasons 
cited include the plethora of cash on 
corporate balance sheets, rising capacity 
utilization and recent spending below the 
long term trend level. We are not 
convinced that these factors are sufficient 
to support a boom in the near term. In fact, 
although we expect CapEx to grow along 
with the economy, we do not expect 
growth rates to rebound to historical 
levels.  

Sweating the Assets 
Corporations are striving to become 
increasingly efficient. One element of that 
strategy is “sweating the assets.” Before 
making a large investment, companies are 

seeking to increase the capacity or extend 
the life of existing assets. In many cases, 
new technologies provide relatively low 
cost opportunities to increase capacity. 
For example, a company with two 20-year 
old factories might find it advantageous to 
close one and upgrade the aging 
equipment in another, resulting in a net 
gain in capacity. The old economy 
solution would have been to add a third 
factory. The declining trend of investment 
in structures can be seen in the 
accompanying chart. It is also likely that 
companies have extended the concept of 
“just in time” inventory management to 
“just in time” capital investment. In order 
to maximize return on assets, 
manufacturers may be seeking to operate 
closer to maximum capacity. 

Business Fixed Investment as a Percent of GDP 
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Although we expect CapEx growth will 
continue, likely at a pace greater than 
GDP growth, a boom seems unlikely in 
the near term. We expect modest near 
term growth to be supported by 
investments in infrastructure and energy 
production and distribution, while long 
term growth will ultimately be driven by 
increasing global demand. While these 
factors support modest CapEx growth 
going forward, given the structural 
changes we have described, we are 
reluctant to extrapolate historical capital 
expenditure growth trends into the future. 
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Globalization, Technology and 
Deflation 

Globalization has increasingly been 
exerting downward pressure on capital 
expenditures in the United States. While 
domestic capacity utilization has been 
increasing, it appears that there is excess 
capacity globally. This excess capacity is 
the result of several factors including the 
mercantilist growth policies of some 
emerging economies, cheap labor, and 
high savings rates (thus, low spending) 
outside of the U.S. This global excess 
capacity limits domestic capital spending 
by providing low cost off-shoring 
opportunities. Continuing with our 
previous example, a company might close 
domestic plants and shift production to a 
lower cost country. Emerging 
technologies, combined with globalization 
lead to another factor limiting capital 
expenditure growth: deflation. Lower cost 
and increasingly efficient capital goods 
lead to lower total cost of capital 
expenditure per unit of added output 
capacity. One needs only to look at 
personal computer prices to see this trend. 
In addition to declining prices, computing 
power is reaching the point where 
software innovation does not require 
hardware upgrades. Companies are getting 
more bang for their CapEx buck, and the 
useful life of this capital is increasing. 

R&D is the New CapEx 

While many will claim that capital 
expenditures must increase in order for 
our economy to maintain its earning 
power, they are overlooking the fact that 
investment dollars have been redirected 
from physical assets to intangible assets. 
Companies are increasing spending in 
areas such as research and development 
and employee education. As illustrated in 
the accompanying chart, the 25 largest 
non-financial companies in the S&P 500 
have grown R&D expenditures over 40% 
faster than capital expenditures since 
1991. Today, these are the investments 
that are generating the innovative products 
and technologies valued by the 
marketplace. 
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