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The Bureau of Economic Analysis (BEA) makes estimates of consumption of fixed (CFC), which is synonymous with depreciation, that are used in its estimates of the nation's net income and product.  These estimates reflect expected obsolescence and are adjusted for quality change in the underlying capital assets.  Recently, some papers have attempted to measure obsolescence.  This work raises questions about what obsolescence is and whether it is properly accounted for in BEA's methodology.  This paper addresses those questions.


This paper defines depreciation, outlines BEA's basic methodology for estimating it, and elaborates on how the methodology handles quality change.  It examines what depreciation is in theory from the perspectives of both economic accounting and productivity measurement.  It finds that the effects of expected obsolescence are built into BEA's depreciation estimates.  It defines unexpected obsolescence and shows that it can be caused by many factors that cause a sharp decline in the demand for the asset.  The paper concludes by examining several ways to account for these declines and by evaluating their relative merits.
