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0O OO O O O O The material wealth of a society is ultimately determined by the productive capacity of
itseconomy, that is, the goods and services its members can create. This capacity is a functionof the real assets of the
economy: the land, buildings, equipment, and knowledge that can beused to produce goods and services. In
contrast to such real assets are financial asset. such as stocks and bonds. Such securi-ties are no more than sheets of
paper or, more likely, computer entries and do not contributedirectly to the productive capacity of the economy.
Instead, these assets are the means by whichindividuals in well-developed economies hold their claims on real
assets. Financial assets areclaims to the income generated by real assets (I or claims on income from the
government .If we cannot own our own auto plant [J a real asset[] , we can still buy shares in Hondaor Toyota

I financial assetsC] and, thereby, share in the income derived from the production ofautomobiles. While real
assets generate net income to the economy, financial assets simply define theallocation of income or wealth among
investors. Individuals can choose between consumingtheir wealth today or investing for the future. If they choose
to invest, they may place theirwealth in financial assets by purchasing various securities. When investors buy these
securi-ties from companies, the firms use the money so raised to pay for real assets, such as plant,equipment,
technology, or inventory. So investors' returns on securities ultimately come fromthe income produced by the real
assets that were financed by the issuance of those securities. The distinction between real and financial assets is
apparent when we compare the bal-ance sheet of U.S. households, shown in Table 1.1, with the composition of
national wealthin the United States, shown in Table 1.2. Household wealth includes financial assets suchas bank
accounts, corporate stock, or bonds. However, these securities, which are financialassets of households, are
liabilities of the issuers of the securities. For example, a bond thatyou treat as an asset because it gives you a claim on
interest income and repayment of prin-cipal from Toyota is a liability of Toyota, which is obligated to make these
payments to you.Your asset is Toyota's liability. Therefore, when we aggregate over all balance sheets, theseclaims
cancel out, leaving only real assets as the net wealth of the economy. National wealthconsists of structures,
equipment, inventories of goods, and land.You might wonder why real assets held by households in Table 1.1
amount to $26,395 billion, while total real assetsin the domestic economy [ Table 1.2 are far larger, at $40,925
billion One major reason is that real assets held byfirms, for example, property, plant, and equipment, are included
as financial assets of the household sector, specifitally through the value of corporate equity and other stock market
investments. Another reason is that equity andstock investments in Table I, 1 are measured by market value,
whereas plant and equipment in Table 1 2 are valuedat replacement cost.
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