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A Brief History of the Buy-to-Build Indicator

Today I’m trying a different type of post — one that’s not a deep dive, but instead, a rapid-fire
summary of an important topic. My inspiration comes from Cory Doctorow, a sci-fi author who runs
an old-fashioned links blog that he syndicates across the internet. (At last count, it’s on pluralistic.net
(https://pluralistic.net/), Twitter (https://twitter.com/doctorow), Mastodon
(https://mamot.fr/@pluralistic), and Medium (https://doctorow.medium.com/)). I read Doctorow’s blog
daily, as he writes consistently excellent commentary on political economy.

Below is my first attempt at this type of post. It’s a rapid-fire summary of Nitzan and Bichler’s buy-to-
build indicator — a summary that started life as a Twitter thread
(https://twitter.com/blair_fix/status/1392464231988187144).

The buy-to-build indicator

Let’s talk about Nitzan and Bichler’s ‘buy-to-build’ indicator. If you’re not familiar, this is an indicator
that quantifies the portion of ‘investment’ spent buying other corporations.

Notice the scare quotes around ‘investment’. To many people, ‘investment’ means ‘building new
capacity’. Hence, governments are always chasing ‘investment’ dollars. But here’s the thing:
‘investment’ is purely about transferring property rights.

The word ‘invest’, Nitzan and Bichler observe, has feudal origins. In feudal societies, investiture was
the “symbolic ceremony of transferring property rights from the lord to the vassal”:
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Originally, the meaning of ‘investment’ had nothing to do with money and even less to do with
production. Investment was a matter of power, pure and simple. Investio in Latin means ‘to dress’,
and in Europe of the Middle Ages it was a signifier of feudal property rights. Lords would
typically give their vassals a suit of clothing — or vestes — as part of their keep and as a sign of
honour. The symbolic ceremony of transferring property rights from the lord to the vassal was
known as investiture. The property in question could have been an estate, an office, a monastery, or
simply a stipend (feodum de bursa). The ceremony ‘vested’ the vassal with the fief, conferring on
him tenure or seisin — a legal seizure protected against invasion from any quarter.

(Nitzan and Bichler, 2009 (http://bnarchives.yorku.ca/259/))
Okay, so ‘investment’ is everywhere and always a transfer of property rights. Still, there are many
kinds of property rights, so ‘investment’ can have many different forms. I can ‘invest’ in land, houses,
machines, factories, etc. Now here is the twist: if I own a corporation, I can also get that corporation to
invest in other corporations. In corporate speak, the act of buying up other corporations is call ‘mergers
and acquisitions’.

Why, though, would I want to buy other corporations? In a word, power. The drive to merge is about
acquiring the power to set prices. Cory Doctorow has a nice way of putting it:

When the CEOs of two companies conspire to set prices, it’s illegal. When they merge their
companies and engage in the same conspiracy, it’s not. Collective bargaining is out,
monopolization is in. That’s why the Big Six publishers are now the Big Four.

(Cory Doctorow, 2021 (https://pluralistic.net/2021/02/21/paltrow-industrial-complex/#facecrook))
This price-setting power is written in the data. Big firms tend to have a higher ‘markup’ (profit as a
portion of sales) than smaller firms. Here’s the trend among US firms.
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Figure 1: Markup vs. capitalization of US firms in 2012. Each dot represents the average
market capitalization and markup of 20 firms. Data is from Compustat. I posted this chart
on the Capital as Power forum
(https://capitalaspower.com/forum_archived/viewtopic.php?
f=6&t=387&hilit=markup&sid=014568d264e38eacdec676fb749c707b) in 2013.

The trend in Figure 1 is not new, by the way. The link between firm size (capitalization) and markup
goes back at least to the 1950s.
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Figure 2: Markup vs. capitalization of US firms in 1950. Each dot represents the average
market capitalization and markup of 10 firms. Data is from Compustat. I posted this chart
on the Capital as Power forum
(https://capitalaspower.com/forum_archived/viewtopic.php?
f=6&t=387&hilit=markup&sid=014568d264e38eacdec676fb749c707b) in 2014.

Back to mergers and acquisitions. An important question to ask is — to what extent are corporations
buying other corporations rather than investing in ‘stuff’? And what is the trend? These are the
questions behind Nitzan and Bichler’s ‘buy-to-build’ indicator.

The first published stab at constructing a buy-to-build indicator was in a 2001 paper by Jonathan
Nitzan called ‘Regimes of Differential Accumulation’ (http://bnarchives.yorku.ca/3/). Figure 3 shows
the US results. Notice two things:

1. The trend is upward;
2. There are big oscillations.
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Figure 3: Jonathan Nitzan’s first published stab at the buy-to-build indicator in the US.
Source: ‘Regimes of Differential Accumulation’ (http://bnarchives.yorku.ca/3/).

In 2009, Jonathan Nitzan and Shimshon Bichler updated the ‘buy-to-build’ indicator, with much the
same results:
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Figure 4: The US buy-to-build indicator, updated in 2009. Source: Capital as Power
(http://bnarchives.yorku.ca/259/).

In 2013, Joe Francis constructed new estimates (https://capitalaspower.com/2013/03/the-buy-to-build-
indicator-new-estimates-for-britain-and-the-united-states/) for the buy-to-build indicator in the US
(Fig. 5) and Britain (Fig. 6). As you can see, the estimates require splicing together many different sets
of data.
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Figure 5: Joe Francis’ estimates for the buy-to-build indicator in the US. Source: The
Buy-to-Build Indicator: New Estimates for Britain and the United States
(https://capitalaspower.com/2013/03/the-buy-to-build-indicator-new-estimates-for-britain-
and-the-united-states/).
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Figure 6: Joe Francis’ estimates for the buy-to-build indicator in Britain. Source: The
Buy-to-Build Indicator: New Estimates for Britain and the United States
(https://capitalaspower.com/2013/03/the-buy-to-build-indicator-new-estimates-for-britain-
and-the-united-states/).

Much of the underlying data in Figures 5 and 6 is proprietary. Noting this fact, Joe Francis later
constructed buy-to-build indicators using open source data (https://www.joefrancis.info/buy-to-build-
indicator/). Figure 7 shows US trends. Figure 8 shows British trends. (They look different than the
figures above, because Francis has used a linear scale rather than a log scale.)
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Figure 7: Joe Francis’ open-source estimates of the buy-to-build indicator in the US.
Source: An Open Source Update of the Buy-to-Build Indicator
(https://www.joefrancis.info/buy-to-build-indicator/).

Figure 8: Joe Francis’ open-source estimates of the buy-to-build indicator in Britain.
Source: An Open Source Update of the Buy-to-Build Indicator
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(https://www.joefrancis.info/buy-to-build-indicator/).

You can download Francis’ most recent buy-to-build data here
(https://joefrancis.info/data/Francis_buy_to_build_open.xlsx), which he has updated to 2020. Like me,
Francis is an independent researcher and blogger. He blogs at joefrancis.info (https://joefrancis.info).
Support him on Patreon here (https://www.patreon.com/jafrancis).

Back to the buy-to-build indicator. Francis uncovered a calculation error in Nitzan and Bichler’s
original estimates. His new estimate differed slightly from the original. Nitzan and Bichler noted this
fact in an accompanying comment (https://capitalaspower.com/2013/02/francis-buy-to-build-
estimates-for-britain-and-the-united-states-a-comment/).

Figure 9: Comparing Francis’ and Nitzan and Bichler’s buy-to-build estimates for the
US. Source: Francis’ Buy-to-Build Estimates for Britain and the United States: A Comment
(https://capitalaspower.com/2013/02/francis-buy-to-build-estimates-for-britain-and-the-
united-states-a-comment/).

In their comment, Bichler and Nitzan also noted that the US and Britain have similar buy-to-build
trends. The long-term growth rates are almost identical, as are the short-term fluctuations. In other
words, capitalism is a global system.
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Figure 10: Buy-to-build trends in the US and Britain. Source: Francis’ Buy-to-Build
Estimates for Britain and the United States: A Comment
(https://capitalaspower.com/2013/02/francis-buy-to-build-estimates-for-britain-and-the-
united-states-a-comment/).

A side note here about the interchange between Francis and Nitzan/Bichler. This type of back and
forth is crucial to science. Yet in economics, it’s becoming increasingly rare. Interestingly, it was Joe
Francis who quantified (https://www.joefrancis.info/economics-debate/) the rise and fall of economics
debate. Here are his results:
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Figure 11: The rise and fall of debate in economics. This is Joe Francis’ estimate of the
portion of articles published in the top five economics journals containing the words
‘comment’, ‘reply’, and/or ‘rejoinder’ in their title. Source: The Rise and Fall of Debate in
Economics (https://www.joefrancis.info/economics-debate/).

Now lets back up 20 years. In Jonathan Nitzan’s first paper on the buy-to-build indicator, he looked at
its short term fluctuation. It turns out that the oscillation of the buy-to-build indicator correlate
negatively with a ‘stagflation’ index — a measure of inflation and unemployment.
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Figure 12: The US buy-to-build indicator vs. stagflation. The stagflation index measures
the average deviation (from the mean) of unemployment and the GDP deflator. Source:
‘Regimes of Differential Accumulation’ (http://bnarchives.yorku.ca/3/).

In other words, when corporations merge more, unemployment and inflation tend to decrease. And
when corporations fail to merge, they turn to inflation (raising prices) to make money. Nitzan and
Bichler updated the data in 2009, finding much the same thing:
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Figure 13: The US buy-to-build indicator vs. stagflation, updated in 2009. Source: Capital
as Power (http://bnarchives.yorku.ca/259/).

When Joe Francis did new stagflation estimates in 2013, he found the same correlation. The buy-to-
build indicator moves inversely with stagflation. Here’s the trend in the US and Britain.
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Figure 13: The buy-to-build indicator vs. stagflation in Britain and the US. Source: The
Buy-to-Build Indicator: New Estimates for Britain and the United States
(https://capitalaspower.com/2013/03/the-buy-to-build-indicator-new-estimates-for-britain-
and-the-united-states/).

Nitzan and Bichler use these results to classify different regimes of capitalism. Corporations’ goal is
always to increase their capitalization relative to other firms. But there are different ways to do it.
Here’s Nitzan and Bichler’s classification:
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Source: ‘Regimes of Differential Accumulation’ (http://bnarchives.yorku.ca/3/).

Greenfield investment means building new factories. When people think of ‘investment’, that’s their
default. But the other major way for firms to get bigger is to buy other firms: mergers and acquisitions.
The trend has been towards less greenfield investment and more mergers. This trend, Nitzan and
Bichler hypothesize, is a key feature of capitalism.

Alternatively, instead of getting larger, firms can try to boost their profitability per employee.
Economists will tell you that firms do this by cost-cutting. The dirty secret, though, is that firms have a
secret weapon for increasing profits: inflation. Since inflation also tends to come with economic
stagnation, Nitzan and Bichler call this regime stagflation.

That brings us today. Jonathan Nitzan, Shimshon Bichler, and Joe Francis have shown that in the US
and Britain:

1. Over the long term, the buy-to-build indicator tends to increase;
2. Over the short term, oscillations in the buy-to-build indicator correlate negatively with stagflation.

What we need now is for researchers to see if this research replicates in other countries. If you’re an
aspiring political economist, this is an excellent empirical project on which to cut your teeth. Whatever
you find, the Review of Capital as Power (https://capitalaspower.com/recasp/) is interested in
publishing your results.

(https://capitalaspower.com/recasp/)

Support this blog

Economics from the Top Down is where I share my ideas for how to create a better economics. If you
liked this post, consider becoming a patron. You’ll help me continue my research, and continue to
share it with readers like you.
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(https://www.patreon.com/blairfix)

Stay updated

Sign up to get email updates from this blog.

(http://creativecommons.org/licenses/by/4.0/)

This work is licensed under a Creative Commons Attribution 4.0 License
(http://creativecommons.org/licenses/by/4.0/). You can use/share it anyway you want, provided you
attribute it to me (Blair Fix) and link to Economics from the Top Down
(https://economicsfromthetopdown.com/).
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6 comments

1. Joe Clarkson says:
May 13, 2021 at 12:39 pm
Just wondering if the data underlying these indices include companies that break up into smaller
companies or sell off a division? More importantly, are companies that go bankrupt and disappear
included? Not including all of the companies with zero size could affect measuring changes in
average size over time.

Also, it seems curious to me that stagflation is a regime in which companies increase their profits.
During the most recent bout of severe stagflation in the 1970’s, equity prices (which should reflect
corporate profit/potential profit) didn’t rise at all during the stagflation period.

Reply
Jonathan Nitzan says:
May 13, 2021 at 1:28 pm
Regarding inflation and differential accumulation, see:

https://blairfix.github.io/capital_as_power/depth.html#fig:fig-163

Reply
Blair Fix says:
May 13, 2021 at 1:52 pm
Hi Joe,

I do not know if the data includes breakups. About profits, note that Nitzan and Bichler analyze
the differential profits of large firms. These tend to increase during bouts of inflation, as the
figure referenced by Jonathan indicates.
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Reply
Blair Fix says:
May 13, 2021 at 1:54 pm
If you want to have a detailed discussion about the buy-to-build ratio, I suggest starting a topic
on the Capital as Power Forum: capitalaspower.com/forum-new/

Reply
2. Ishi Crew says:

May 13, 2021 at 1:55 pm
I’ve also changed my paradigm so now rather than do ( deep ) dives or skims i do fast ones. I see
one linear regression and i’m out.

The economist W Spriggs of Howard U wrote a letter to the Am Ec Soc which was widely
publicized last year about use of linear regressions.

(He claimed these were used to ‘blame the vicitm’.

Some ‘vicitms’ were black people shot by police, or incarcerated because illegal durgs are offensive
offences (unless used in an office or on campus ) ;

now some are using regressions for blaming and shaming innocent corporations.)

I have to count the pollens , homicides (3 more in last couple days) and asthma attacks. One can
use linear regressions for this–prove the cause is a correlation .’Order from chaos’.

Data or fact free science is more interesting. Information wants to be free and information is power.

Reply
Joe Clarkson says:
May 13, 2021 at 2:52 pm
Well, correlation is not necessarily causation, but cause and effect are definitely correlated. You
ignore correlation at the peril of understanding.

Reply
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