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Chapter -6 National Income Fast Track/ Marathon 

o) Nat,onol Income mcosur11 thort -run perl°""""" of on economy. 
b) Nat,onol lnt;ome gives us on ldeo of 1he working of on economy . 
c) Notionol Income occounls provide o compNh&Nlwo, conuptuol and occountl"9 '"°""work 
d) Nat ional AccounlS help us lo undernond h- the various trantacriont from the t1011e of 

produe1ion of goods Ol\d Hrvlcu to the stog,o of their final dlsposcll ore int.,.,...lated. 

c) It helps to meet th" needs of Govvnment, private onolysh,pallcy makers ond decision 
takers. 

f) Natlonol 1"come Acc®ntlng was plonured by th" Nobel prlze-wlMlng cconomislS Simon 
ICuznets oftd IUchord Stone 

g) The task ''° mt4fure National I ncome Is unocrloken by Central Statlttlcol °"9onlzo1lon 
(CSO), o deportment of The Ministry of Stol1ft1Uond Programme Implementation (MoSP.SI) 

h) Al the :Stoic level , Stott Olrectorotu of Economic:, and Stotlstlce (DE'S•) havc 1h11 
rcspons1b1hty of compiling their Stotc Oomeft,c Product and other oggregotcs 

J 

b lstingujlll 1,e,-., Non--mlc actMria GIid econainic ocfhntlu I 
I. Economoc Act,v,ties- Goods and servlcu thol c>an be purchos•d / exchanged with money 
Z. Non-uonomoc octlvltles ore those whkh produce gaodJ and Hrvlcu but are not uc.honged 

in o rnorket. 

Wt,ot Is tt.. notloftol Itlcome ? 

Nat lonol Income Is defined as money value' of f lnol goods and fCrv,ccs1 producad by !he normal rcs1dan1S1 

of a country, whether opcrol/"9 within the domut,c tcrr,tory' of the country or outSida produced within 
in an occount1ng yeor• 

o E1<pra,__, '" Mwtay Volua 
• It t>«omu necessary to mcosure their 1/Clluc agoinn tom• commonlyoccaptad dtnomlnotor, 
• Thus, money bcl"9 the mcosuri"9 rod. 

b Fino! Value t,f ~ and sarvlcu 
I. Value finol g,ooc/1 ond urvicu ore includ4d 10 avo,d double counting. 
Z. Il!Urmedlotc goods are those goods 0/ld se.rvlccs "11Jch ore used by prod,ceN os i11pvt f11to 

furtlwr s14g« of production 

Tlw flft8I pl'VC" V - of twlCI typ,'1 C"ff 

L C..nsumcr "-oc/1 Where the goods o.nd scrv,cas ore used for final consumption bythe consumer, 
It 1, eolled os Consumer Goods ond services. 
E.9. • iV, Food, Home opplloncu. 
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2. Producer, l.ood1• Where the final product is used In production of othergoods/ service In 
future, It Is coiled as Producers goods. 

E.g. Computer used for developing progroms or software, Plant andMochincry used in 

manufacturing of goods 

c Normal rHldent-

1, Normal re•ldent of a country refers to an individual or an Institution who ordinarily resides inthe 
country ond whose cen1er of economic lnteraff also lies in that country. 

2. Normal resident • Include both, Individuals and institutions. 

3, Here the word 'Ra1ldont' Is used ond not the word 'Clllzen', Hence, t hey moy or moy not be 
cit izen of 1hat country 

d t>ome1tlc tarrltiory: 

1. Domestic territory refers to geographical or pollt lcal boundGry of country, 
2, II however does not Include- lnt arnotlonal lnrtltutlonal (United notions, WHO, WTO) ond foreign 

embaulu located within geographical territory but Includes embassies of this country located 

outside itsgeogrophical territory 
3. Indian Ship and Indian a ircrafts performing operations outside country is also included In 

domestic territory, 

• Currant output 
While calculallng Notional Income value of only curren1 production Is Included , this Is because 1he 

value of pr-evlous year's production Is Included In Previous year's Notional Income. 

National Income doe1 not Include tile following tran1octlon1: 

l Pure purchaa trantoction such as sale and purchaH of used goods/ ucond• hand goods, this is 
because nothing new is produced In the current year. 

However, where the goods ore refurbished the added value must be taken In c,alculatlon of National 

Income. 
2 Sol• , purcho11 of sa, urltlu Is also excluded because It Is Just a change of ownership, 

3 TrG111far poym■nt1 ore included as 1here Is no economic activity Involved. E.g Pocket money by 
Parents, Gift to Son In low, 

Tranlfar Pay,nant-

J ) Transfer poyments ore unilateral payments for which no productlveser~lces ore rendcred In 

r~turn In the ,umnt rear C 

2) The recipient of this transfu poymen1 does not make any contribution to currant 

prO<luGt ion In return for these paymen1S 
3) E.g Pension Is g,ven too person In C.Y for rendering services In post.Unemployment allowance, 

Thar• or• two typa1 of transfer paymanta Vl1. Currant trc,ntfar and Capital ti'on1far 

◄) Currant tron1f■r refers to the transfer mode out of current Income of poyer and Is added to 

curnnt Income of poyte, 
5) Cop,tal t,0111fer refers lo transfer made out of the wealth of the poyer and added to wealth of 

the receiver. (not In our svllobus), 
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Flow concept vs stock concept 

Flow concept : - National income is a flow concept because it is measured over o pa.riod of t ime. 

USEFULNESS Of' NATIONAL INCOME ESTIMATES 

, It is helpful in many ways such as 
a) Helpi b1alness BuJinenu to foreG .. t the future demand for their products. 

b) s hows the composit ion and rtructure of different sectoNl and the broad secto.-al shifts In an 
economy over t imt. 

a) Shows Income dlrtrlbution and th• possible inequity In the dlrtrlbution among dlHerent Income 
catego.-lu 

b) Helps government to mokc vgcioys s•ctoc-so•cfffc dcveloem•nt polici•s. rook• macco•conomic 
modeling , comparisons of structural 1tatl1tlcs and analysis to lncreo1e growth rates. 

c) Polley Fo.-mulatlon -Combined with flnanclal and monetary data, not ional Income dato provides 

a guide to mokepollcles f or growth and lnflatlon. 
c) In1ornotionol coml)<lri1on1 In resp<,ct of Incomes and living standards assist 

Limitation of Notlonol Incom• 

I. tncom• Distribution la not clearly reflected: lmpllu that th• gap betwHn r lcho.nd poo.- la 

wid1nlng 

2 , If the Increase In GDP Is on o.ccount of long working hours, Employment of child labour, and polluted 

wo.-klng envlroM11nt, oxcluslon of lelaur• such lncreo.se In GDP Is not the real sign of welfare, 

3 , 'How much la produced' det ermines GDP. It does not reflect 'what Is produced', 
4 , If more of copftol goods aee produced the GDP wfll r ise but the welfare may not fnceeo.sc In some 

monncr. 
!5 . Avoids importance of Non- Market Transaction• Example, S uch as providing music class to society 

children for fun and other similar activity. 

Explain the conceptual dlff lcultiu a.- challa,,ges In mao11r1me11t of notlono.l Income 

The conceptual dffflcultie, or challengu In meo1urem1nt of notional Income ore: 

I, Lock of on agreed definition of Natlonol Income . (like GDP, GNP, NDP, NNP etc) 
2, Non- availability of occurate distinction betwun f inal and intermediate good, . 

3, Iuue of transfer payments, 

4, Service of durobla goods. 
5, Valuation of New goads at con1tant price 

6, Valuation of Government service, · 

7. Doto available ore either Inadequacy or unreliable for calculation of notional I ncome 
8, Prcs•nc• of non-monet ize sector 
9, Production for self-consumption 

~: {!De..AND_WELF,.d!!E I 
Can the Gt>P of a country be taken as on indox of the welfare of people in that country? 
Answer: 

PAGEN0-6. 3 
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GDP 11 tho s ign of wolf4re Increase in GDP Inc,&Qlu welfare yet . 
- Countries may have Samo nQtionol Income and per capitol Income but t heir welfare may vary 

slgniflcontly . 
Welfare may lnc:r•Cll• many t imes but not GDP. 

- GOP may lnc:rooH many times but not Welfare • 

ll'HE SYSTEM OF REGIONAL ACCOUNTS IN INDIA 

L All the 1totu and union terrltorlH of Indio compute not• Income HtlmotH and district level 
H t lmotH .. 

2. Regional occountts provide on lntagratad dotobaro on the many transactions toking place ot stole 

level. 
3. State Income or Not State l>ame,tlc Product (NSl>P)· volume of all goods and services produced 

in the state., 

4 The. state level estimates ore prepared by respective State Dlrcctoratt, of Economic, and 
Statistics (DESs) with assistance. of Tho Central Statistical Orgonl2ation 4Ssists the Stotu 

5. Par Capita St ate Income = NSl)P (State Income.)/ midyear projected populat ion of the state 
6, Certain activities such QS ore roflwoys, communications, b4nking 4nd insur4nc:e 4nd control 

government administration, gives services to many stotu and their economic contribution cannot 

be 4Sslgned to a ny one state directly ore known QS the 'Supra- regional sectors' of the economy. 

The estimated value in these coses calculated and distributed to the states on t he basis of relevant 
Indicators 

CIRCULAR FLOW OF INCOMI! 

r= 
c::r:;;;::;tu,Hu11 1'11 .. u•: lluur-d,ulil 1•10,hlc fll'-'tot ,1f 

.i. Circular flow of Income refers t o the continuous circulation of production, Income generation and 
expenditure Involving diHerent sectors of the economy. 

,. There ore three different interlinked phases in a circular f low of income, namely: production, 

distribution and d isposition, 

I, In Production phClle firms produce goods and services with the help of factor services. 

2. In Illcome or di,trlbutlon phoso, the flow of factor Incomes In i he form of reni, wages, lnterui 

and profits from flnns to the households occurs 
3. In Expandlturo er disposition phoH, the Income received by different factors of production is spent 

on coll!lumption of goods and services and Investment goods. This expenditure lcods To further 

product ion of goods and services and sustains t he drculor flow. 
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Cll'Culor flow •f income con IHI w,wcd '"'°'" two di(fcNnt 4llfll' • · 
J Wllat u ,i,.aJ Flow? R""I flow cons1fls of flow of factor suv,c" and flow of goods and suv"u 

among dif ferent sector of uonomy- YcJlow Arrow, 

2 Wlllt ., Mo"")I' flow? Maney flow conslS15 of flow of money for factor s"rvice.s In form of WCJ9U, 
rent, d,vlcknd (Gre"n arrow) and money cxpcndltur" lncurr"d on purci,oJ" of goods and suvicu 
(111111 01Tow/gr111n). 

ECONOMIC SECTORS Of AN ECONOMY 

l Mcusahold Sat:f'or 
2 Bus,_ Sect-/ Fll'f/l/ l't o :l,w::cr·. 
3. ~t 6-etor: 
4. Fwa111n Sac-/ Rut of Iha World 

Models of circular f low of Economy 

Household Sector Household Sector Housd>old Sector 
Firm Sector Finn Sector Finn S«ror 

6ovuM\t<nt Govunm.,,,, 
Rut of the world 

Clottd Economy Open «onomy 

. 
T- Sactor Modal without savings• Refer Diagram below 
Auumptians 

l Thu" ore only two ucton in on «anomy. Houu!,oldmnd the ftrN. I 
2. No ,ovings ls mode by cllhu by Household or by Ffrm. 

3. l-{ou$ehalds •pend entire I"' om• on goodJ and servicuond '""' d••trtburu entfr• procuds in Th& 
form of focTor payments 

In IN$ TWC •nctor model w1th<>u1 lnvenment 11 Is assumed !Ml all The income .,,,ned by !ho Hauseh<>ld d 

spc,11 on buying Conaumcr 6aodi from The firm, while oil the proceed are distributed cis factor payments 
To households. Thus, the equll1brlum w,II be achieved. 
In other words, there rs no laak"9" ln ,,,..,ma and the below ~t•oned equations hold good-
I, T21a1 m:asll.lQ!igc af &2SU aud RrYiW ~ f1cm: Tsi!gl '2Qsumat,z Rf Ed.I 4nd ie.rvr,u ~ beuabs!!Q1 
2. Fact-ar In,2m, 2f bS!YH2!2ISE T2ta! fa&Im: DCMnSJl!l1 
3. l!!!iS!!!K of tb1 flc:m= ~oe.ndrttregf tbl bS!!i!!,h2t21 I 

◄. Re.al fJ51• = M!i!DI~ fla! 

Twa Sactor Modal wit!, Savings and I,....tmant 

AIIAllffpflllnJ 

I . We ~ assumed that .,.,.~ IJ !KIM only byHous,rho/dJ ond not fimi. 
2 /4/1 tltc savl11J1S made by the lto<ncholds ore ~nvukd 111 cop,to/ Morl<.!J. 

Sev•~ Lhll<age, raduct,on IA flo. ef -• ond ,,,.,.,lffl4nf S•I 

Saving,~ by The housc!,oidf ond the 1nves1ments may 1101 be equal 1n oil the rim&. There ore three 

PAGEN0-6. S 



I Chap,er 6 - Nanonal lna>me fan Track/ Malllthon 

possible sl tuations menr.,11td below• L 
I If SovlngJ• InvutfnCnf, ~ll1br1um o, od11cvtd 
ii Is Sov1r,gs >Investment. th1t flow of ,ncom.. d«i,nu 
Ill ~ Savings• Investment, the flow of inc:om.. mu 

Thr•• Stc1or Model of clrculor flow of Income 
The three-sector model consists of Households, Flrrnsond Government . 

I. The equ1llbrlum condition of c:1rculor flow of income ,n 3 sector economy model Is, S• T • 
I •G 

2, If (5• T), (I •G)· D«lln,. In flow of income 

3. If CS•TI• CI•G) Increase ,11 flow of ,ncomc 

Four S.c1or Modal of drwlar flow of 1,,c-

It Is also colltd os open economy model os ,t is Cft909cd In lnrcrnotlonGI operations too. 
Explanation, 

• g'porl 1! denoted __t,y X wh!l!Jmporl ,1 dl!II01ed t:rrJ_A 
Thul , It can be laid th<lt X cOMt,tutu illj<lctlOII o,1\111 M CNatU l1ok"9" Into circular flow of 

. 

lncomo 
At equilibrium• S•T•M • I+G-X 
I f S• T•M > I•G+X, there Is d«li11t In flow of Income 
If S• T•M • I•G+X, there os ,nct'C4Se. ,n flow of ,nc:ome. 

DlrtlnctlOII bctWIIII thru ond four IIC:lor ECOftOf'lly modol: 

I111pOrto11e1 of Cleculor Flow of IIIC-
I, Eosy to view the entire sysum os c,rculor flow of ,ncomc. 
2. Circular flow of income p1npo1nts the cond1t1on of moCt'OlconomlCI aqulllbrium. 
3. It giYl!J on Idea OS 10 how dlfflrtnl llt'tOl'I of •-Y 111,- eu 
4. It shows how d,fferenr sectors of economy (Household sector, 8us,nus sector, Governmtnl and 

Rut of the world) art lntlrd•l)'ndonr and CIN 1n,...,..1011d 

5. It hrJps ,n determlnmg 1111 of Inc-. Wt con estimate nor,OMI lnCOfflt with the help of output, 
Income and expenditure phases of circular flow of 1nc0111e 

Thus, 
Na!lonol lncome refers ro • 
1. Money Value of oil the final goodJ and ftl'Yicaa p,'Oducad by o country during a year. 

(Production Phase) 
2, Total Flow of Earnings of the Factor Ownus, In the form of Wages. Solarlu , Reni , Intuut 

and f'roflts, which t hey receive through the production of good$ and suv,cu. (I.ncome 
Gcncrotfon Phan) 
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!l.l!lt ~- t!iilo"41 1-"°"""""'H 

0-stlc Product ond Ncrtlonol Produc, <t>-s,lc 1- ond Notional Inc-) 

Particulars Oomostlc Products Nofionol Prodllc:tl 
Mcal\l"II Money voluc of Flral 6oods ofld suY1cc Money value of f lnol Goods Olld 

producedby both, notioftols of tM SUlrlu produced by Normal 
cow,try QI well as f.,..ign r,otionol Raicltn! of o cow,try whelhtr 
located w,thin clomafic tvntory of operating within clomosfic 
o country dur,,., o year tamtory of o country or 011t1lclt , 

8o1ls of diff•lfflolt- ... Addressed wtth the question of ... It con be addressed wlth the 

whs,.. 1he,ncomc 1.1 gcllCl'Otcd. question of who generates the 

• I t is gcog,uphy or t crr-rt ory Income. 

oriented ... It Is Notlonollty Oriented . 
... It excludes foreign notional 

Net factor Income &u-d '"'11 Abn>od 
Net factor Income Earned from Abroad or NFlA is the d iffcrenee between the factor income eeceived 

and the factor Income accruing to rest of the world 

Natl-I Product at Market Prlca and Notlauol Prodl,ct ot foe,.,.. C<is1 

I) Factor cost refers to factor payment mode by th& buain&u to th& ownt ra of factor of 

production In the form of '""' woga. llltvut ond p,-ofit 

2) Notional product ot Mor/cu priu : Notional ProdJct ot factor cost • lttdirect tax• -

S<Jbsldlu. or 

3) Notional product at Morlcet price • Notional Product at fact«- cost • Net flldirect ta,..-

Factor Cost vs !ICLsic Pr,ce vs Market Price 

I ) Factor cost = S<lm total of fact«- lncoiM Ill form of Nllt. wagu. lntt,est ond profit 

2) Bosa Priea : • Factor cost • Production tCIIC (Ucens• . Stomp duty. municipal ICIIC, proptrty tax) 
- Production sub1idiu 

3) Market price • bosa prica • Product tCIIC (Indio-act to.,c/ 6511 - product subsidy 
4) Morktt Price: !ICLs,c Pr ice • Product tCIIC - Produef Subsidy= Merkel Price. 

5) MP • FC • Nat Indirect tCIIC (when p,oduction to,c ond production subsldiu ore not given) 

....... v, Net 
Nat domutlc Product • Gross don,asfic Proclict - Ooprulotlon 
Nat notfonol Product • 6rou r,otlonoJ Product - Depreciation 

1- Grou Oomutic Product ot Morkat Pnca - 601"" 

2- Grou No'tfor,ol Product ot Market Prtea - f.t;IJMP 

3. Nat Oo1M1tfc Product ot Morice! Pnee - NOPMP 
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4• Nat Notfonol PNdUC'I ot Morkat Prfca • NNP"' 

!5- t.ro11 bomutlc prodvct ot Foctor con • t.OPl"C 

6- '-•H Notional product at Factor coal • GNPFC 

7 • Nat Doma1tlc product a t Factor con • NDl'FC 

8- Net NotlonAI p, odnct ot Foctor coat • NN'FC 

Why NNI' or f " cor cost Is bcrur m.t0s,.... of No tionol liltomc Cho" NNP oe Morl,et Price? 
Answer, Nt-1' ot Market pncc 1s offccUd by foctor coiled o.s Net 1nd,rcct ta"' If there 1s cJ,11nge m 
cox rote Ol'ld subs1dy thtn NNP at 11\0t'kct pr1cc f,g.,,.c w1/I ,~ occord11t9ly w1tllou1 actual ,ncrcasc,n 
Factor co:rt Also different countr,cs how, different tox rote and (/,u, for 1ntcrnotionolco,npor11on 
of r clot1v• income level 

Types of Inc_, 
D1sposoblt I ncomt ovolloblt for d,sposoblt and it includ11 tronnar payment,. 
Income Exon,,. Incolf'ltJ may bit 10 OCX, but OM may also rece,w trons(l!r payment wtuch will Jnc~afe 

t/i• n,o,-y na.Wld by h,,.. to the extent of tronsfu poy,nu,t .,y 2000 TMn,fon Income 
i6 10000 tollile 01spcsoblc 1nco1N ,s llOOO 

Thus 
011po1obl• Income• Income • Net Tronsfr poy111Cnt"" 

Ol1posoble Income moy be - or lus depending upon whather Net 

transferpoyment It posit.,. or M9",,.,_ 

Notiorw1I Nationol Disposable income is the IUffl total of Nat ional Income a t Marncet 

Dlsposobl" p<"lceand net of CurNnt fl'Clnsfar raa,.,.d from rut of Iha world 

Income GNDI • GNP,.. • Net transfer Payments ,-elwd from rut of the world 
NNDI • NNP.., • Nd tron<fr p..,..,..,11 ,_.iwd from rert of the -'d 

NNDI • GNP., • Net tro,ufer Po)'IMl"II -•l"'d from rut of the "'°"d· dtpreclotlon 

Disposable Th1tre arc lhr« disposable. lncom1t oggrC9GIU, nomdy· 

Income of I. Prlvotc Income 

Pr lvote 2. P1trsonoJ Income 

s ectors 3. Pc.rsonol OlspoSGblc. Income. 

i..... MlscoUo"'-"'d r«o1pts of 6ovt. dtpartment. Fines, f t es etc. 30 

i..... 
Personal '"""''°" 60 
Personal Income 6◄0 

Pc.r o) It suves as on indicator of the standard of loving of o country. 

Capitol b) Per cop,to ,ncome = Nf\l>a: t Populat ,on 

I ncome 
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s.-ry 
6Nt>l = GDP..,• Net transfer payment r«dved from rt.S1 of the world 

NNbI : NDP.., • Ne! 1r011ffer payment r«e1ved from rest of the world 

Private %nc"'1lll : NNP,c- Income from properly and entrcpr«neursh1p accl'\Jlng 10 govt commerc1ol 
enterprises and odm1n deportment• 5av1ngs of non• Deportmentol enterprises of government 

+In1eru1 on not1onol debt •Nct Current Transfer payment rtct1Ycd from GO>'! dept 

•N•t Irons fer DOYment received from res! of the .. orld 
Personol 11,co,ne = Private Income - UndiS1ributed prof11s- Corparote toxes 

Per,onal dlsposobla Income = Personal Income• Personal roxes- MtScelloneous receipts of Govt, 
deportment, 

"Interut fhal ~"" ,..,. °" Na11onal do.bf; Sometimes govt. borrows fund from prlYOt1: 
institu11onond pays the interest on the some. The interest shall be included in fac1or payment by 

it is org~ that the monies ore utili2ed for wdf~ purpose and thus shall be treated as Transfer 
payment, 

.. The priYOte sector receives transfer payment both f rom Govt. and rest of the world. Reverse is 
also true in many eases. 

Nominal C.DP A.al (;1)1' 

Al!o Known as GOP Cit Current Ol'ic& GOP at Constant Pl'lte 
Munlng SOP 01 Current P1'1Ce if !he voluc of Gil GOP Gt Constant price If the YOJue of all final 

linol goods ond se,vicu produced wrthln goc,cl• and se,vlcu produced within th• 
1hc don'IU1oc 1trr1rory ol o co,,n1ry by don'IU1k tU'l'11ory ol o coun1ry by normal 
nonnol residents, wh&1hcr no1t0nols or ru,dcn11~ whether not1onols or non• natlonols, 
non• no "°""Is, lnclut1ve of deprec-,tlcft indu11ve ol de1"'edo1lon during a yur ., 
during a y..,, a, _..., p,;u .,,. .. mng In mortca, p,'iu pt'OYOlllfl!I In """ yoar 
t hat yo..-

GOP ., COMtont prlc• • 

G~ gl CUrront l!!:!co ,c 100 
Price lfld&x of tur'Nlll ytGr 

GDP Dsflotor : It is t h"C ratio of Nominal GDP (at wrrenl Prices) to Real GDP (at Constant pri«) 
GDP Dcflotor : No!!Jinal GDP 

Reol GOP 
a) GDP Oeflator lakes out the Inflo11on out of Nominal GOP It deflates the GDP. 
b) It converts Nominal GDP to Real GPD 

tnflotlon: 
a) Using lh,o GDP ddlotor. rhc 1nflot1on rote belwun two cons&CUtivc years con be compute 

using rhe following procedure: 

b) Inflat ion rote in yeor 2 = !zCIP dttlot2r m :ii:mr 2 -61:lf dd lotorln:ii:eor I x 100 
GDPdeflotor in year I 

PAGE N0- 6. 9 



i Chap,er 6-National Income Fast Traclc / Marathon 

Methods of Measuring National IncGllw 
Th..-c ore tt,,.e ways to maasurc Nattonol Income 

L Product INthod °'" Value-added ,.att,od- Flow of Goods ondservices 

2. IN:oma Me!t,oc!- Flow of income generated 

3. Expenditure M&1'11od· Flow of E,q,eooiture on Goods ondservices 

Nat product or Valua-Added Method 

Maaning Notional inc..,,. by ¥Olua added method is tt,e sum totol of Mt vc,lua oddad ot 
factor cost across a ll producing units of t!,a economy lass intarmadiata 
N~chosu fNIIII oil other industriu . 

Steps I Identifying the producing enterprises and classifying them Into different 

sectorsoccord,ng ta the nature of their activ1t1u 

Pl l'r,mory ...,..,,.. production unrts which produces goads and commodities 
by axploittng natural rasOUt'Cas Examplu• forming, M,ning. Fishing, etc. 

(11) Soco, dorr HCt ,,.. This sector tf'OI\Sforms one for of commodity Into other 

formsuch as lnCIIIUfacturlng 

PIii T •rt""Y - or tuvice tac ..,.. Provides servleu which ore intonglbi. 
in nol\lN. 

S tep 2 Esilmc11lng the gross ¥Oluc added (GVA MP) by each producing enterpris~ 

Gron value added (GVA MP) 

• Gross Volue of production· value of Purchase 

: Value of outp<,t • Intcrmcdlotc conSUmpllon 
: !Soles• ch•- 1n stockl ·IntcrmcdlOlc consumotlon.Thts will Give us GDPMP 

S!ep 3 Convert ion: 

• GDP.,,. dcpr«i0t1on• NOP.., 

• NDP- Net indirect tax • NDP,c 

• NDP,c- NFIA= NNP,c 

Inclusion and ,....autu,,. 1n E.- _,,.,. of Not'°""' Ille- by vo1 .. . ecldad Method· 
u clu1ions I. Production for salf • coru,umpt ion 

2. Own accOMnt pn,ductlon of f ind asats. 

3. Imputed rent of owner- occ!jp,ed houses. 

◄. Service of Hause wivu shall. 

5. Sale and porc:hosa of u lnln11 commodit iu or ncond- hond 11ood1 shall 

not be included. However. 

6 . Sale and p,,chon of Sh°"" and Bends 
. 

Incotne Method/ Factor Payment Mathod/ Dl1fl'lbutad Shore Method 

Mecni"9 Notional incama Is colculotad by si.wnmotion offoctor fncornu paid out by 
all production unitswithin the domutic tarr~o,y of a country as wages and 
solorlas, rent. interest. and profit . 

Step, I Classify the income 1nlo appropriate income cotegone.s namely, 
I. Labour Income, or Compensat ion to employees 

2. Ca pital or Propertv income or · .. , surplus 
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3. Mixed Income of sdf employedll,is woll gove NDP'c 

Step ll The above exercise will give NOP,,. The adj ustment of NFLI\ will give 
Notional Income 

l..obour , This is The ~r/on paid r.o doe labour/ cmp/o'f"c for the 
lna,ma servicerendend by thvn. 

, It is the payment made by the producer To employees or labour, for the 
services rendered by them, on cash, kind and social security benefits, 

Induded Exduded 
Sclarif;S and wogf;S in cash including Old • pension shall not be 
Bonus, Oil, HR/\ cons,dued whole colculoting Labour 

income as 11 ,so transfer payment 

Current year pension provision shall TA shall be e.xd uded If rt is for 
be consodued bus inest work or on reimbursement 

basis. 
Travelling allowance shall be Controbut,on of employee io soc,al 
Included security fund shall not be odded as 
If It rs far travd fonn office lohome t1 ,s already part of salary. 
and homc to work 
Conlrlbution of employer to social Interest fr,:c loan given to employee 
securol'( fund shall be odded. E.g 
Provident fund 
Cof!lm'SS;on oa,d to sales s1of-f Old """ D£nSjon 
Payment in kind• Rent free Income t ax of employee 
accommodation, free Meal COUDOft 

UC premium paid by employer otd • pension shall not be 
considered whole co.lculatlng Labour 
,ncomc os ,, is o transfer nmnnen1 

. 

Opcrotona ~q -- J 

s..,,lus ~ I .- • • • ~ --- -- ...... twf ....... .. _ ..... !.J' l 1 ~ ............. ..... -...... ..,.....,,_ I ..... .... • _.....,. 
L- r.-, ... 11 ......... l --- L"""'" ------

It is the Income """"d from ownarshlp and conlrol of Cc,pital Therefore, ii 
os oisoknown as ,ncomL from propu,y ond ~hip. 
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r, ,nclucfu 

• Rent• Including self-occ~ led house, 1n the fonn o( Imputed rent 
• In1cru 1 

• Roynlnu far 
• Prof II before lOll -· ✓ If the question mcn11ons about Proftt before '"" !hon Undlrtributed 

prof1t ,dov1dand and corpol'Glfe t a.xes shall be 19-
✓ If rhc qu&.nion docs nor mention oboul !he prof Ir befor e tax• odd all tlhrce 
✓ If nothing if prefixed 10 prof 11, ossume ,, to be PST 
✓ Intcre.n po,d by goYCrnmcnt dabt and ,ntcrut po,d by consumer on 

borrow,ngsorc not included b«4use these ore treotcd os transfer poyment 

Mucad ► Mn<ed Income is the income generated by OWft occ<>Uftt _.ka,s and income 
Ilv:o- of unlnco, po, otad 1111tarprlsas. 

,. Example of such mixed income ore legal service, ogriculture, trading, 

p,-oprle1or,hlp, Pluonbu, oarpontcr etc. 
,. Mixed Income conroins bo1h componen15 of income namely c.op,tol lncoma 

ond labour Income of those who provides capitol ond labour service In 
p,-oductlon pt'OCC.U, 

,. It" the co~lt• of both labor income ond capitol Income and orise.s 
In cosc w!ruc rt is d,ffiOJlt to different iate betwun labour clement and 
capitol element I factor O'f product ion. 

Example of such incomes ar~ own account workers like CA, Lawyer, 
Shopkeeper etc 

l,l,:luol°" - ·. 
ond ••clusl1111 Impured rent of self-occup,ed Transfer poymt11t· Refer ear lier 

house bv owr,u of rh,s house part of 1he chanter 
Value ol production I or self- Illegal Income like, smuggling, drug 
consumption deohno etc. 
Imptt1ed value of senn<e prCMd•d Interest on loon t oken for mee.ting 
byowner of production unit consumption expenditure- cg. Loon 

to buy house. loon To buy cor. e.tc. 
Interest on loon token for n1,ee11ng Interest on notlonol d•bt- refer 
busln&UneedJ earlier discussion 

Brokerage suv1ce in foclh to1,ng the Income ,n rc.sp«1 of s«o,,d•hond 
tronsoct,on of second-hand .........1. cornrnod1t1cs 
Income tQ)( and Tt)S to show grus I ncome Ol'ising from transfer of 
lncom£ shares and other securit ies, 

. 
0orficuhia 1. [1 ls vuy d1ffrculT 10 estimate Mixe.d Income In vast country wit h 

unincorporated sw·or, ond un-orgciniud se.ctor. 
2. Mot'f'( economists cnt,c,zc rhc non-inclusion of lnrcrut on norionol debt in 

colculohon of ncmonol Inc,o,ne. 
3 , Th• data collected for cokulotlon of NI Is highly unreliable ond 
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I I undcrslotcd I 

e-,.,,dituN Mathod/ Inc- di ...... Mathod 

Meaning In , ... a>tp<tndltu,e Of Pf'OOC h, notlono.1 lncatn& 1, tlw 099"llgGlt flnol 

opendituN In on • =ollOfflY dtrlftg anoc:cou,tlng yeor. 

Thi! ,mnroach arvu GDP 01 market nrou. 
Explanation< Expcnditurc on final goocu and s=ku in the «onomy Is divided Into four brood 

cotcgorlu . namely 

1. Privott f inal consumption utpandl!ur'•· Consumption expenditure done by 

households 

2. InVUfment Exp<1ndltl.r9 · Invutmcnt expcnd1t111"e done by producers and 

Goverrvncnt In on economy 

3. Gowrr,me,rt f inal c:ontl,ll\l)tloon a>tp<tndf,..,._ . Consumption expenditure done 

bygoverrvncnt. 

4. N•t uporfl · for119n ,ompgncnt of Cl(pcnd11urc In the form of net Cl(portf. 

Prfvot• F inal Tlw volu,u of f inal 1c,Ju of good, and ,.,.,,,fcu to consumer houHholdt ond 

con,ump11on na"f>"Oflt lnnftutloM u rvfng hou1ahold1 o~INd for contumptfon (not for uu 

tXp<tndlrure In production) ..,.. multiplied by market prlcu ond then summation It done. 

[)enotad By C II also ,ncludu the volue of pr,mory products which ore produced for own 
consumption by the households. paymcnlS for domestic servlcu which one 
household rendus 10 another. 

Govornm•nt j;overnment INION .. IW'OI ptfflfnMt and not the e-mme.11t entuprln1 S ince 

f lnol the collcct t¥c suvocu provided by the !IOff'MICRlf such os dcfCNc,cducotion, 

con1ump1 Ion hcollhcorc f.tc ore not sold In rha marker . the only way they con bcvolucd In 

expenditure money tums ,s by adding up the money lpcnt by the government In theproduct lon 

of these suvlcu . This totc,J opcndHurc Is treated os consurnptlonexpcnd1ture 

[)enoted of the government. 
By G Government expcnd1turc on pensions, s cholarships, unemployment ollowoncc e tc. 

should be excluded because thue ore transfer oovmcnt, 
Invernnent 61-oss domestic f ixed copltol fonnotlon Includes f inal c,q,e,,dlrurc on machinery and 

E,cp<1ndlture equipment ond own account f'l'Ocluct ion of rnochiftlll'Y and equipment, expcnditura 

on construction, expcnd11ur& on c/\Clft!IU In ln..,,torlH , and expenditure on the 

[)enoted 11cqul.slt 1on of wluoblu such OS, J ewelry ond works of ort 

By I It comprises of-

I WOS9 fixed lnoutffl!lnl 

Expenditure on machinery and equipment , expenditure on construction, ond 

expenditure on !he ocquls,tlOI\ of w luoblu such OS, Jewelry and works of ort. 

2 ;[nVfl!tvry I~~t • 
Thi.I mcons change ,n Inventory. 

3 Exp<tftd,tUN OIi ruld1n1/ol lrM11tme,,t -
Expcndllurc on purd!osc or construc tion of new houses, Own account production 
of houses. CX""ndllurc on molar rc=r.s ond rcnovotlon arc lo be ii,cludcd In 
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CJ<""'nd,ture on ,e.srdent lof housu 
Net E>CJIOl"t Net CJ(JIOl"ts ore th& dlffcrenu berwccn upor11 ond ,mporll of o country during 
l>t""tod by the oecount lng year It con be positive or ncgollvc. 

X•M 
Fonnulo 61)1'., • C•I •6•(X•M) 

Therefor NationoJ Income 
Y: C • I •G • (X-M) •NFIA- Oepreclotlon- NIT 

Pr• coutlons I Goods mcont for self-consumption shall be added o,,d proper ...clue shall 
beoss,gncd In that CCISC, 

2 Own occount production of mochlncry ond equipment shall be odded to 
calculcncflnol expenditure on mochlnuy and equipment, 

3, Transfer poymcnts shall be excluded, 
4. Expenditure on second-he1nd goods should be ucfuded. 
5 . Ex.,..ndlturc on fnlermcdlo1e oroducts should be u cfudcci 

. 
Q..,ut~ • Why .-. ,.., e,q,or1s oddecf ~•" coms,uting not.0n01 income by ~t...,.. M4ttf\od7 

f hoke of l)lffaNftt IMthod 
In me1ny cconom,e.s, rt· may not be poufbla to estimate Notlonol Income us,ng orry - m•thod 
••ctusr .. 1y 
Cl) Incoma Mattlod Is more sulte1ble in Dev• fopcd Economr ... 

b) If Commochty Flow ond &p.nditur• then E• pcndlture Metnodeon be uscci 

c) An cffcctwe procedure Is to arrive al Notlonol Income using all thuc three approaches / 
methods. whoch serves the following purposes • 
I. to pum,t cross-checking of different mdhocls, ensuring greater oecurocy of dcto,. 

Ii. to provide me1rc dctolls ond Insights • c.9. Sectorol Contrlb11tlon to Production, Income 
6roup C>i.str-tbut,on. COMurnption at'ld I"vutmcnt Potterns, c.tc . 

In Indio. o combinotlon of tha t hru mathods rs used. e.g. Production Method cs 1/Ud for i\grlcultural 
Sector. Lncomc Method ,s used for Small Scale Sector ond E•puodlturc Method cs used for Construct,on 
Sector. ta determine Net Value Added in thot Sct1or. 

KaynH lon Th•ory of Incom• d•tormlnot fon 

kck,,n,, 

"" The Great Dtprcsslon of the 1930'1, was the grcott.st cconom,c crls,s the western world hod 
upcr,enccd 

~ Morr, cconcm,sts then recommended gov•rnm,nt ■po.ndlng os o wa, of reducing uncfflployrncnt. 
but they hod no mocrocconomfc theory by which to justify their rccommcndotians. 

1,1. A cocnprchtns,vc theory to uploin Income determinotion wos first put foe-word by the Bri tish 
cconomlSt John Maynord k•YMI In his me1ste.,.plcce 'Th• Gcnarol Thaory of Employmant Int.,..,t 
ond MoM-/ publl1had In 1936. 
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~ The Keynesian theory of income determination is presented in two sector model, thru sec:tor model 
and four sector mode. 

~ Equ,l1br1um output occur whl!11 the du,~d omo""t of output dll>Ondcd by o/1 the ag£nts ,n the 
economy l!Xactly l!J/ualS the amount productd 111 a g,~ tl/N! period In other words OJI economy Is 
said to ~ 111 etJUlhbr,um whut tM produc!Jo11 plans of the (1Fnu ond the upend,wn plans of the 
househ4/ds motch 

key Words : 

Consll'llptlon J. Functional relationship between aggregate c.onsumption upendlture and aggregate 
Function disposable uw:ome, uprc.ssed o.s C = f (Y). shows the level of consumption (C) 

corresponding lo eoch level of di.sposoble income (Y). 

z. The consumption function de.scribes the funchonol relationship betwten 
conJU111ptlon sp,tndlng ond dlspo:soblc income. 

Saving Income nor spent on consumpllon Is saved. Thus, saving funct ion denotes the balance 
Function afte.r impocr of consumption 

Mar9lnol The concept of MPC ducribel t he rclot,onshlp betwten change In consumption (6C) and 

Pro pens lty t o the change. in Income (liY) The w liK of the Increment lo consumer "-"Pendliurc per unit 

conrum• of Increment to Income ii turned th.c Marginal Propensity to Consume (MPC). 

MPC = Consll'llp, 1 on / Income 
Marginal (I • b) Is called (Mar91nc1I Propensity 10 Save) MPS. 
propensity to MPS= SI y 

So•• (MPS) 
AY9roS,. Th,i ovuog,i propensity 10 col\Sumc ,s o ratio of col\Sumptlon defining Income consumption 
propensity to rclot1onsh1p. The rot,o of totol consumption to total income ,s known as t he avuogc 
contum• propensi ry to consume (AJ>C) 

APC • Total consumption/ Total inc-

(AC (WAY) 

I MPC'l 

0 eoo 500/0 <w - -
1000 IZ50 IZ90/IOOO • 1.25 750/1000 • 0 75 0,25 

2000 2000 2000/2000 • LOO 7'0/1000 • 0 75 0,25 

3000 2750 2750/3000 • 0,9Z 7'0/1000 • 0 75 0,25 

6000 5000 5000/6000 • O.l3 1500/ Z000 • 0 75 0.25 

10,000 8000 IIOOOII0.000 • 0.80 3000/llOOO • 0.75 0,25 

Aut onomo1u Aulonomous consumption EXpend1rlll'£ Is the minimum upend,ture to sustain fife 
Expenditur-• 1rrcspecl1ve of stn of income, thus 1t ts income Inelastic. The expt<nditure w:hich do not 

wry with lhe level of income. They ore. detum,ned by fad ors other than Income such as 

business upcc1at1ons and economic policy. They ore generally mode by --· 
in the publ,c sector w,th o view to prov,de public 111,hties 6 lo make maJCimum social 
benefit. 
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Key""5ion theory of determination of l\btionol Income in two Sect or Model. 

i. According to Keyne.s AD=AS ( I ) 

ii. AD= C• I (2) 

m. Aggreg<1te Supply in terms of Money= Quontity Produced x Pric~ 

iv. Value of A!l9'"~1e Supply = l\bt,onal Incom• (3) 

•• Income (Y) = C• S '4) 
vi. Therefore from (I), (2), (3) & (4) 

vii. C•S = C•I 

viii. S=I 
be . C=a+by 

❖ Why any other point cannaT be Equilibri<.wn NI? 
❖ C...e I : AS> AD i.• C•S > C•I 

Ans: The firm will not be able to sell its stock c!, firm wdl reduce the production and w t down on 

expenditure, as o r"5Ull demand for foctor of production will decrease, in case of factor will 

/4- reduce and thus spending will foll. This proc= will contirlle tat equilibrium is reached. 

❖ Con 2 : AS•AD i.e C+S C C+I 
Ans : Here Demand is greater I hon supply and hence producer will increase the production leading 
to higher l\btionol inco~ This w,11 cause upward moment along the line to achieve the e<jUilibrium 

Kayncsion theory of datvminatian of Naticn,J ~ in three Sector Modal. 
Y= AS = C • S • T '2) 

Ad = C•I•G (3) 

:. Consumption will be- C =a• b (Yd) 

Keynaian theory of datennnrtion of NI in Fair Sector Madel. 

I n 4 Sect or Economy 
AS = AD 

C • S • T = C • I • G • (x • m) 
S + T = I • G • (x • m) 

ORS +I •m: I +G+x 

Investment Multiplier: 

I. The multiplier refers to the phenomenon whereby a change ,n on inj ection of axpenditure wil 

leadto a proportionately larger chGnga (or multiple change) in the level of notional income. 
2. Multiplier explains how many times the aggr~e mcome increases as a result of an increase in 

investment. 

3. The ratio of 6Y to Mis called the investment multiplier, k. 
4. 6 Y = k Ill . 
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5. The volue of th• multiplier I• fcu,d from the aquot lon k • I / (I - MPC) Or IC = I / MPS 

6. The multiplier thowt how thocks to - sector r • t ra11Smltted throughout the econo,ny 

Effect of Changu in AutonQfl\Old Invdfmenf 

l an Increase In autonomous tnYWmmt by l>.Ishifts the 099regate d,.mand schedul" fromC•I ta 
C•I•llL 

2. Correspondingly, th" "!uilibrium shifts from ,E to E'and the equilibrium income increases more 

than proportionarely tram Yo to Y l 

Till how long rhese processes 90, 

l The more powerful t hese leakages on. the sfflelller the volue of the multiplier. The lecl<Gges a.re 
caused due to: 

o) Progru1ive rotu of tQ)(otion 

b) High llquldity prcf1trenca a,,d Idle saving or holdlng of cash balances 

c) 1>1t111ond met out of I ha vdrting stocks or through iffli'O"'IS . 
d) Additional income spent on purchasing vdsting wc.mth er pi.rchan of government 

sccurttiuond 1hor c.s from sharwhotders or bondholdc.rs. income used for payment of 
debts 

e) case of full e.mployment addrt,onal investment will only lead to Inflation, and scarcity of goods 

and services despite hov,ng high MPC 
In underdeveloped countries value of multiplier Is low, due to structUl'ol Inadequacies, Increase In 

consumption expenditure Is not generally occomponred by increase In production. 

Re latlonsl1dp ~ ~ Muffipllr and Marginal P :p raity to COIIIUIMr 

Highu the. MPC. Higher will be the Value of Multiplier. and Vice YUSQ, Maximum Value of Multiple will be 

Infinite whw MPC is I. W1t. conclud£ that wilue of M11iltipliu is reciprocal of MPS (l•MPC) 

0• floflancry Gop 
1. If the aggregate demand Is f«' an a.mount of output less tho.n the full employment level of output, 

then we say there lsdeflclenl demand. 

2. l>effcl ent demand gives r ise too 'deflationary gap' «''recessionary gap'. 

3, Recessionary gap also known os 'confroct,onory gap' arises in the Keyne.sion model of the macro 

economy whe.n th""!uilibrium level of aggregate production achieved in the short-run falls short of 

what could be produced ot full employment. 

4. Recessionary gap occUl'S when the economy is ,n o business- cycle contl'Oclion Of' recession.. 
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