National Income
Definitions

“National Income is the aggregate money value of all goods and services produced in a country during one year.”

“The Gross National Product (GNP) is the most comprehensive measure of a nation’s total output of goods and services.  It is the sum of the Rupees values of consumption, gross investment, government purchases of goods and services and net exports.”

· Paul. A. Samuelson

“The Labour and capital of a country, acting on its natural resources produce annually a certain net aggregate of commodities, material and immaterial, including services of all kinds and net income due on account of foreign investments must be added in.  This is the true net annual income or revenue of the country or the National dividend.”

· Alfred Marshall

“The National dividend is that part of the objective income of the community including of course, income derived from abroad, which can be measured in money.”

· Pigou

“The National Income consists of a collection of goods and services reduced to a common basis by being measured in terms of money.”

· Sir John Hicks

According to National Income Committee of the India for National Income
“A National Income estimate measures the volume of commodities and services turned out during a given period, counted without duplication.”

National Income represents

“A total value of goods produced or receipts of the factors of production or expenditure by the people on goods produced”.

National Income = National Expenditure – National Production

Important concepts of National Income (Accounting)

Gross Domestic Product (G.D.P.): It is the money value of final goods and services produced in the domestic territory of a country during an accounting year.

In other words, “It is the income generated by the factors of production during a year within the country from its own resources.  It does not include the income earned from abroad through foreign trade sector.”

Net Domestic Product (N.D.P.): It is the sum total of money value of all final goods and serviced produced in the country in a year excluding depreciation cost.

N.D.P = G.D.P – Depreciation

Gross National Product (G.N.P.): Gross National Product or Gross National Income is the total measure of the flow of goods and services at market value resulting from current production during a year in a country including net factor income from abroad.

G.N.P. = G.D.P. + Net Factor Income from abroad

Net National Product (N.N.P.): The Net National Product is the sum total of money value of final goods and services produced in an economy in a year excluding depreciation cost and including net factor income from abroad.

N.N.P = N.N.P – Depreciation          
Other concepts

Per Capita Income (P.C.I.): refers to the average annual income of the people of a country.  It is derived by dividing the National Income by the population.
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Personal Disposable Income (P.D.I.): is arrived at by deducting ‘taxes paid by house holds and miscellaneous receipts of government administrative departments’ from ‘Personal Income’.

P.D.I = Personal Income – Taxes paid by Households

Need to study National Income Analysis:

1. It helps to compare Economic development overtime

2. It helps to make International comparison

3. It helps in planning

4. It helps in studying the anatomy of an economy

5. It helps to measure the standard of living

Approaches to Measurement of National Income

Product Approach: This is also known as ‘Output Method’ or ‘Value Added Method’.  This method estimates the National Income from the output side.

In this method the economy is divided into different sectors such as agriculture, manufacturing and other services.  By adding up net values added in the process of production by the production units and industries during a given year we get the gross product.

Income Method: It estimates National Income from the distribution side of the economy.  National Income is calculated by adding up the i. Rent of land, ii. Wages and salaries of employees, iii. Interest on capital, iv. Profits of entrepreneurs, and v. incomes of self-enployed people.


Thus, according to income method, the national income of the country is obtained by adding up the factor-incomes accruing to the concerned factors during the process of production.

Expenditure Approach: It estimates National Income from the expenditure side.  Each unit of goods and services produced is matched by the expenditure of that unit.  National Income can be viewed as the nation’s total expenditure on goods and serviced produced during the year.
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