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Q.No.1. Define the term National Income.

(B) (SM) (RTP M18)

National Income is defined as the net value of all economic goods and services produced within the
domestic territory of a country in an accounting year plus the net factor income from abroad (NFIA).

According to the Central Statistical Organisation (CSQO) ‘National income is the sum total of factor incomes
generated by the normal residents of a country in the form of wages, rent, interest and profit in an

accounting year'.

Q.No.2. Explain the various concepts of National Income.

(A) (SM, MTP M19)

The basic concepts and definition terms used in national accounts largely follow SNA.

Concepts of National Income

A

v v v : v v v
Gross Gross Net Net Personal Personal Per Capita
Domestic National Domestic National Income Disposable Income
Product Product Product Product Income
v
* ¢ ¢ ¢ Private
Income
Real Nominal GDP at Market GDP at
GDP GDP Prices factor cost @9

2 measured ‘gross’ of depreciation.

o ‘Domestic’ means do cter or resident production units.

e Value added means the diffsrgnce between value of output and purchase of intermediate
goods. It represents the contribution of labour and capital to the production process.

Definition: GDP is a measure of the market value of all final economic goods and services,

gross of depreciation, produced within the domestic territory of a country during a given time

period. (Or)

GDP is the sum total of ‘value added’ by all producing units in the domestic territory and

includes value added by current production by foreign residents or foreign-owned firms.

Real GDP

GDP at Constant prices or Real GDP:
e ltis the value of domestic product in terms of constant prices of a chosen base year.
e Real GDP changes only when production changes.

Nominal
GDP

GDP at Current prices or Nominal GDP:

e ltis the value of domestic product in terms of prevailing prices of a current year.

¢ Nominal GDP changes when price changes.
Ex: The value of the nominal GDP of an economy was Rs 2,500 Crores in a
particular year. The value of GDP of that country during the same year evaluated at
the prices of the same base year was i) Rs. 2,000 Crores and ii) Rs.3,500 Crores
Calculate the effect of change and name the term.

Sol:

500 (Inflation)
(1000) (Deflation)
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GDPyr |Gross Domestic Product at market prices (GDPyp):
GDP is in fact Gross Domestic Product at market prices (GDPyp) because the value of
goods and services is determined by the common measuring unit of money or it is evaluated
at market prices.
GDPyp = Value of Output in the Domestic Territory - Value of Intermediate
Consumption
=3 Value Added
GDPgc |Gross Domestic Product at Factor Cost (GDPec):

The Production and Income approach measure the domestic product as the cost paid to the

Factors of Production. Therefore, it is known as ‘domestic product at factor cost’.

e The basis of distinction between market price and factor cost is net indirect taxes (i.e.,
Indirect taxes - Subsidies).

o Indirect taxes are product taxes (excise duties, customs, sales tax, service tax etc.,) and
taxes on production (factory license fee, taxes to be paid to the local authorities,
pollution tax etc.)

e Market Price = Factor Cost + Net Indirect Taxes

= Factor Cost + Indirect Taxes-Subsidies
(Market price includes indirect taxes and excludes subsidies)
e Factor Cost = Market Price - Net Indirect Taxes
= Market Price - Indirect Taxes + Subsidies
(Factor cost excludes indirect taxes and includes subsidies)
GDPgc = GDPyp - Indirect Taxes + Subsidies
= Compensation of Employees
+ Operating Surplus (Rent rest + Profit)
+ Mixed Income of Self-E y/)@-ODepreciation
Ex.: Compute the amount of s @ie@}n the following data: (Rs. in Crores)
GDP at Market Price: 7&%67 9
Indirect Taxes: 4, 7
GDP at Factor C@g\? 369,815
Sol: o
GDPyp = GDPegc + (Indirect Taxes - Subsidies)
Subsidies = GDPg¢ + Indirect Tax - GDPyp
= 3,60,815 + 4,54,367 - 7,79,567 =Rs. 35,615 Crores
GNP Gross National Product:

It is @ measure of the market value of all final economic goods and services, gross of

depreciation, produced with in the domestic territory of a country by normal residents during

an accounting year including net factor incomes from abroad.
GNPyp = GDPyp + Net Factor Income from Abroad
GDPyr = GNPyp - Net Factor Income from Abroad

e The distinction between ‘national’ and ‘domestic’ is net factor income from abroad (NFIA)

| National = Domestic + Net Factor Income from Abroad (NFIA) |

o NFIA = (The aggregate amount that a country's citizens and companies earn abroad) - (The
aggregate amount that foreign citizens and overseas companies earn in that country).

o If NFIA is positive, then GNPyp > GDPyp.

Ex.: Suppose the GDP at market price of a country in a particular year was Rs 1,100

crores. What will be the GNP at market price if Net Factor Income from Abroad was i)

Rs 100 crores; ii) -100 crores; iii) Zero?

Sol:
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1100 (100) 1000 GNPyp < GDPyp.
1100 0 1100 GNPyp = GDPp.
NDPyr |Net Domestic Product at market prices (NDPyp):
It is @ measure of the market value of all final economic goods and services, produced with in
the domestic territory of a country by its normal residents and non-residents during an
accounting year less depreciation.
NDPyr = GDPyp - Depreciation
= NNPyp - NFIA
The basis of distinction between ‘gross’ and ‘net’ is depreciation or consumption of fixed capital.
Gross = Net + Depreciation
Net = Gross - Depreciation
Ex.: Suppose the GDP at market price of a country in a particular year was Rs 1,400 crores.
What will be the depreciation amount if NDP at market price is Rs 1,100 crores?
Sol:
NDPyp = GDPyp - Depreciation
Depreciation = GDPyp- NDPyp = 1,400 - 1,100 = Rs.300 crores
NDPrc |[Net Domestic Product at Factor Cost (NDPgc):
e ltis defined as the total factor incomes earned by the factors of production.
o ltis sum of domestic factor incomes or domestic income net of depreciation.
NDPgc = NDPwp - Net Indirect Taxes.
= Compensation of employees
+ Operating Surplus (rent + in;zﬁ profit)
+ Mixed Income of Self-emplg:
NNPye |Net National Product at Market Pric
It is a measure of the market valu
normal residents with in the
accounting year excluding dep
NNPyp = GNPy - Deprecialy g{
= NDPyp + Net Fa n@?ﬂom Abroad
= GDPyp + Net Factor In e from Abroad - Depreciation
NNPgc or |NET NATIONAL PRODUCT AT FACTOR COST (NNPgc) OR NATIONAL INCOME:
NI It is defined as the factor income accruing to the normal residents of the country during a
year.
o ltis the sum of domestic factor income and net factor income from abroad.
e National income is the value of factor income generated within the country plus factor
income from abroad in an accounting year.
NNPgc = National Income
= FID (Factor income earned in domestic territory) + NFIA.
If NFIA is positive, then national income will be greater than domestic factor incomes.
Private |“Private Income is the total of Factor Incomes and Transfer Incomes received from all
Income |sources by Private Sector (Private Enterprise and Households) within and outside the

country”. It also includes Net Factor Income from abroad.

Private Income = National Income + Government Transfer Payments + Interest
on National Debt - Property Income of Government
Departments - Profits of Government Enterprises. (or)

Private Income = Income from Domestic Product accruing to Private Sector +

NFIA + Transfer Incomes

= National Income - Income from Domestic product accruing to
Government Sector + Transfer Payments (or)

Private Income = Personal Income + Corporate Tax + Undistributed Profits
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Pl

PERSONAL INCOME:

It is the income received by the household sector including Non-Profit Institutions serving
households.

It forms the basis for consumption expenditures and is derived from national income as follows:
Pl = NI + Income Received but not Earned - Income Earned but not Received
e Examples of Income Received but not Earned:
Transfer payments such as social security benefits (pensions), unemployment
compensation, welfare payments etc.
e Examples of Income Earned but not Received:
Undistributed corporate profits and the contribution of employers to social security.

e NI is not the sum of personal incomes because personal income includes transfer
payments which are excluded from NI.

DPI

DISPOSABLE PERSONAL INCOME:
It is @ measure of amount of the money in the hands of the individuals that is available for
their consumption or savings.
DPI is derived from personal income by subtracting the direct taxes paid by individuals and
other compulsory payments made to the government.

| DPI = PI - Personal Income Taxes = Consumption + Savings |
The Individual purchasing power in a country mainly depends upon his DPI.

PCI

PER CAPITA INCOME (PCI):
The GDP per capita is a measure of a country's economic output per person.

It is obtained by dividing the country’s gross d@estic product, adjusted by inflation, by the
total population.

It serves as an indicator of the standard oi{i%h of a country.

Per capi@&@@ﬂ

Total Population

W7
< S
NOTE: Each concept will be expected as %&par@uestion. Also refer differences of the concerned

concepts.
SIMILAR QUESTIONS: ®® &g
1. Define the terms a) GDP @GDPMP c) GDPrc
d) GNP e) NDP f) NNPec
g) Personal Income h) Disposable income i) Per capita Income
A. Write the explanation part of the concerned.
2. Explain the concept of Gross National Product at Market Prices (GNPwp). (N18 - 2m)
A. Refer GNP
3. Define ‘Net Factor Income from Abroad’ (M19 - 2M)
A. Refer 2" bullet GNP
4. Define the term ‘Private Income’ as used in India.
A. Refer ‘private income’

prices.

Q.No.3. Distinguish between Nominal GDP and Real GDP (or) Draw the basis of distinction
between GDP at current and constant prices (or) Distinguish between GDP current and constant

(B) (SM, RTP M18, MTP 2 M18)

The basic difference between the terms Real and Nominal is either inflation or deflation.

1) GDP in terms of current market prices is termed|1) GDP in terms of constant prices of a chosen
as ‘Nominal GDP’ or ‘GDP at current prices’. base year is termed as ‘real GDP’ or ‘GDP at

constant prices’.
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2) Nominal GDP which is essentially a quantity (2) Real GDP changes only when production
measure is sensitive to changes in the average changes.

price level.
3) Nominal GDP rise without any real increase in|3) The real GDP when available by industry of
physical output. origin, give a measure of the structural changes

in the pattern of production in the country is vital
for economic analysis.

INFERENCE: If prices rise, GDP measured at market prices will also rise without any real increase in
physical output. This is misleading because it does not reflect the changes in the actual volume of output.
To correct this i.e. to eliminate the effect of prices, in addition to ‘Nominal GDP’, ‘Real GDP’ is introduced.

SIMILAR QUESTION:
1.  What purpose does Real GDP serve?
A. Refer point iii) of Real GDP and inference

Q.No.4. Distinguish between GDP and GNP. (C) (SM, MTP M19)

The two concepts GNP and GDP differ in their treatment of international transactions (i.e. NFIA).

1) The term ‘national esidents of|[1) The term ‘domestic’ refers to the domestic
a country who may be within or outside the territory of the country.
domestic territory

V727N
2) GNP is a broader concept than GDP 2) Q@ﬁi)s a narrower concept than GNP

3) GNP includes NFIA such as earnings of Indian Q@ﬁfP excludes NFIA (Net Factor Income from
corporations in overseas and Indian resident%§ A )
working in overseas )

< Qo

4) GNP includes Factor income from abroa §§% &DP excludes Factor income from abroad such
as earnings of Indian corporations in e as earnings of Indian corporations in overseas
and Indian residents working in over: and Indian residents working in overseas

5) GNP excludes Factor income to \d g@%%/s 5) GDP includes Factor income to abroad such as
earnings from current production in In that earnings from current production in India that
accrue to foreign residents or foreign-owned accrue to foreign residents or foreign-owned
firms firms

For instance, profits earned by Company ‘Y’, an Indian company in UK would be excluded from GDP, but
included in GNP. Similarly, profits earned in India by X’ Company, a foreign-owned firm, would be
included in GDP but not in GNP.

Q.No.5. Suggest what sort of Care is to be taken while calculating GDP. (B) (SM)

GROSS DOMESTIC PRODUCT (GDP): It is a measure of the market value of all final economic goods
and services, gross of depreciation, produced within the domestic territory of a country during a given time
period. It is a flow concept.

WHILE CALCULATING GDP WE NEED TO INCLUDE THE FOLLOWING VALUES:

1) Only Final Goods and Services,

2) Only the Value Added by the production process,
3) Goods and services which are produced in the current period,
4) Gross Investment (Fixed Investment + Inventory Investment)
a) Fixed Investment includes Capital Goods. Ex: business plant and equipment purchases etc.

b) Inventory Investment includes Net change in Inventories of Final Goods awaiting sale or of
materials used in the production.
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5) Production boundary of GDP (i.e. production of agriculture, forestry and fishing which are used for own
consumption of producers)

6) Discounting for capital consumption or_depreciation of the current year.
WHILE CALCULATING GDP WE NEED TO EXCLUDE THE FOLLOWING VALUES:
1) Intermediate goods used to produce other goods (Ex: Producer goods).

2) Non-economic activities e.g. services of family members that are done out of love and affection etc.

3) Market transactions such as exchange of goods which already exist or are previously produced (Ex:
Second hand goods).

4) Transfer payments (Ex: Pensions, scholarships, unemployment allowances etc.)

5) Financial transactions and un - reported output generated through illegal transactions such as
narcotics and gambling (also known as ‘bads’ as opposed to ‘goods’ which GDP accounts for).

SIMILAR QUESTIONS:

1. What are the values to be included or excluded in the calculation of Gross Domestic Product?

A. Refer above answer

2. What are the inclusions and exclusions in calculating Gross Domestic Product (GDP)?

A. Refer above answer

3. Explain few important points of GDP which one needs to bear in mind while calculating National Income. (RTP N 19)

A. Refer above answer

Q.No.6. Explain the three different sides of National In%@ accounts? (B) (SM)

comprehensive conceptual and accounting fram Oompiling and reporting macro-economic

N\
INTRODUCTION: United Nations (UN) has develope stem_of National Accounts (SNA) to provide a
f
of&@

statistics for analysing and evaluating the perfor ) conomy.
The basic concepts and definition terms u&'n al accounts largely follow SNA. Each of the
concepts has a specific meaning, use @ m of measurement. National Income Accounting,
pioneered by the Nobel prize-winning e ist% on Kuznets (1971) and Richard Stone (1984).
MEASUREMENT OF NI ACCOUNTS
(PHAiSES)
Distribution
(Method) (Method) (Method)
| Product Method | | Income Method | | Expenditure Method |

National Income accounts have three sides namely product side, an income side and an expenditure side.

The product side measures production based on the concept of value added. The widely reported measures
of overall production are Gross Domestic Product (GDP) and Gross National Product (GNP).

The income side measures the distribution of the proceeds from sales to different factors of production. It
is the total flow of earnings of the factor owners (the residents of a country) who receive through the
production of goods and services in the form of wages, salaries, rent, interest and profits.

The expenditure side considers the final sales of goods and services.

SIMILAR QUESTIONS:
1) What function does the System of National Accounts (SNA) serve in the computation of National Income?

A) Refer Introduction
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2) What are the two widely reported measures of overall production on the product side based on the concept of value added?

A) Among the three phases of National Income to measure overall production on the product side based on the concept of
value added, the two widely reported measures are Gross Domestic Product (GDP) and Gross National Product (GNP).

Q.No.7. How National Income is measured in India? (B) (SM)

Measurement of National Income in India is done by National Accounts Statistics (NAS) in India
1) NAS IN INDIA IS COMPILED BY:

a) National Accounts Division in the Central Statistics Office (CSO),

b) Ministry of Statistics and Programme Implementation (MoSPI)

2) PUBLICATION OF ESTIMATES: National Income estimates are done annually as well as quarterly.
This publication is the key source-material for all macro-economic data of the country. As per the
mandate of the Fiscal Responsibility and Budget Management Act 2003, the Ministry of Finance uses
the GDP at current prices to determine the fiscal targets.

3) AMENDMENTS:

a) MoSPI has released the new series of national accounts, revising the base year from 2004-05 to
2011-12.

b) In the revision of NAS done by CSO in January 2015, it was decided that sector-wise estimates of
Gross Value Added (GVA) will now be given at basic prices instead of at factor cost.

(Basic price = Amount receivable by the producer from the purchaser for a unit of a product- Tax
on the product + subsidy on the product.)

4) Regional accounts help decision making at the regional e all the states and union territories of India
compute state income estimates (Net State Domestl uct (NSDP)) and district level estimates.

SIMILAR QUESTIONS:

1) What is the role of System of National Accounts Sta ndla serve in measuring National Income?

A. Refer 1st and 2 points & °

2) What are the recent amendments made by t}égtem@mtlonal Accounts Statistics (NAS) in India in the calculation of
National Income? @

A. Refer 31 point @O

3) How the National Income data is used by the Indian Government in determining the fiscal targets?

A. Refer 2 point.

Q.No.8. lllustrate the circular flow of income and describe its relevance in measurement of national
income. (For student’s self-study) (A) (SM)

THE CIRCULAR FLOW OF INCOME: Circular flow of income refers to the continuous circulation of
production, income generation and expenditure involving different sectors of the economy. There are three
different interlinked phases in a circular flow of income, namely: production, distribution and disposition.

PRODUCTION OF
S00DS AND
SERVICES

DISTRIBUTION AS

FACTOR INCOMES
[RENT, WAGES,

INTEREST, PROFIT)

DISPOSITION
CONSUMPTION /

INVESTMENT
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1) In the production phase, firms produce goods and services with the help of factor services.

2) In the_income or distribution phase, the flow of factor incomes in the form of rent, wages, interest and
profits from firms to the households occurs

3) In the expenditure or disposition phase, the income received by different factors of production is spent
on consumption goods and services and investment goods. This expenditure leads to further
production of goods and services and sustains the circular flow.

4) These processes of production, distribution and disposition keep going on simultaneously and enable
us to look at national income from three different angles namely: as a flow of production or value
added, as a flow of income and as a flow of expenditure.

SIMILAR QUESTION:
1)  Explain the circular flow of income in an economy. (N19 - 3M)
A) Refer the above answer

Q.No.9. Outline the different methods used in India to compute National Income and comment on it.
(A) (SM)

Circular flow of income refers to the processes of production, distribution and disposition keep going on
simultaneously and hence NI is stated in three different angles namely:

1) As a flow of Production,

2) As aflow of Income, and

3) As a flow of Expenditure.

Each of these different phases suggests a different meth@.@@%ﬁon and requires a different set of data.

Data requirements and outcomes of Different method QPN TN
QY2

2l Income Calculation

Net Output Method
(or)

Value added method

(or)

Contribution from Agricultural
production units Sector

g Gross value added
nter@%%s of the (GVAup or GDPyp)

Product method (or) Country = Value of output -
Production Industrial origin Intermediate
Method consumption

= (Sales + change in
stock) - Intermediate
consumption

= ) (GVAwe)
Income Method (or) | Total Factor Incomes | Relative contribution of Small Scale
Factor Income generated in the factor owners Sector
Method, (or) Production of Goods | GDPgc = Compensation
Factor Payment and Services of Employees +

Distribution Method (or) Operating Surplus
Distributed Share (Rent + Interest +

Method Profit) + Mixed Income

of Self-Employed +
Depreciation

Expenditure Method | Sum of Expenditures Flow of Consumption Construction
(or) of the three spending and Investment Sector
Income Disposal units in the economy, Expenditures
Disposition | Approach (or) Outlay | namely, Government, GDPyp = Final
Method Households & Consumption
Producing Enterprises | Expenditure + GDCF +
Net Exports
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COMMENTS:

1) When NI of a country is measured separately using these methods, we get a three dimensional view
of the economy.

2) Income method may be most suitable for developed economies where people properly file their
income tax returns.

3) Countries like India are unable to estimate their national income wholly by one method.

SIMILAR QUESTIONS:

1. Explain the data i.e. required as per the different methods to calculate national income

A. Refer the (ii) and (iii) columns of tabular column

2. Is country like India unable to estimate their National Income wholly by one method? Give comments (MTP N19)
A. Refer the side heading “ comments”

Q.No.10. Briefly explain Value Added Method or Product Method to calculate National Income in India.
(A) (SM)

VALUE ADDED METHOD OR PRODUCT METHOD:
1) Value Added Method is also called Industrial Origin Method or Net Output Method.

2) The value added method measures the contribution of each producing enterprise in the domestic
territory of the country in an accounting year

3) It considers totality of production of each industry and r%lces intermediate purchases from all other
industries.

This method involves the following steps: %@ o

Step 1: Identifying the producing enterprises an@i@ em into different sectors according to the
nature of their activities <>

1) All the producing enterprises are brc%gﬁas' into three main sectors namely: Primary sector,

Secondary sector, and Tertiary sectq eryi ector

2) These sectors are further dividegsint -sectors and each sub-sector is further divided into
commodity group or service-group.

Step 2: Estimating the gross value added (GVAyp) by each producing enterprise

Gross Value Added (GVAyp) = Value of Output - Intermediate Consumption
= (Sales + change in stock) - Intermediate Consumption
= > (GVAwp)

Step 3: Estimation of National income

For each individual unit, Net value added is found out.

Net value added (NVAyp) = 3 (GVAp) - Depreciation

1) Adding the net value-added by all the units in one sub-sector, we get the net value- added by the sub-sector.
2) By adding net value-added of all the sub- sectors of a sector, we get the value-added of that sector.
3) Forthe economy as a whole, we add the net products contributed by each sector to get NDP

4) We subtract net indirect taxes and add net factor income from abroad to get national income.

NVAEgc (or) (Net Domestic Product) = NVAyp - Net Indirect taxes
National Income (NNPgc) = NVAEc + NFIA
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THE VALUES OF THE FOLLOWING ITEMS ARE INCLUDED:
1) Own account production of fixed assets by government, enterprises and households.

2) Production for self-consumption, and
3) Imputed rent of owner occupied houses.

Example: Calculate the GNP at market price using Value Added Method with the help of following data:

(MTP M20)
Value of output in Primary sector 1000
Net Factor Income from abroad (20)
Value of Output in Tertiary Sector 700
Intermediate Consumption in Secondary Sector 400
Value of Output in Secondary Sector 900
Government Transfer Payments 600
Intermediate Consumption in Primary Sector 500
Intermediate Consumption in Tertiary Sector 400

GDPyp = (Value of Output in Primary Sector - Intermediate Consumption of Primary Sector) +
(Value of Output in Secondary Sector - Intermediate Consumption of Secondary Sector) + (Value of
Output in Tertiary Sector - Intermediate Consumption of Tertiary Sector)

Sol:
GDPypr = (1,000 - 500) + (900 - 400) + (700 - 400) = 500 +@) +300 = Rs.1,300 crore
GNPy = GDPyp + NFIA = 1300 - 20 = Rs. 1280 crore

SIMILAR QUESTIONS: @ <&

1. Explain “Value Added method” in computation of Nati co@

A. Refer first four points of “Value added” method sigg &o

2. What are the steps involved in Calculating Nati@ Inc using “Value added method”?

A. Refer the three steps 1,2 and 3. @@ %0

3. While calculating National income under Vafue ao@a method, what are the values to be included?
A. Refer the last side heading.

Q.No.11. Write about Income Method in the computation of National Income. (A) (SM)

INCOME METHOD: Production is carried out by the combined effort of all factors of production. The
Factors are paid factor incomes for the services rendered.

Under Factor Income Method, also called Factor Payment Method or Distributed Share Method, national
income is calculated by summation of factor incomes paid out by all production units within the domestic
territory of a country as wages and salaries, rent, interest, and profit.

By definition, it includes factor payments to both residents and non-residents.

Thus, NDPgc= Sum of factor incomes paid out by all production units within the domestic territory of a
country.

NNPc or National Income = Compensation of Employees
+ Operating Surplus (Rent + Interest + Profit)
+ Mixed Income of Self-Employed
+ Net Factor Income from Abroad

THE VALUES OF THE FOLLOWING ITEMS ARE INCLUDED:

1) Only incomes earned by owners of primary factors of production (EX: Wages of labourers,rents of
Land And Interest on capital)
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2) Labour income (wages and salaries, bonus, commission, employers’ contribution to provident fund
and compensations in kind.)

3) Non-labour income (EX: Dividends, undistributed profits of corporations before taxes, interest, rent,
royalties and profits of unincorporated enterprises and of government enterprises.)

4) Mixed income includes all those incomes which are difficult to separate labour income from capital
income (EX: agriculture, trade, transport etc. in underdeveloped countries including India)

THE VALUES OF THE FOLLOWING ITEMS ARE EXCLUDED:
1) Transfer incomes (EX: pensions of retired workers, unemployment allowances etc.)

2) Income from the sale of second hand goods
3) lllegal Incomes, Income from lotteries, gambling and betting’s.

Ex: Compute NNP at Factor Cost or National Income from the following data using Income Method:

(Rs. In crores) (N19 - 3M)
Sol:
Compensation of Employees 3,000
Mixed Income of Self-Employed 1,050
Indirect Taxes 480
Subsidies 630
Depreciation 428
Rent 1,020
Interest [ 2,010
Profit F 980
Net Factor Income from Abroad R 370
NNPcorNI = Compensation of Employees +® i <gg/§urplus (Rent + Interest+ Profit) + Mixed
Income of Self- Employed + Net Factor Income

=3,000 + (1,020 + 2,010 + 98@& @0\3?0 = Rs. 8,430 Crores
SIMILAR QUESTIONS:
1. While calculating National income under & what are the values to be included?
A. Refer the side heading “The values of the foIIow1 @tems are Included”
2. While calculating National income under Income method, what are the values to be excluded?

A. Refer the side heading “The values of the following items are excluded”

Q.No.12. Write about Expenditure method in the computation of National Income. (A) (SM)

EXPENDITURE METHOD: In the expenditure approach, also called Income Disposal Approach, national
income is the aggregate final expenditure in an economy during an accounting year.

In the expenditure approach to measuring GDP, we add up the value of the goods and services purchased
by each type of final user mentioned below.

| GDPyr = Final consumption expenditure + Gross domestic capital formation + Net exports.
1) FINAL CONSUMPTION EXPENDITURE:
a) Private Final Consumption Expenditure (PFCE):

To measure this, the volume of final sales of goods and services to consumer households and
nonprofit institutions serving households are multiplied by market prices and then summeation is done.

It includes:
i) Only expenditure on final goods and services produced in the accounting period.

ii) The value of primary products (produced for own consumption by the households).
ili) Payments for domestic services which one household renders to another.

iv) The net expenditure on foreign financial assets or net foreign investment.
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b) Government Final Consumption Expenditure:

i) The collective services provided by the governments such as defence, education, health

care

etc. are valued in money terms. This total expenditure is treated as consumption expenditure

of the government.

ii) Government expenditure on pensions, scholarships, unemployment allowance etc. should be

excluded because these are transfer payments.

2) GROSS DOMESTIC CAPITAL FORMATION: Gross domestic fixed capital formation includes
i) Final expenditure on machinery and equipment
ii) Own account production of machinery and equipment,
iii) Expenditure on construction (Land and residential buildings constructed by households),
iv) Expenditure on changes in inventories,
v) Expenditure on the acquisition of valuables such as, jewelry and works of art.
3) NET EXPORTS:
i) Net Exports are the difference between exports and imports of a country during an accounting year.
ii) It can be positive or negative.
National Income or NNPgc using expenditure method:
GDPyp = Final consumption expenditure + Gross domestic capital formation + Net exports.
GNPyp = GDPyp + NFIA
GNPgc = GNPwp - Net indirect taxes
National Income or NNPgc = GNPg¢ - Depreciation @@
Ex: Estimate National Income by Expenditure Meth@o%ﬁge following data  (Rs. in crores)
Sol: A &
1) Private Final Consumption Expenditure /{@ (&o 210
2) Govt: Final Consumption Expenditure(\@\) @% 50
3) Net Domestic Capital Formation @V/? §<>> 40
4) Net Exports v (5)
5) Wages & Salaries 170
6) Employer’s Contribution 10
7) Profit 45
8) Interest 20
9) Indirect Taxes 30
10) Subsidies 05
11) Rent 10
12) Factor Income from Abroad 03
13) Consumption of Fixed Capital 25
14) Royalty 15
National Income (NNPgc): Expenditure Method
(1) +(2) +(3) + (4) = NDPyp
210+ 50 + 40 + (5) = 295
NNPgc = NDPyp + Factor Income from Abroad - Net Indirect Tax (Indirect Tax - Subsidy)
295+3-(30-5)=295+3-25=298-25=273
NNPgc = 273 crores
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SIMILAR QUESTIONS:

1. Define Expenditure method and what are the topics included in calculation of national income under this method?

A. Refer introduction up to formula

2. Which values of items are to be included while calculating Private Final Consumption Expenditure

A. Refer point 1. a only “it includes”

3. Which values of items are to be excluded while calculating Private Final Consumption Expenditure?

A. Refer point 1. a only “it excludes”

4. Which values of items are to be included and excluded while calculating Government Final Consumption Expenditure?
A. Refer point1.b

5. Which values of items are to be included while calculating Gross Domestic Capital formation?

A. Refer point 2

Q.No.13. Explain the usefulness and significance of National Income Estimates. (B) (SM)

USEFULNESS AND SIGNIFICANCE OF NATIONAL INCOME ESTIMATES: National income accounts
are fundamental aggregate statistics in macro-economic analysis and are extremely useful, especially for
the emerging and transition economies.

1) NI accounts are used for analyzing and evaluating the short-run performance of an economy.

2) The level of NI indicates the level of economic activity and economic development as well as
aggregate demand for goods and services of a country.

3) The distribution pattern of NI determines the pattern mand for goods and services and enables
businesses to forecast the future demand for their cts.

4) With the help of NI estimates the governments ca ctor-spemf ¢ development targets for different
sectors of the economy and formulate suitable pm ans and policies to increase growth rates.

5) NI statistics often influence popular an 4@ ments about the relative success of economic
programs.

6) NI data along with financial and mo ﬁagwde a guide to make policies for growth and inflation.

7) NI estimates are considered in econo € forecasting and to make projections about the future
development trends of the economy.

8) The magnitude and distribution of NI, size of per capita income and the growth of these overtime
decides economic welfare.

9) NI estimates throw light on income distribution and the possible inequality in the distribution among
different categories of income earners.

10) NI estimates are used in comparison of structural statistics, such as ratios of investment, taxes, or
government expenditures to GDP.

11) The NI data are also useful fo determine the share of nation’s contributions to various international bodies.

The estimates of national income show the composition and structure of national income in terms of
different sectors of the economy, the periodical variations in them and the broad sectorial shifts in
economy overtime. It is also possible to make temporal and spatial comparisons of the trend and speed of
economic progress and development.

SIMILAR QUESTIONS:

1. Explain the need for National Income Estimates

A. Refer above answer

2. Explain the importance of National Income Estimates
A

- Refer above answer Copyrights Reserved To MASTER
MINDS COMMERGE INSTITUTE PUT.LTD.
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Q.No.14. What are the limitations of national income computation in India? (B) (SM)

There are innumerable limitations and challenges in the computation of national income. The task is
more complex in underdeveloped and developing countries. Following are the general dilemmas in
measurement of national income.

GDP MEASURES IGNORE THE FOLLOWING:

1) AS GDP per capita is a completely inadequate measure of welfare, the countries may have
significantly different income distributions and, consequently, different levels of overall well-being
for the same level of per capita income.

2) Quality improvements in systems and processes due to technological as well as managerial
innovations which reflect true growth in output from year to year.

3) Productions hidden from government authorities, either because those engaged in it are evading
taxes or because it is illegal (drugs, gambling etc.).

4) Non-market production (with a few exceptions) and Non-economic contributors to well-being (EX:
health of a country’s citizens, education levels, political participation, or other social and political
factors) may significantly affect well-being levels.

5) The dis-utility of loss of leisure time. We know that, other things remaining the same, a
country’s GDP rises if the total hours of work increase.

6) The volunteer work and services rendered without remuneration undertaken in the economy, even
though such work can contribute to social well-being as much as paid work.

7) Many things that contribute to our economic welfarg such as, leisure time, fairness, gender
equality, security of community feeling etc., @
e

8) Economic ’bads’ for example: crime, pollution, traﬁic@ %@ etc. which make us worse off.
9) The distinction between production that m us er off and production that only prevents

us from becoming worse off. N\
L

Q.No.15. Define the term ‘Economic s’ \@h respect to computation of National Income?
Distinguish between production th k s%% better off and production that only prevents us
. . o
from becoming worse off with an exa ple@ (A) (SM)

GDP excludes transfer payments, financial transactions and non - reported output generated through
illegal transactions such as narcotics and gambling. These are also known as ‘bads’ as opposed to goods
which GDP accounts for.

Economic ‘bads’ for example: crime, pollution, traffic congestion etc. which make us worse off.

The distinction between production that makes us better off and production that only prevents us from
becoming worse off.

E.g.1. Increased expenditure on police due to increase in crimes may increase GDP but these expenses
only prevent us from becoming worse off. However, no reflection is made in national income of the
negative impacts of higher crime rates.

E.g.2. Automobile accidents result in production of repairs, output of medical services, insurance, and
legal services all of which are production included in GDP just as any other production.

Q.No.16. Mention the conceptual difficulties and challenges related to measurement of National
Income which are difficult to resolve. (A) (SM, M19 - 4M)

1) CONCEPTUAL DIFFICULTIES RELATED TO MEASUREMENT WHICH ARE DIFFICULT TO
RESOLVE:

a) Lack of an agreed definition of national income,

b) Accurate distinction between final goods and intermediate goods,
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c) Issue of transfer payments,
d) Services of durable goods,
e) Difficulty of incorporating distribution of income
f) Valuation of a new good at constant prices, and
g) Valuation of government services
2) CHALLENGES IN THE COMPUTATION OF NATIONAL INCOME:
a) Inadequacy of data and lack of reliability of available data,

b) Presence of non-monetised sector,

¢) Production for self-consumption,

d) Absence of recording of incomes due to illiteracy and ignorance,

e) Lack of proper occupational classification, and

f) Accurate estimation of consumption of fixed capital.

g) Problem of duplication or double counting in computation of National Income.

SIMILAR QUESTIONS:

1. What are the conceptual difficulties in the measurement of national income? (M19-2M)
A. Refer 1¢t Side heading

2. What are the challenges of National Income computation?

A

nd Side headin
Refer 2 g @@
SECTION 2: QUESTIONS FOR ACADEMIC INTEREST — FOR STUDENTS SELF STUDY
G O
Q.No.1. Define the term ‘mixed income of 3%@\2’ ed’ with respect to computation of National
Income. @ & (B) (SM)

Mixed income includes all those incon@?ﬁ <>di1‘ficult to separate labour income from capital income
because people provide both labour and’ capital/'services.

a) Such is the case with self-employed people like lawyers, engineers, traders, proprietors etc.

b) In economies where subsistence production and small commodity production is dominant, most of the
incomes of people would be of mixed type.

¢) In sectors such as agriculture, trade, transport etc. in under developed countries (including India), it is
difficult to differentiate between the labour element and the capital element of incomes of the people.
In order to overcome this difficulty a new category of incomes, called ‘mixed income’ is introduced
which includes all those incomes which are difficult to separate.

Q.No.2. What is intermediate consumption with respect to computation of National Income? (B) (SM)

Intermediate consumption consists of the value of the goods and services consumed as inputs by a
process of production, excluding fixed assets whose consumption is recorded as consumption of fixed
capital; the goods or services may be either transformed or used up by the production process

Ex.1.: The value of flour used in making bread would not be counted as it will be included while bread is
counted. This is because flour is an intermediate good in bread making process.

Ex.2.: If we include the value of an automobile in GDP, we should not include the value of tyres separately.

Q.No.3. Define the term ‘Net exports’? (B) (SM)

Net exports are the difference between exports and imports of a country during the accounting year. It can
be positive or negative.
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Q.No.4. Do National income is a flow concept (or) stock concept? Explain the specifications of the
term ‘per year’. Values of which transactions should be included or not based on specifications.

(B)

National income is a ‘flow’ measure of output per time period - as it is assessed per year.

1) Nl includes only those goods and services produced in the current period i.e. produced during the time
interval under consideration.

2) The value of market transactions such as exchange of goods which already exist or are previously
produced, do not enter into the calculation of NI.

3) The value of assets such as stocks and bonds which are exchanged during the pertinent period are
not included in as these do not directly involve current production of goods and services.

4) The value of services that accompany the sale and purchase (e.g. fees paid to real estate agents and
lawyers) represent current production and, therefore, is included in NI.

Q.No.21. Define the term production boundary. (A) (SM)

1) GDP covers all production activities recognized by SNA called the ‘production boundary’.

2) The production boundary covers production of almost all goods and services classified in the National
Industrial Classification (NIC).

3) Production of agriculture, forestry and fishing which are used for own consumption of producers is also
included in the production boundary.
4) The production boundary includes the following: @3@9
N
a) Production of all individual or collective goods or services that are supplied to units other than their
producers, or intended to be so supplied, including thevproduction of goods or services used up in

the process of producing such goods or services; A\
2> SIS

b) Own-account production of all goods that are retained by their producers for their own final
consumption or gross capital formatioun;v @%

~

¢) Own-account production of housing services by owner-occupiers and of domestic and personal
services produced by employing paid domestic staff.

Q.No.22. Define the term ‘Final goods’ with respect to computation of National Income? (B) (SM)

The term "final goods" only includes new goods i.e. Manufactured goods as such, they are the opposite of
raw materials, but include intermediate goods as well as final goods. Final goods can be classified into the
following categories:

1) Durable goods 2) Non-durable goods 3) Service

Q.No.23. Explain the system of REGIONAL ACCOUNTS (or) State income in India. (B) (SM)

INTRODUCTION: Regional accounts provide an integrated database on the innumerable transactions
taking place in the regional economy and help decision making at the regional level. At present, practically
all the states and union territories of India compute state income estimates and district level estimates.

STATE INCOME OR NET STATE DOMESTIC PRODUCT (NSDP): It is a measure in monetary terms of
the volume of all goods and services produced in the state within a given period of time (generally a year)
accounted without duplication.

1) The State Level Estimates are prepared by the State Income Units of the respective State Directorates
of Economics and Statistics (DESS).

2) The Central Statistical Organisation assists the States in the preparation of these estimates by
rendering advice on conceptual and methodological problems.
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3) In the preparation of state income estimates, certain activities such as are railways, communications,
banking and insurance and central government administration, that cut across state boundaries, and
thus their economic contribution cannot be assigned to any one state directly are known as the ‘Supra-

regional sectors’ of the economy. The estimates f
economy as a whole and allocated to the states o

4) Per Capita State Income is obtained by dividing

population of the state.

SIMILAR QUESTIONS:
1)
A)
2)
A)
3)
A)

Refer point 3

Refer point 3

Refer point 3

or these supra regional activities are compiled for the
n the basis of relevant indicators.

the NSDP (State Income) by the midyear projected

Give some examples to ‘Supra-regional sectors’ of Indian economy.

How does the estimates of supra regional activities are compiled to the nation?

How does the estimates of supra regional activities are allocated to the states?

SECTION 3: DIFFERENCES -

FOR STUDENTS SELF STUDY

Q.No.1. Distinguish between ‘Intermediate goods’

and ‘Final goods’. (B) (SM)

Intermediate goods used to produce other goods
rather than being sold to final purchasers are not

counted as it would involve double counting /1<

Fi@a&;ds are meant for final consumption
SO

Intermediate goods refer to those goods whig
used either for resale or for further prod

the same year.
&

itHer for consumption (Ex: All groceries etc. by
ouse holds) or for investment (ex: fixed assets by
the firms).

@%oods refer to those goods which are used

They are neither included in National }?c}om&gﬁ)or in
Domestic Income.

They are included in both National and Domestic
Income.

They have a derived demand as their demand
depends on the demand for final goods.

They have a direct demand as they satisfy the
wants directly.

They are not ready for use, i.e. some value has to
be added to the intermediate goods

They are ready for use by their final users i.e. no
value has to be added to the final goods.

They are still within the production boundary.

They have crossed the production boundary.

Ex: Milk used in dairy shop for resale, coal used in
factory for further.

Ex: Mik purchased by households for

consumption, car purchased as an investment.

B Produces Threa
worth Rs.2,500 an
sellsitto C

Farmer A produces
Cotton worth Rs.2,000
and sells it to B

d
d

C produces Cloth
worth Rs.4,500 and

Consumers

N

sellsitto D
/

[Production Boundary]

[ Final Good is Cloth ]

For example, the value of flour used in making bread would not be counted as it will be included while bread
is counted. This is because flour is an intermediate good in bread making process. Similarly, if we include
the value of an automobile in GDP, we should not be including the value of the tyres separately.
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Q.No.2. Distinguish between non-economic activities and economic activities. (B) (SM, RTP M19)

Economic activities include all human activities which create goods and services that can be valued at
market price.

Non-economic activities are those which produce goods and services, but they are not exchanged in a
market transaction. So, they do not command any market value.

Q.No.3. What is the difference between ‘national’ and ‘domestic’? (B) (SM)

The term ‘national’ refers to normal residents of a country who may be within or outside the domestic
territory of a country and is a broader concept compared to the term ‘domestic’ which refers to the
domestic territory of the country.

National - Domestic = Net Factor Income from Abroad (or)
National = Domestic + Net Factor Income from Abroad (or)
Domestic = National - Net Factor Income from Abroad

Nature of Concept | It is a Territori It is a National concept as it includes the
the value of final goods and services | value of final goods and services
produced within domestic territory of a | produced in the entire world

country
Category of | It considers income earned by reside It considers income earned by normal
Producers / non-residents within the dom residents of the country in any part of the
territory of the country R world
NFIA It does not include NFIA QKPR includes NFIA
»@é Q\Vo\>

Q.No.4. What is the difference between gﬁ@g ‘market price’ and ‘factor cost’ in national
income accounting? X (B) (SM)

\%J <
The basis of distinction between Marke%&ric@% Factor Cost is Net Indirect Taxes (i.e., Indirect Taxes -
Subsidies).

Market Price = Factor Cost + Net Indirect Taxes = Factor Cost + Indirect Taxes - Subsidies

Q.No.5. Differentiate between ‘Taxes on Production’ and ‘Product Taxes’. (A) (SM, RTP M19)

Both Product taxes and taxes on production are Indirect taxes.

PRODUCT TAXES: Product taxes are related to the quantum of production and are levied by the
government on goods and services like excise duties, customs, sales tax, service tax etc.

TAXES ON PRODUCTION: Taxes on production are to be paid to the local authorities, such as, factory
license fee, pollution tax etc. which are unrelated to the quantum of production.

Q.No.6. Compare the concepts of ‘Factor Income’ and ‘Transfer Income’ in National Income
accounting? (B) (SM)

Payment received in exchange for rendering productive service is factor income whereas the one received
without providing any service (or good) in return is transfer income. National income includes only factor
incomes and not transfers incomes.

It is received in return for rendering productive | It is received without providing any good or service
service. in return.
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It comprises rent, wages, interest and profit. It comprises current transfers by government (gifts,
donations, scholarships, unemployment allowance,
etc.); National Debt Interest; Net current transfers
from rest of the world.

Itis an Earned Income (Earning Concept). It is an Unearned Income (Receipt Concept).

It is Bilateral Payment. It is unilateral payment.

It is included in National Income It is not included in National Income.

NFIA = Factor Income from abroad - Factor| NCTROW = Current transfers from rest of the
Income to abroad World - Current transfers to rest of the World

Q.No.7. How does Personal Income differ from Disposable Personal Income? (A)
(SM, MTP M18, RTP N18, N18 - 3M)

Personal Income: It is a measure of actual current income receipts of persons from all sources which
may or may not be earned from productive activities during a given period of time.

Pl = NI + Income Received but not Earned - Income earned but not received.

Disposable Personal Income (DPI): Disposable personal income is what is available for their
consumption or savings and is derived from personal income by subtracting the direct taxes paid by
individuals and other compulsory payments made to the government.

DPI = PI - Personal Income Taxes (or)
DPI = Consumption + Savings

9
SECTION 4: TEST YOUR KNOWLEDGE

1) Which concept of national income is genera@t S national income?

2) Draw the basis of distinction between G rr d constant prices

3) What is the difference between ‘na %& estlc ?

4) What is the difference between Ma& pr@%nd Factor cost?

5) How does Personal Income differ from Disposable Personal Income?

6) Differentiate between ‘taxes on production’ and ‘product taxes’

7) What is Value Added?

8) What is Gross Value Added?

9) What is Net Value Added?

10) If Net Factor Income from Abroad is negative then which concept will be greater? Either NDP or NNP.
11) Which term differentiates the terms ‘exports’ and ‘net exports’?

12) Distinguish between Intermediate goods and final goods.

13) Distinguish between non-economic activities and economic activities.

14) Do all the three methods of national income computation will arrive at the same figure in Indian economy?
15) In India by whom the state level estimates of national income are prepared?

16) Give some examples to ‘Supra-regional sectors’ of Indian economy.

17) Give some examples to transfer payments?

18) How does the estimates of supra regional activities are compiled to the nation?

19) How does the estimates of supra regional activities are allocated to the states?

20) Do land and residential buildings purchased or constructed by households forms a part of PFCE? If
not under which topic it must be included?
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21) In which concepts of national income includes transfer payments?

22) In which concepts of national income excludes transfer payments?

23) When it is difficult to separate labour income from capital income which term should be used to find
the income? Will it be included in national income? If so under which method

24) In India by whom will be the National Accounts Statistics (NAS) are compiled?
25) Usually which periodical estimates are published by NAS?

26) As per the mandate of the FRBM Act 2003, the Ministry of Finance uses which concept of national
income to determine the fiscal targets?

27) What is the present revised base year according to MoPSI?

28) By January 2015, instead of at factor cost sector-wise estimates of Gross Value Added (GVA) will now
be given at which concept?

29) In which method national income calculation both the raw materials and intermediary goods are excluded?
30) How is production for self consumption treated in national income accounts?

31) Give some examples of income received but not earned in terms of personal income.

32) Give some examples of income earned but not received in terms of personal income.

33) How are the following transactions treated in National Income Calculation? What is the rationale in
each case? (MTP M18; MTP M20, RTP M20)

a) Electricity sold to a steel plant.

b) Electric power sold to a consumer household. @

c) A set of four tyres produced by MRF in 2017 an to Suzuki to be put on a 2017 car.
d) A Car manufacturer procuring parts and oon@nt @% the market.

e) A Computer producer buys a robot produh %&e country and uses it in production of computers

O

34) Why do pensions and other security pay, s ged\gxcluded while calculating National Income?
(RTP M20)

SECTION 5: LIST OF FORMULAE

1) Gross - Net = Depreciation

2) Domestic + NFIA = National

3) Net Indirect Taxes = Indirect taxes - Subsidies

4) Market Price = Factor Cost + Net Indirect Taxes

5) Factor Cost = Market Price - Net Indirect Taxes

6) Real + Inflation = Nominal

7) Real - Deflation = Nominal

8) GDPyp = Value of Output in the Domestic Territory - Value of Intermediate Consumption
=3 Value Added

9) Gross Domestic Product at Factor Cost (GDPgc) = GDPyp - Indirect Taxes + Subsidies

10) Gross Domestic Product at Factor Cost (GDPgc) = Compensation of employees + Operating Surplus
(rent + interest + profit) + Mixed Income of Self-employed + Depreciation

11) GNPy = GDPyp + Net Factor Income from Abroad

12) GDPyp = GNPyp - Net Factor Income from Abroad

13) NDPyp = GDPyp - Depreciation = NNPyp - Net Factor Income from Abroad
14) NDPgc = NDPyp - Net Indirect Taxes.
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15) NDPgc = Compensation of employees + Operating Surplus (rent + interest + profit) + Mixed Income of
Self-employed

16) NNPyr = GNPy - Depreciation = NDPyp + Net Factor Income from Abroad

17) NNPyp = GDPyp + Net Factor Income from Abroad - Depreciation

18) NNPgc = National Income = FID (Factor income earned in domestic territory) + NFIA.
19) Pl = NI + income received but not earned - income earned but not received.

20) DI = PI - Personal Income Taxes = Consumption + Savings

NNPFC
Total Population

CALCULATION OF NATIONAL INCOME UNDER PRODUCT METHOD:

22) Gross value added (GVAyp) = Value of output - Intermediate consumption

21) Per capita Income =

= (Sales + change in stock) - Intermediate consumption
Net value added (NVAyr) = > (GVAwp) - Depreciation
Net Domestic Product (NVAgc) = Net value added (NVAyp) - Net Indirect taxes
National Income (NNPgc) = Net Domestic Product (NVAgc) + (NFIA)
CALCULATION OF NATIONAL INCOME UNDER INCOME METHOD:

23) NNPg¢ or National Income = Compensation of employee@

+ Operating Surplus interest + profit)
+ Mixed Income -6 <3>/ed
+ Net Factor ,‘.S?' e
CALCULATION OF NATIONAL INCOME ,é«', X
24) GDPyp = Final consumption exper& %) domestic capital formation + Net exports.
GNPyp = GDPyp + NFIA ¢
GNPgc = GNPy - Net indirect taxes

National income or NNPgc = GNPg¢ - Depreciation
25) Gross National Disposable Income = GNPyp + Net current transfer received from rest of the world.
GNDI = (National Consumption Expenditure) + (Gross National Saving)
= (Government final consumption expenditure+ Private final consumption expenditure) +
(Gross National Saving.)

26) Private Income = Income from domestic product accruing to private sector + NFIA + Transfer
Incomes

= National Income - Income from Domestic product accruing to government
sector + Transfer payments

= Personal Income + Corporate tax + Undistributed Profits
Note: Some new examples of Transfer payments are:

a) Interest on National Debt

b) Current transfers from Government Copyrights Reserved To MASTER
MINDS COMMERCE INSTITUTE PUT.LTD.

¢) Net current transfers from Rest of the world
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SECTION 6: PROBLEMS FOR CLASSROOM DISCUSSION

1) Compute National income.

Consumption 750
Investment 250
Government Purchases 100
Exports 100
Imports 200

(SM) (ANS.: Y = RS. 1,000)

2) Calculate Gross Domestic Product at market Prices (GDPyp) and derive national income from

the following data

(in Crores of Rupees).

Inventory Investment 100
Exports 200
Indirect taxes 100
Net factor income from abroad (50)
Personal consumption expenditure 3,500
Gross residential construction investment 300
Depreciation 50
Imports 100
Government purchases of goods and services 1,000
Gross public investment <§\\>/ 200
Gross business fixed investment /@ PO 300

(SM) (ANS.: GDPyp = RS. 5,500 CRORES; NNP:=c = RS. 5,
o

3) You are given the following data on@o

OR@OLVE PROBLEM NO. 17 OF ASSIGNMENT PROBLEMS

AS REWORK)

(In millions)
Consumer Expenditure (inclusive Q@&ﬁegt%?es) 110
Investment > O 20
Government Expenditure (inclusive of transfer payments) 70
Exports 20
Imports 50
Net Property Income from abroad 10
Transfer payments 20
Indirect taxes 30
Population 0.5

a) Calculate the Gross Domestic Product at market prices.

b) Calculate the Gross National Income at market prices.

¢) Calculate the Gross Domestic Product at factor cost.

d) Calculate the per capita Gross National Income at factor cost.

(RTP M18) (ANS.: i) 150 MILLION; ii) 160 MILLION; iii) 120 MILLION; iv) 260)

4) Calculate Gross National product at Market Price by the production method and Income
method:

1) Value of output of the primary sector 1,000
2) Indirect taxes 200
3) Compensation of employee 780
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4) Net factor income from abroad. (100)
5) Intermediate purchase by all the sector 2,900
6) Rent 300
7) Value of output by secondary sector 2,000
8) Subsidies 50
9) Interest 600
10) Consumption of fixed capital. 120
11) Value of output of the tertiary sector 3,000
12) Profit 320
13) Mixed income of self employed 830

(ANS.: 3,000 CRORES) (SOLVE PROBLEM NO. 2 OF ASSIGNMENT PROBLEMS AS REWORK)

5) Find GDPyp and GNPyp from the following data (in Crores of Rs.) using income method. Show

that it is the same as that obtained by expenditure method.

Personal Consumption 7,314
Depreciation 800
Wages 6,508
Indirect Business Taxes 1,000
Interest 1,060
Domestic Investment o 1,482
Government Expenditures (&kﬁ 2,156
Rental Income & 34
Corporate Profits QX K 682
Exports PR 1,346
Net Factor Income from Abroad hN @O 40
Mixed Income (@ @\) 806
Imports &AY 0 1,408

(SM, MTP M18) (ANS.: GDPyp = RS. 10,890>>GNPM,MS. 10,930) (SOLVE PROBLEM NO. 14 OF ASSIGNMENT PROBLEMS AS

6) Using the information given in the following table calculate,
a) Value added by firm A and firm B
b) Gross Domestic Product at Market Price

¢) Net Domestic Product at Factor Cost.

REWORK)

1) | Sales by firm B to general government 300
2) | Sales by firm A 1500
3) | Sales by firm B to households 1350
4) | Change in stock of firm A 200
5) | Closing stock of firm B 140
6) | Opening stock of firm B 130
7) | Purchases by firm A 270
8) | Indirect taxes paid by both the firms 375
9) | Consumption of fixed capital 720
10) | Sales by firm Ato B 300

(RTP M19) (ANS: GVAyr OF FIRM A = RS.1430 CR., GVAyr OF FIRM B = RS.1360 CR, GDPuyr = RS.2,790 CR, NDPrc = RS.1,695 CR.)
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7) From, the following data, calculate the Gross National Product at Market Price using Value Added
method.

Value of output in primary sector 500
Net factor income from abroad 20
Value of output in tertiary sector 700
Value of output in secondary sector 900
Government Transfer Payments 600
Intermediate consumption in tertiary sector 300
Intermediate consumption in primary sector 250
Intermediate consumption in secondary sector 300

(SM) (ANS.: GDPyp = RS. 1,250 CRORES; GNPy = RS. 1,270 CRORES)
(SOLVE PROBLEM NO. 3, OF ASSIGNMENT PROBLEMS AS REWORK)

8) Calculate Net value added at market price of a firm:

1) Sale in domestic market. 250
2) Opening stock. 20
3) Closing in stock 50
4) Depreciation 15
5) Netin direct taxes &\\)) 25
6) Intermediate cost (@V PO 105
7) Export O 10

fo

9) Calculate the Operating Surplus wi ‘,?a hé@ of following data-

W7 5
<
(ANS.: RS. 160 LAKHS) @VE) P M NO. 4, 5,16 OF ASSIGNMENT PROBLEMS AS REWORK)

Sales 4,000
Compensation to employees 800
Intermediate consumption 600
Rent 400
Interest 300
Net Indirect Taxes 500
Consumption of Fixed Capital 200
Mixed Income 400

(RTP M20) (ANS.: OPERATING SURPLUS = RS.1500 CRORES)

10) Calculate Personal Disposable Income from the given data:

DEmnnam ”"g
1) Net current transferred from rest of the world. 3
2) Private Income 200
3) Personal taxes 30
4) National debt interest 5
5) Corporate profit tax 20
6) Undistributed profit of corporation 10

(ANS.: RS. 140 CRORES) (SOLVE PROBLEM NO. 10, 15 OF ASSIGNMENT PROBLEMS AS REWORK)
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11) Calculate Gross National Disposable income and Personal income:

1) Net factor income from abroad. (50)
2) Netindirect taxes 110
3) Current Transferred by the government 40
4) Corporate taxes 60
5) Net domestic product at market price 800
6) National debt interest 80
7) NCT from abroad. 100
8) Consumption of fixed capital 50
9) Domestic product accruing to govt. 70
10) Retain earning of Private Corporation. 10

(ANS.: GNDI RS. 900 CRORES; Pl =720 RS.) (SOLVE PROBLEM NO. 6, 7, 8, 9 OF ASSIGNMENT PROBLEMS AS REWORK)

12) Calculate from the following data
i) Private income
ii) Personal income

iii) Personal disposable income.

1) Factor income from NDP accruing to privatg SO0 300
2) IdneCpoa:?t?n ;rr?gl :rr:;c;erg;iesr;urship and i&@}? :@g to govt. administrative 70
3) Savings of non-departmental ente(r/pjﬂ(f@s &0 60
4) Factor income from abroad @V @Q) 20
5) |Consumption of fixed capitallly”  Q0” 35
6) Current transfer from rest ofthe \@8 15
7) Corporation taxes 25
8) Factor income to abroad 30
9) Current transfer from govt. governmental administrative department 40
10) |Direct taxes paid by house hold 20
11) |National debt interest 05
12) |Saving of private corporate sector 80

(ANS.: A. PRIVATE INCOME: RS. 350 CRORES; B. PERSONAL INCOME: RS. 245 CRORES; C. PDI: RS. 225 CRORES)
(SOLVE PROBLEM NO. 11, 12, 13 OF ASSIGNMENT PROBLEMS AS REWORK)

SECTION 7: ASSIGNMENT PROBLEMS FOR STUDENTS SELF PRACTICE

1) Calculate Value Added at factor cost from the following.

1) |Purchase of Raw Materials 30
2) |Depreciation 12
3) |Sales 200
4) |Excise Tax 20
5) | Opening Stock 15
CH.4 - NATIONAL INCOME | 44E 4.26



MASTER MINDS GOMMERCE INSTITUTE PUT. LTD. WWW.MASTERMINDSINDIA.COM | 98851 25025 / 26

6) |Intermediate Consumption 48
7) |Closing Stock 10

(ANS.: VALUE ADDED AT FACTOR COST: RS. 127 CRORES)

2) Calculate Gross Domestic Product at Market Price by

a) Production Method and
b) Income Method

D A A

1) Intermediate consumption by
i) Primary sector 500
ii) Secondary sector 400
iii) Tertiary sector 400

2) |Value of output by

i) Primary sector 1,000
ii) Secondary sector 900
iii) Tertiary sector 700
3) Rent 10
4) Compensation of employees 400
5) |Mixed income 550
6) Operating surplus N 300
7) Net factor income from abroad (\<®Z‘y (20)
8) |Interest N 5
9) | Consumption of fixed capital PRI 40
10) |Net indirect taxes 0 10
(ANS.: A) PRODU s. 1,300 CRORES; B. INOME METHOD: RS. 1,300 CRORES)
3) From the following data, compu % Q: National Product at Market Price (GNPyp) using

value added method.

Value of output in secondary Sector 1,000
Intermediate consumption in primary sector 300
Value of output in Tertiary Sector 3,000
Intermediate consumption in secondary sector 400
Net factor income from abroad (100)
Value of output in Primary Sector 800
Intermediate consumption in Tertiary sector 900

(M18 (N) - 3M) (ANS.: GNPy = 3,100 CRORES)

4) Calculate Net value added at market price of a firm

2) Change in stock 40
3) Depreciation 80
4) Net Indirect Taxes 100
5) Purchase of machinery 250
6) Purchase of intermediate product. 400

(ANS.: NVA: RS. 260 THOUSAND)
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5) Calculate Net value added at market price of a firm:

1) Value of output 400
2) Change in stock 50
3) Depreciation 20
4) Net Indirect Taxes 25
5) Intermediate cost 200
6) Export 10

(ANS.: NVA: RS. 180 LAKHS.)

6) Calculate Gross National Disposable income from the following data (in Rs. Crores)

NDP at factor cost 6,000
Net factor income from abroad (300)
Consumption of fixed capital 400
Current transfers from government 200
Net current transfers from rest of the world 500
Indirect taxes 700
Subsidies 600

(RTP N18) (ANS.: GROSS NATIONAL DISPOSABLE INCOME: 6,700 CRORES)

a) |National Income RN

b) |Net current transfers from rest of th/eqf\@d ({@O 200
c) |Consumption of fixed capital (&) S 100
d) |Net factor income from abroa@l\\\"} g\y (50)
e) |Netindirect taxes NN (n° 25

(ANS.: GNDI: RS. 2,550 CRORES)

8) Calculate National Income and Gross National Disposable Income from the following data:

1) | Netindirect tax 05
2) |Net domestic fixed capital formation 100
3) |[Netexports (20)
4) | Govt. final consumption expenditure 200
5) |Net current transfer from abroad 15
6) |Private final consumption expenditure 600
7) |Change in stock 10
8) |Net factor from abroad 05
9) |Gross domestic fixed capital formation 125

(ANS.: NATIONAL INCOME: RS. 890 CRORES; GNDI: RS. 935 CRORES)

9) Calculate (a) Net National Product at MP, and (b) Gross National Disposable Income

1) | Private final Consumption expenditure

2) Net indirect taxes

3) |Change in stocks

4) | Net current transfers from abroad
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5) | Govt. final consumption expenditure 50
6) |Consumption of fixed capital 15
7) Net domestic capital formation 30
8) [Net factor income from abroad 5
9) [Netimports 10

(ANS.: NNPyr = RS. 275 CRORES; GNDI: RS. 280 CRORES)

10) From the following data, Calculate:

a) National Income

b) Personal Disposable Income.

11) | Profit 500
12) |Rent 200
13) |Private income 2,000
14) | Mixed income of self-employed 800
15) | Compensation of employers 1,000
16) |Consumption of fixed capital 100
17) Net factor income from abroad (50)
18) |[Netretained earnings of private employees’ 150
19) |Interest 250
20) |[Net exports 200
21) |Corporate taxes CA) 100
22) |Netindirect tax 7 160
23) |Direct taxes paid by houses hold’'s (\\%\?) O 120
24) |Employers contribution to social secyg’@%he@\/ 60

11) Calculate Net National Dlsposable ln

42@“

e
BB B AR R RN R ]

Netlndlrect taxes §

RS Crores:

1) 90
2) |Compensation of employers 400
3) |Personal taxes 100
4) |Operating surplus 200
5) |Corporation profit tax 80
6) |Mixed income of self-employed 500
7) |National debt interest 70
8) |Saving of non-departmental enterprises 40
9) |Current transfer from govt. 60
10) | Income from property and entrepreneurship to govt. administrative Department 30
11) | Net current transfer from rest of the world 20
12) | Net factor income from abroad (50)
13) |saving of private corporate sector 20
(ANS.: NNDI: RS. 1,160 CRORES; PI: RS. 1,030 CRORES)
12) Calculate Private Income:

1) Income from domestic product accruing to private sector 250
2) Net current transfer from rest of the world 40
3) Net current transfer from govt. administrative dept. 10
4) National debt interest 20
5) Net factor income from abroad 05

(ANS.: PRIVATE INCOME: RS. 325 CRORES)
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13) Calculate Private Income and Personal Disposable Income

1) National Income 5,050

Income from property and entrepreneurship to government administrative
2) department 500
3) Saving of non-department public enterprises 100
4) Corporation tax 80
5) Current transfer from government administrative department 200
6) Net factor income from abroad (50)
7) Direct personal tax 150
8) Indirect taxes 220
9) Current transfer from rest of the world 80
10) |Saving of private corporate sector 500

(ANS.: PRIVATE INCOME: RS. 4,730 CRORES; PDI: RS. 4,000 CRORES)
14) Calculate Net Domestic Product at Factor Cost from the following data:

Wages 7,142

Mixed income 450
Rent 541
Salaries /\@ 8,912
Interest R\ 1,013
Profit K KQ° 714

@' @ (RTP N19) (ANS: RS. 18772 CR)

'Undistributed profits of corporation\

Net domestic product accruing to pnvate%eétor 700
Corporation tax 65
Net factor income from abroad 10
Net current transfer from rest of the world 20
Net current transfer from the government 25
Interest on national debt 40

(RTP N 19) (ANS: RS. 680 CR)
16) Calculate National Income by Value Added Method with the help of following data-

Particulars Rs. (in crore)

Sales 700

Opening stock 500

Intermediate Consumption 350

Closing Stock 400

Net Factor Income from Abroad 30

Depreciation 150

Excise Tax 110

Subsidies 50 (MTP - N19) (ANS: RS.70 CR.)
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17) Compute GNP at factor cost and NDP at market price using expenditure method from the
following data: (Rs.in Crores)

Personal Consumption expenditure 2900
Imports 300
Gross public Investment 500
Consumption of fixed capital 60
Exports 200
Inventory Investment 170
Government purchases of goods & services 1100
Gross Residential construction Investment 450
Net factor Income from abroad (-) 30
Gross business fixed Investment 410
Subsidies 80

(M19-5M) (ANS: GNPgc = RS.5480 CRORES; NDPyr= RS.5370 CRORES)

THEEND
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