
































































chapter t DeterminationofnationalIncome

Thit 1 MacroEconomic aggregates
Measurement of nationalIncome GDP is thevalue of all finalgoodsand

gggI
services produced in the countrywithin

gsiffe givenperiod

RealGDP is constructed as the sum of the
Quantities of finalgoods services time

it 92ⁿ ᵈ constant rather than currentPrice

GDPDeflator is the ratio of nominalGDPin a
given year to real GDP of that year

GDP Deflator p
P 100

The GDPDeflator is Apriceindexusedto convert

nominalsPG p TikalGDP
GDPDeflator

100

The Deflator for the baseyear is always100
Inflation Ratebetween2consecutiveyears

inflationrate inyear2 P O
P.pefa

GDPDeflator in year I

























































































Moneyvalue of outputproducedwithin
a country's domestic limitsin ayear
as receivedby the factorofProduction

soso.is f Ef9pInefEairecttaxthe
Netindirecttax Indirecttax subsidy

Totalfactorincomeearnedbyfactorsof
productions is called NDPFC

IE 9Eaas siLYIT
NDPMP

Thetotalvalue ofProductionminus
value of capitalusedupinproduction factorincomeaccusing to theNormalreside
thatoutput Depreciation
NDPmp GDPmp Depreciation

of thecountryduring ayear

Marketvalueofall finalgoods services
It is sum of domesticfactorincome net
factorincomefromabroad

Producedwithinthedomesticterritory NNPEC Nationalin my 11M atio
of acountrybynormalresidentduringa yearincludingNetfactorincome If NFIFA is tire IS NFIFA is e
fromabroad

national
me In com

NFIF FactoP.IEmte'FEaFforincome Income
FromAbroad To Abroad some otherconcepts

Marketvalueofall finalgoods services country's economicoutputper
person It serve as an indicator8L toL fathe ofstandardof livingof a country

excluding Depreciation Percapita
income

country'sGDP
Agi HonNNPMp GDPMp Dep NFIFA Totalpopulation

If s p If s
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It is a measureof incomewhichaccrues
toprivatesectorfromallsourceswithin
outside the country

I

Jumestiffffe Factorincome
Transferincome

Privateincome Factorincome fromNetDomestic
productaccuringtoprivatesector

t net factor incomefromabroad

If si o.i
Personalincomeis theincomereceived

byhouseholdsectorincludingnonprofit
Institute income
t incomeReceived privateincome
but not earned t Corp Taxincomeearned retainedearningbut NotReceived
Personalincome

Personalincome

It is ameasureof theamountof
themoney inthehandsofindividuals
that isavailablefortheirconsumption
orsavings PDI Personalincome

VDI NetNationalIncome
othercurrenttransfer

DI AND I
Depreciation or

from ROW GrossNationalincome
OthertransferfromROW





















































































StepIII Estimation ofNationa income

roductMethod InventoryMethod Industrialorigin
ethod Net outputMethod commodityserviceMethod

someprecautions inestimationthroughvalueAddedMeth
henvalueaddition are summedup onNationallevel 1 self consumptionoff90s Is deftincludedgetvalue of National income throughthismethod 2 self consumption

3 Value of Intermediategood Not included
epI Identify classify different sector 4 value of secondhandgood not included etc

ep Estimated GVAMp

I
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Factorpaymentmethodor DistributedshareMethod

Nationalincomecalculatedbysummationoffactor
incomeswithin domestic territory
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precautions
capitalGain notincluded
Transferincome not included
financial Assets like shares Bonds Notincluded Income Disposal Approach
Employeecontribution to PF Not includedetc Nationalincome is the aggregate finalexpenditure i
Incomefrom saleofsecond handgood notincluded an economy duringan accounting year

p If consumptionExpenditure
consumptionExpenditure conshff.tnEjetYdse

11
It includeFinalsaleofGoods ExpenditurebyGovton
ServicestoHouseholds Production ofservices
NPOservinghouseholds likedefenseEducationetc

GrossDomesticcapitalFormulation
GrossInvestment

It is that partof country's totalexpenditurewhich
isnotconsumedbutadded to the nation's fixed
tangibleAssets stocks
It consist of acquisition of fixedassets the
accumulation of stocks






















































































Acquisition of
G

Accumtulation of
fixed Assets stock

Final Expenditure onplant Expenditure on
machinery changes in

2 construction Expenditure inventory
3 Govt investment Expenditure

u c SEEEnables
Net Export NX

The difference between exports imports
of a country during theaccountingyear

ForDeveloped countries mostsuitableMethodis
IncomeMethod for growing developing
economies expenditure Method is suitable
As a matter of fact countries like India are
unableto estimate their Nationalincomewholly
By one method Therefore


















































































GDPandWelfare
hesystemof RegionalAccountsinIndia GDP is not always taken as index of thewelfare

of the peopleof the country GDPexcludestheegionalAccountsprovidedatabaseoftransactionswhich
followings whichcritical for wellbeing ofcitizenselp in decisionmaking at regional level
1 IncomeDistribution

t present all thestates Union territoriesofIndia
ompute state Income estimates districtlevelestimate 8 0 Ph r m Government likedrugs

4 Non market production
tateincome or NetstateDomesticProduct NSDP is 5 Disutility of loss of leisure time
measure in monetaryterms of thevalueof all 6 Economic bads like crime pollutionetc
oods services produced in the statewithina 7 Volunteer work services
givenperiod of time a year 8 Positive Negative externalities

9 many otherthingwhich contributein welfare
er capita stateincome is obtainedbydividingthe like fairness genderequality etc
NSDP by midyear projected populationofstate 10 Distinction between production thatmakeusbetter off that make onlyprevents us from
he statelevelestimates are preparedbystateincome becoming worse off
units of respective Directorates OF Economics Limitation of challenges inand statistics DESS NationalincomeAccounting measurement of_NI
The central statistical organization CSO assists 1 lackofagreeddefinition
the states in the preparation of theseestimates qq.yggongyggg.ge

D inadequacy reliability

Itself
consumptionIn the preparation of state income estimates 3 Valuation ofGovtservices
lackof proper4 Difficulty ofincorporatingcertain activities as railways banking insurance distribution of income occupationalclassificatioetc cuts across state boundaries their 5 servicesof durablegoods a accurateestimationeconomic contribution cannot be assignedtoany 6 ValuationofNewgoodat of Depreciationone state directly thes are called constant Price 5 Non monetisedsector

supra regional sector of economy If fffnme.batafEeng I 6 Absenceofrecording
incomeduetoillitercy

estimates for these compiled for the economyas
a whole allocated to states accordingly





















































































Unit2 Keynestwosector Threesector
FoursectorModels

It defined as a state inwhichnotendenc
to change or position of rest

consisting consistingof consistingof
An economy can be said in equilibriumwhenthe

oftheHousehold Household household
production plans of the firms expenditureplanand

thebusiness a t gont.ba
n ffreign of households match

sector sectors

Aggregatedemand AD is total planned
expenditure

thepurpose is to understand howmoney moveswithin In c tsexfgtefffffetfs.de
man

n economy There are 2 primary players ExAnteAggregatedemand
1 Household own all factors of production sell for consumer goods c

ExAnteAggregatedemand

their services to earn factorincomewhichthey
for Investment I

entirely spent to consume all final goods
servicesProduced by firms where I constantinvestment

Business firm Theyhirefactorsofproductionfrom In short run ADlargelydependson consumptionE
the households theyproduce sell goods services
to Households do not save

There are 2 flows Thefunctionalrelationshipbetweenconsumption
Real flow money flow expenditure Disc

income

tow of flow of the specific form of consumption incomerelatio
Actual paymentfor ship termed the consumptionfunction Propose
goods or services or by Keynes is

c a byservices consumption where
C Aggregateconsumption expenditure
Y Total DisposableincomeThere are No injections leakagesfromsystem

FactorPayments Householdincome HouseholdExpd A constanttermcalledautonomusconsumption it is
TotalReceiptsof firms Value ofoutput valueof consumption at zerolevelofdisposableincome

b slope of thefunction calledMPC














































































The linear saying function is
consumption Function

fine.es sa nf4
b Y

y
schedule curve

1 b MPS
0 20 JKC40 50
80 80
120 110 she

savingfunction 4m
160 140
200 170 o 0

520

40 50

Averagepropensity 10
to consume Arc 189 im

Averagepropensity Marginalpropensity
to save APS to save MPS

he FunctionalrelationshipbetweenNationalincomeor
isposableincomeand saving

ereisdirectrelati
bletween

saving disposableincome

y Definition Nationalincome Cts
Therefore S y C


















































































ExAnte or plannedAggregate Demand AD isthe Exante or plannedaggregatesupply istotalsupplyof
sum total of demand in the economywhich goods serviceswhich firms in a economyplan
has two components selling during a specific period of time period

It is equal to National income of theeconomi
which is either consumed or savedAD Ct I

AS Y Y CTS

Therefore AS Y CTS

schedineAggregate
Demand

curie schedule aggregatesupply che
y aY C I AD

O 20 20 40 ADITI
20 E AS Cts

40 50 20 70 40 50 10 40
80 80 20 100 É 120110 10 120 dnonson

EE
160140 20 160
200170 20 190

É
II

200170 30 200
0 Income outputIncome output

1 I 1 I





















































































Determination of Equilibriumincomein 2sector

AD AS Investmentmultiplierexplainhowmanytimesthe
I CTS aggregate income increases as a result of an

increase in autonomus investment
I S K 4

In Equilibrium The processbehindmultipliescomparedto rippleeffect
ofwater Theincrease in equilibriumincomeperrupe
increase in investment is

IF es

Ironhide If ADis for
an amount

ofoutputis
lessthanfull
employment

DeflationaryGap ADF AD level

1 S
F ADis For
namount
t outputis fgf
rethanEfull
mployment
level InflationaffGap AD ADF






















































































ADof 3 sectoreconomy closedeconomy consist of
Household Investment Govtsector
consumption Demand
c Defend a

i

In Equilibrium
AD AS

CTI G CTS TT

a

I Y CTI GI
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In 3sectormodelthere are followingsector's
Business GovernmentHousehold

sector
Foreign Income determination with ImportFunction Taxsector sector
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