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There is a continuous flow of production in an economy which arises out of production of
commodities i.e. goods and services by various large and small enterprises. These goods and
services are sold to the consumers, who may be an individual or an enterprise. These
purchased goods and services might be for final use or for use in further production.

An item that is meant for final use and will not pass through any more stages of production or
transformation is called a final good. It is called final as after being sold, it passes out of the
active economic flow and will not undergo any transformation at the hands of the producer.
eg:- shirts, tables etc. Final goods may be consumption goods or capital goods. Final goods are
those goods which are used for consumption or investment.

Some part of the total production in the economy comprises of intermediate goods- mostly
used as raw material or inputs for production of other commodities. Eg:- steel sheets used for
making automobiles.

Since each of these commodities is produced for sale, the sum total of the monetary value of
these diverse commodities gives us a measure of final output.

National Income is defined as the value of all final goods and services produced by the

normal residents of a country in an accounting year.

National Income is the Net National Product at Factor Cost.

Related Aggregates of National Income

Gross Investment is that part of final output which comprises of capital goods. Examples
include machines, implements, office spaces, infrastructure like roads etc. Significant part of
the current output of capital goods goes in maintaining or replacing part of the existing stock of
capital goods and does not add to the existing stock of capital goods. The subtraction of the



value of this part from gross investment gives Net Investment.
Net Investment= Gross Investment- Depreciation

Gross Domestic Product (GDP) measures aggregate production of final goods and services
taking place within the domestic economy during a year.

But this includes the factor income earned by the factors of production of the rest of the world
employed in the domestic economy and at the same time does not include the factor income
earned by the domestic factors of production employed in the rest of the world. The
macroeconomic variable taking into account such additions and subtractions is called Gross
National Product (GNP).

Net Factor Income from Abroad= Factor income earned by the domestic factors of production
employed in the rest of the world- Factor income earned by the factors of production of the
rest of the world employed in the domestic economy.

GNP= GDP+ Net Factor Income from Abroad

Since depreciation does not form part of anybody's income, we deduct depreciation from GNP
to obtain Net National Product (NNP).
NNP = GNP- Depreciation

All the above variables are evaluated at market prices which includes indirect taxes as well.
With the imposition of indirect taxes on goods and services, their prices go up. We need to
deduct this component from NNP evaluated at market prices (NNPwmp) to calculate that part of
NNP which accrues to the factors of production. Similarly, we need to add the Subsidies granted
by the government on the prices of some commodities to NNPwvp. The measure thus obtained, is
called Net National Product at factor cost (NNPkc) or National Income (NI).

Net Indirect Taxes= Indirect Taxes- Subsidies

NNPec = NI= NNPwp- (Indirect Taxes- Subsidies)

Thus, there are several aggregates related to National Income depending on inclusion of
Depreciation, Net Indirect Taxes, Intermediate Consumption etc. These are as follows:

RELATED AGGREGATES:

1)Gross Domestic Product at market price (GDPwmp)
2)Gross Domestic Product at factor cost (GDPc)
3)Gross National Product at market price (GNPwp)
4) Gross National Product at factor cost (GNPkc)
5)Net Domestic Product at market price (NDPwp)
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STUDENT ACTIVITY

Q.1.) Pick the correct choice from the box:-
a) GDPwp=GVOwe [/ IC

b) NNPec =NDPwipft/]  NFYA[+/-|NIT

c) GVOwp - IC -NIT= [GVArc/NNPc/NDPu

d) GDPrc=GDPwip[+/IT [+/ISUBSIDIES

Q.2.) State whether the following statements are true or false:
a) GVOwp — IC = GDPec
b) NNP¢c is the same as national income.

C) NVAgc + NIT = GNPwp

d) GDPyp — DEP = NDPsc

ANSWER KEY OF QUESTION 1

a) ()
b) (+),(-)

C) GVAFc
d () ,(+)

ANSWER KEY OF QUESTION 2

b) True

a) False c) False d) False



