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The concept of national income (or, national dividend which is the old 

alternative term for national income) occupies an important place in economic 

theory. National income is the flow of goods and services which become 

available to a nation during a year. To be more precise, national income is the 

aggregate money value of all goods and services produced in a country during 

one year, account being taken of the deductions made due to wear and tear, and 

depreciation of plants and machinery used in the production of goods and 

services. It is distributed among the factors of production in the form of rent, 

interest, wages and profits. The larger the national income, other things 

remaining the same, the larger will be the share of each factor. 

 According to Marshall, "The labour and capital of a country, acting 

upon its natural resources, produce annually a certain net aggregate of 

commodities, material and immaterial, including services of all kinds. The 

limiting word 'net' is needed to provide for using up of raw and half-finished 

commodities and for the wearing out and depreciation of plant which is 

involved in production ; all such waste must, of course, be deducted from the 

gross produce before the true or net income can be found. 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."1 

 In the words of A. C. Pigou, "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." 

ELEMENTS OF NATIONAL INCOME: 
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 An analysis of the definitions of Marshall and Pigou brings out three 

points. Firstly, national income refers to the income of a country, say, India. 

Secondly, national income includes all types of goods and services which have 

an exchange value, counting each one of them only once. 

 At the very outset, it should be made clear that certain items cannot be 

included in the national income of the country. Firstly, the concept of national 

income stands linked with some economic activity. In other words, we are to 

include in national income only that income of the individual which he has 

earned as a result of some economic activity on his part. In case, he receives 

some payment which is not due to any productive activity on his part, such a 

payment cannot be included in the national income of the country. If, for 

example, he receives certain transfer payments, such as, unemployment 

allowances, old age reliefs or social security allowances, such payments cannot 

be included in the national income of the country, because they do not arise 

from any productive activity on his part. Likewise, if he receives a gift from a 

friend or a relation, that too shall not be included in the country's national 

income. Such transfer payments may add to the individual's personal income, 

but they have to be excluded from the national income for the reason stated 

above. 

 Secondly, the capital gains made by an individual have also to be 

excluded from the national income of the country, the reason being that such 

capital gains do not represent any productive activity on the part of the 

individual concerned. A capital gain consists of financial gains which a person 

receives consequent upon an appreciation in the market value of his assets, 

such as, land, building, stocks and shares. 

 Thirdly, like capital gains, the income accruing to an individual from 

illegal activities, such as, black marketing and smuggling, has also to be 

excluded from the national income of the country, because such an income 

does not result from socially useful economic activities. 

 While evaluating the national income of a country, one guiding principle 

should always be kept in mind. No commodity or service should be counted 

twice, otherwise the results will not be accurate. For example, if raw cotton has 
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been evaluated in agricultural production, it should not be included while 

calculating the total value of cotton textiles. In the same manner, the value of 

raw cotton shall have to be kept out while calculating the total value of 

readymade garments, such as, bush-shirts and trousers made out of cotton 

textiles. 

 Generally, two statistical methods are used to avoid double counting or 

multiple counting in the calculation of national income: (i) final products 

method, and (ii) value-added method. According to the first method, we add up 

the value of final products only. We first take the total value of the final 

consumer goods produced in the country during the year. To this, we add the 

total value of durable producer goods, such as, machinery, plants etc. This will 

give us the aggregate value of all the final goods produced in the country 

during the year. Collective and government services (evaluated at cost price) 

are also to be added to this aggregate value of the/final goods in order to arrive 

at the total product of the country.  

According to the value-added method, we do not take into account the 

value of the final goods and services produced in the country. On the contrary, 

we go on adding the values created at each stage in the manufacture of a 

commodity. Then all such values accruing in all processes in the manufacture 

of all commodities are added up together to arrive at the national income of the 

country. 

Whether we adopt the final or the second method, the result will be the 

same. If proper adjustments are made, the 'final products' method will give us 

the same results as the 'value-added' method. 

National income or product is, thus, the aggregate money value of all 

goods and services produced in a country during a year, avoiding double or 

multiple counting. 

In the words of Prof. J. R. Hicks, "The national income consists of a 

collection of goods and services reduced to a common basis by oiling measured 

in terms of money."1 The total volume of production is, then, expressed as a 

sum of money. 
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Measurement of National Income: 

 The concept of the national income involves three interpretations — all 

of which lead to same result. First, it represents the monetary value of 

afigregate annual production in the economy. Second, it represents uM'.regate 

income of the country. TJiird, it represents the aggregate < \j>cnditure iiLthe 

economy. Whatever interpretation we may accept, the result is the same, the 

reason being that every expenditure is at the same lime a receipt, and then both 

expenditure and receipts are equivalent to the \ iluc of goods and services 

exchanged between the buyers and the sellers. This three-fold interpretation of 

national income has, thus, given rise to lltrcc methods for measuring it. They 

are, (i) Census of Production Method, .1 liri natively known as Value Added 

Method, (ii) Census of Income Method, and (iii) Census of Expenditure 

Method. 

 I. Census of Production Method. This method is sometimes referred to 

as the Inventory Method. According to this method, the aggregate production 

of the final goods and services in an economy in my one year is evaluated in 

terms of money. The entire output of final goods and services is multiplied by 

their respective market prices to find nut the gross national product. 

Alternatively, the gross national product may be arrived at by adding up the 

values imparted to the intermediate goods and services during different 

processes of production, as explained and illustrated above. Whether we 

employ the 'final products' method or the 'value-added' method, the total 

money-value of the gross national product would be the same. From the gross 

national product SO estimated, we have to deduct the gross depreciation of 

equipment and machinery involved in the process of production to arrive at the 

country's national income. 

Value-added method measures the contribution of each producing 

enterprise in the domestic territory of the country. This method involves we 

have to add indirect taxes and depreciation charges to the factor incomes. 

Factors Determining National Income: 

 There are a number of influences which determine the size of the 

national income in a country. It is on account of these influences that one 
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country may have a larger national income than another. Following are the 

three main influences: 

 Quantity and Quality of Factors of Production. The quantity and. quality 

of a country's stock of the factors of production is one of the most important 

influences on its national income. The quantity and quality of land, the climate, 

the rainfall, etc., determine the quantity and quality of agricultural production, 

and hence, the size of national income. The quantity of labour has a double 

influence since labour is at the same time both a factor of production as well as 

the consumer of what is produced. The quality of labour, depending upon 

inborn intelligence, education and training, also influences the volume of 

industrial production. Capital may comprise simple, primitive tools or the most 

modern type of industrial equipment. The quantity and quality of capital is one 

of the greatest influences on total output. Likewise, the quantity and quality of 

entrepreneurial ability is also an important element to reckon with in the 

determination of the size of national income of a country. 

 2. The State of Technical Know-how. Another influence on output and 

national income is the state of technical knowhow in the country. A country 

with a poor technical knowledge cannot have a large-sized national income, 

because it will not be in a position to make the best possible use of its 

resources. 

 3. Political Stability. Political stability is an essential prerequisite for 

maintaining production at the highest level. The economic development of 

several countries, particularly the South American Republics, has been 

hindered in the past by political instability. 

All the three methods mentioned above should ideally lead to the same 

figure of national income and therefore national income should be measured by 

these method separately to get a three dimensional view of the economy. 

However it is easier said than done. Because of lack of proper and reliable data, 

especially in underdeveloped economies, it is very difficult to estimate national 

income by each method separately. Practically, income method may be more 

suitable for developed economies where people properly maintain their income 

accounts. With the growing facility in the use of the commodity flow method 
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of estimating expenditures, an increasing proportion of the national income is 

being estimated by the expenditure method. The problem is that no similar data 

are available for all the sectors of the economy and different methods have to 

be adopted for different sectors. This affects accuracy of the ultimate results. 

Statistical Problems: 

The statistical problems in underdeveloped countries are as follows : 

1.  Inadequacy. The available statistics in these countries are not only 

inadequate but also unreliable. For example, statistics pertaining to hi ii 

nil lire in India are not complete. We have no reliable estimates of l'i 

odueticn costs in Indian agriculture. There are no statistics worth the ii 

mic lor small-scale and medium industries. 

2.  Size is not fixed. The existence of a large non-monetized sector in 

underdeveloped countries also makes the computation of national 

n.M.inc difficult. As is well known, quite a substantial part of the 

agricultural output in these countries does not reach the market at all. I it 

her it is consumed at home by the agriculturists themselves or is 

exchanged for other goods and services in the village. This presents 

several difficulties in the calculation of income. 

3.  Improper. The overwhelming majority of the small producers in 

Mi. underdeveloped countries are illiterate and ignorant, and are not in 

a position to keep any account of their productive activities. So they 

cannot give to the investigator information about the quantity or value 

of their output. Inevitably, an element of guesswork enters into the 

assessment of income or output in large sectors of the economy. 

4. Lack of specialization. There is little of occupational 

specialization on the part of the people in underdeveloped countries. 

Many persons take up more than one activity to earn their livelihood. It 

becomes difficult to collect information about their incomes, etc. For 

example, the small farmers in India not only do farming, but also 

migrate 
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to the industrial cities during the slack season to supplement their 

meagre earnings from agriculture. 

GNP is the most frequently used national income concept. It is a better 

index than any other concept of the actual conditions of production and 

employment in a country during a specified period. It is also statistically a 

simple concept as it takes no account of depreciation and replacement 

problems. But, at the same time, it is not a net measure of the nation's 

economic performance, for it is, as the term states, a gross measure. It provides 

us with only a general idea of the economy's accomplishments during the year. 

Nevertheless, GNP is a useful concept for analysis over a short period of time 

when changes in capital are not so important. 

Basic Concepts in National Income: 

1. Gross Domestic Product (GDP). Gross domestic product is the 

money value of all final goods and services produced in the domestic territory 

of a country during an accounting year. Domestic territory is defined to include 

: (i) Territory lying within the political frontiers, including tentorial water of 

the country, (ii) Ships and aircrafts operated by the residents of the country 

between two or more countries, (iii) Fishing vessels, oil and natural gas rigs, 

and floating platform operated by the residents of the country in the 

international waters, 

NATIONAL INCOME AND ECONOMIC WELFARE: 

 National income is looked upon as a measure and index of the economic 

welfare of a country. An improvement in the per capita income of the country 

is treated as proof of the increased economic welfare of the people of that 

country. Likewise, a country with a higher per capita income is supposed to 

enjoy greater economic welfare (or, a higher standard of living) than a country 

with a lower per capita income. Let us now examine the question: How far is 

national income a reliable index of economic welfare? 

Let us see what economic welfare is and how does it differ from non-

economic welfare. Total welfare is generally divided into two parts: (i) 

economic welfare, and (ii) non-economic welfare. The two types of welfare are 
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intertwined and are rather difficult to separate from each other. Nevertheless, 

Prof. Pigou has distinguished economic welfare (from non-economic welfare) 

as "that part of social welfare that can be brought directly or indirectly into 

relation with the measuring rod of money." Thus, according to Pigou, 

economic welfare is that part of total welfare which can be expressed in 

monetary terms directly or indirectly. Non-economic welfare, on the contrary, 

is that part of total welfare which is not amenable to money measurement. 

Disposable Personal Income: 

 The whole of the personal income (PI) accruing to individuals or 

households is not available for being spent on consumption. The reason is that 

a part of the PI has to be paid by individuals or households to the government 

by way of personal direct taxes. That part of personal income which is left 

behind after payment of personal direct taxes is called disposable personal 

income. In fact, it is the disposable income which is spent by the individual or 

the household on consumption. 

Therefore, 

 Disposable personal income = Personal Income – Personal Direct taxes. 

But it is not essential that the whole of the DPI is spent on consumption alone. 

Generally, individuals spend a major portion of DPI on consumption, reserving 

the remainder for saving. Thus, 

 Disposable Personal Income = Consumption + Saving. 

 By comparing disposable income with personal income, we can find out 

the money-burden of personal direct taxation. DPI is, therefore, a useful 

concept. 

 We have, thus, seen that each concept is useful for some purpose or the 

other. 

CONCLUSION 

 As we have seen above, economic welfare is a part of total welfare. The 

question is sometimes raised: Can economic welfare then serve as an index of 

total welfare? If the economic welfare increases, does it mean that total welfare 
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will also increase? At first sight, it appears that if economic welfare increases, 

total welfare will also inevitably increase, because the former is a part of the 

latter. An increase in the size of the part will increase the size of the whole. 

Thus, an increase in economic welfare will also mean an increase in total 

welfare. But if we go deep into the matter, we may find that it is not necessarily 

so. Any cause which increases economic welfare may not necessarily increase 

total welfare. The reason is obvious. That cause, no doubt, increases economic 

welfare, but, at the same time, it diminishes non-economic welfare to an equal 

extent so that the total welfare remains unchanged. It is also possible that that 

particular cause diminishes the non-economic welfare to an extent greater than 

the increase in economic welfare. In that case, the total welfare may actually go 

down despite the increase in economic welfare. Economic welfare cannot, 

therefore, be said to be an index or barometer of total welfare. An example will 

serve to illustrate the truth of this statement. In the 19th century Great Britain, 

the economic welfare of the people, no doubt, increased consequent upon rapid 

increase in production, but it is not certain whether their total welfare also 

increased in the same proportion, the reason being that the rapid 

industrialization of the country had adverse effects on the non-economic 

welfare of the people consequent upon the loss of spiritual values. 
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