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National Income




National Income

= As noted in lecture 11, macroeconomics deals with nationa
aggregates like gross national product. employment, price levels,

consumption and investment, money supply and demand,
balance of payments, and so on of these, the gross national
product (GNP) is the most important macro variable.

= The GNP is in fact, the source and pivot of all macro variables.

= For instance, the level of employment in a country depends
largely on the level of GNP; given the money supply, price level
depends on the change in GNP; the levels of consumption and
savings are determined mainly by the GNP, and so on.
Understanding the concept and measure of GNP is therefore, an
essential element in the study of macroeconomics. Therefore,
we begin our study of macroeconomics with a brief discussion
on the concept of national income, methods of its measurement
and the related aggregates, both flow and stock.




National Income
(National Measuring progress has been a majo\

riddle for experts. Income as an indicator of
progress was tried by many before the idea of the
gross domestic product (GDP) was put forward by
the US-economist Simon Kuznets in 1934.

* The method tries to calculate (account) a country’s
income at domestic and national levels—in gross
and net forms—having four clear concepts (GDP,
NDP, GNP and NNP)—
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National Income

ﬂational income is, broadly speaking, the mom
value of all final outcome of all economic activities of
the people of a country.

"The term 'national income' is however used in a
variety of senses depending on;

*** What is included in and excluded from the national
income concept, and

*** What methods are used for estimating national
Income.

“*In  Macroeconomic analyses: We Use different
concepts and measures of national income—mainly

Gross National Product (GNP) and Gross Domestic
roduct (GDP).




National Income

Money value of all final goods and services produced by
economic activities in the country during a period of one year.

Product Flow Money Flow

Goods Market Money Market




Gross Domestic Product(GDP)

The gross domestic product(GDP) is defined as the
sum of market value of all final goods and services

produced(by the residents in the country) in a
domestic economy during a specific period of time,
generally one year
Plus (+)
Incomes earned in the country by foreigners
Minus(-)
Incomes received by residents of a country from

abroad. For India, this calendar year is from

1st April to 31st March.



Gross Domestic Product(GDP)

It is also calculated by adding national private consumption,
gross investment, government spending and trade balance
(exports-minus-imports). The use of the exports-minus-imports
factor removes expenditures on imports not produced in the
nation, and adds expenditures of goods and service produced
which are exported, but not sold within the country.

It will be better to understand the terms used in the concept,
‘eross’, which means same thing in Economics and Commerce as
‘total’ means in Mathematics; ‘domestic’ means all economic
activities done within the boundary of a nation/country and by
its own capital; ‘product’ is used to define ‘goods and services’
together; and ‘final’ means the stage of a product after which
there is no known chance of value addition in it.



GDP Definition - Market Value

Market Value

e The number of goods and services produced in an economy are
both large and diverse. They cannot be reduced to a common
unit of measurement. For example, an economy produces apples
and also manufactures airplanes.

Can we add the two?

= Clearly, we cannot. We, therefore, find out the total quantity of
apples produced in an economy and multiply that with the price
of apples to get the market value of apples.

" Then we take the total number of airplanes manufactured in an
economy and multiply that with the price of airplanes to get the
market value of airplanes.

= And, finally, add the two.

" |n an economy, therefore, each good and service is valued at its
market price and then aggregated to arrive at the total market
value.

" There is no other way to arrive at the composite production.




GDP Definition - Market Value
/Market Value = The final ‘national product)

the money value of all final goods and
services.

Market Value obtained by two-way Constant
Price and Current Price.

Accordingly,GDP is known as ‘GDP at

Qnstant Prices’ and ‘GDP at Current Prices’/




GDP Definition - Final

" The second key word is final. GDP considers the final value
of goods and services produced in an economy in order to
avoid double counting.

" Let us take the example of a car. There is a market value
attached to the car given by the price of the car.

* Now, certain amount of steel, along with various other
intermediate goods, has gone into the manufacturing of
the car.

Should we value those also?

" The answer is in the negative because the price of the final
product, that is, the car, already includes the price of
intermediate products that have gone into the making of
the car. If we value them again, that will lead to double
counting. Thus, all intermediate goods are excluded and
only value of goods and services produced for final use, in
a given period of time, enter into GDP.




GDP Definition - Produced

" Third is produced. GDP always refers to what is
produced and, not necessarily, what is sold.

= Also, what is actually produced is equal to what is
demanded.

" In other words, the actual production of goods and
services is a mirror image of aggregate demand for
goods and services in an economy.

oW dO we conceptualize this:

" Let us take an example of cement industry,

" Let the cement production capacity was 100 tons per
annum.

= Assume the production in the first year was to its full
capacity, i.e., 100 tons.

= But the actual sale turned out to be only 80 tons.



GDP Definition - Produced

How does the production equal demand then?

" |n this example, production equals demand
because the unsold inventory of 20 tons is
actually considered as bought/demanded
by the cement industry.

= The total demand, therefore, consists of 80
tons of, what we commonly understand as
market demand and, 20 tons of inventory
demand, even though unintended.

= Addition to stock of inventories from
current vyear's production is, therefore,
treated as inventory demand.




GDP Definition - Produced

- But you may ask if actual production is equal to
demand, where the slowdown is? "

" |t signals a slowdown, because next year, if
80 tons is projected to be the actual
demand, the cement industry will cut
production to 60 tons and meet the 80 tons
demand from 60 tons of new production
and 20 tons of unsold inventories from last
vear's production (a negative inventory
demand this year).

= Actual production will be below capacity
output, which is the definition of a
slowdown.




GDP Definition - Time
AKTime |

" The fourth and last key word is period
of time. This is to emphasize that GDP
is not a stock concept but a measure

of the total flow of goods and services
In an economy.

= And, if we are measuring the flow, it
has to be over a specified time period.

Normally, the time period is a year or a
guarter.




Uses of the Concept of GDP

Growth Rate Quantitative

= Per annum percentage

changeinitis the
‘erowth rate’ of an
economy. For
example, if a country
has a GDP of X107
which is 7 rupees
higher than the last
year, it has a growth
rate of 7 per cent.
When we use the
term ‘a growing’
economy, it means
that the economy is
adding up its income,
l.e., in quantitative
terms.

= |t is a ‘quantitative’
concept and its
volume/size indicates
the ‘internal’ strength
of the economy. But it
does not say anything
about the ‘qualitative’
aspects of the goods
and services
produced.

= This is the most

commonly used data
in comparative
economics. The GDPs
of the member
nations are ranked by
the IMF at purchasing
power parity (PPP).
India’s GDP is today
3rd largest in the
world at PPP (after
China and the USA).
While at the prevailing
exchange rate of
Rupee (into the US
dollars) India’s GDP is
ranked 5th largest in
the world.



Nominal GDP & Real GDP

="GDP is the value of final goods and services produced in em
economy in a given period. Value is the price of the final good
and service. Therefore, GDP is price times quantity of final
goods and services produced. Or, GDP = P x Q aggregated over
all goods and services produced in an economy.

"The problem begins here. If you look at the above
relationship, you will see that it is quite possible for GDP to
grow at an impressive pace with no change in Q. The entire
increase can be due to P.

% Is that what the manager wants to know?

No.

= His interest is in knowing to what extent
GDP growth reflects growth in Q.




Nominal GDP & Real GDP

_E How do we get over this problem?

"= We can solve this problem, if we can hold P
constant at certain level. Because, if P is held
constant, any change in GDP has to be due to Q,
which is of interest to the manager.

= When P is held constant at a certain level and
only change in Q is considered in arriving at GDP,
this is called 'real GDP'.

= |f on the other hand, P is not held constant and
we multiply each year's P with that year's Q, to
arrive at the GDP, we will get 'nominal GDP'.

= Nominal GDP is of little interest to the manager.




Nominal GDP & Real GDP

= A gross domestic product (GDP) figure
'Nominal that has not been adjusted for inflation.

GDP’ Also GDP estimated at current prices is
called 'Nominal GDP'

= GDP estimated at constant prices in a
chosen year(called ‘base year’) is called
Real GDP

" To remove the effects of price change, We
have Real GDP,

= GDP at constant market price

= Price in base year x Output in current
year

‘Real GDP'



Nominal GDP & Real GDP

» It can be misleading when inflation is b
accounted for in the GDP figure because the
GDP will appear higher than it actually is. The
same concept that applies to return on
investment (ROI) applies here.

» |f you have a 10% ROI and inflation for the
vear has been 3%, your real rate of return
would be 7%. Similarly, if the nominal GDP
figure has shot up 8% but inflation has been
4%, the real GDP has only increased 4%.




Nominal GDP & Real GDP

——_

Calculation of real GDP, an example

Good or service Base year Current year
(Items) (P {2} (P {2

X 240 3 60
X, | 8 a0 | 10 150
X, 80 100 90 110
X, 70 120 80 130




GDP/GNP Deflator

» The GDP/GNP deflator is essentially an adjustment factor used to convert
nominal GDP into real GDP/GNP. The GDP/GNP deflator is the ratio of price
index number (PIN) of a chosen year to the price index number (PIN) of the
base year. The PIN of the base year = 100, The chosen year is the year
whose real GDP/GNP is to he estimated. The method of working out

GDP/GNP deflator is given below.

GDP/GNP Deflator = PIN of the chosen Year /100
The formula for converting nominal GDP/GNP of a year into real GDP/GNP may be
written as follows.

Real GDP/GNP = Nominal GDP/GNP / GDP/GNP Deflator
or
Real GDP/GNP = Nominal GNP / PINcy/100

(where PINcy, is the price index number of the chosen year).




GDP/GNP Deflator

Example: Suppose nominal GDP of a country,
l.e., GDP estimated at current prices, in year
2000 is given at Rs 500 billion and Price Index
Number (PIN) is given as base year 2000 =
100. Now let the nominal GDP increase to Rs
600 billion in year 2005 and PIN rises to 110.
Given this data, GDP deflator for the country
can be obtained as follows.




GDP/GNP Deflator

Solution:

GDP Deflator = PIN 2005/100 = 110/100 =
1.10

Real GDP = Rs.600/1.10 = Rs.545.45 billion




GDP/GNP Deflator

SDP ity PRI GUF i

Real GDP

»The GDP deflator (implicit price deflator for GDP) is a measure of the
level of prices of all new, domestically produced, final goods and services in
an economy.

» Like the Consumer Price Index(CPl), the GDP deflator is a measure of
price inflation/deflation with respect to a specific base year; the GDP
deflator of the base year itself is equal to 100. Unlike the CPI, the GDP
deflator is not based on a fixed basket of goods and services; the "basket"
for the GDP deflator is allowed to change from year to year with people's
consumption and investment patterns.




GDP/GNP Deflator
/{or example: \
*For computer hardware, we could define a "unit"

to be a computer with a specific level of
processing power, memory, hard drive space and
so on. A price deflator of 200 means that the
current-year price of this computing power Is twice
Its base-year price - price inflation.

=A price deflator of 50 means that the current-year
price Is half the base year price - price deflation.
This can lead to a situation where official statistics

reflect a drop in prices, even though they hay

tayed the same.




Current Economic Condition

GDP Constant Prices in India increased to 37198.30 INR Billion in the
first quarter of 2019 from 35010.20 INR Billion in the fourth quarter of
2018. GDP Constant Prices in India averaged 19767.98 INR Billion from
2004 until 2019, reaching an all time high of 37198.30 INR Billion in the
first quarter of 2019 and a record low of 7500.43 INR Billion in the second
guarter of 2004.

37198.3

India GDP Constant Prices
315148.84 I6010.7
4130,97 34427.39
12849.71
31269.58 12174.65
11625.37
30504.25
1 I I I
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SOURCE. TRADINGECOMOMICE.COM | MINISTRY OF STATISTICS AND PROGRAMME IMPLEMEMTATION [MOSP1)



-
O
=
e
-
O
O
2
&
O
-
O
O
L
s
-
Q
| -
| -
)
O

The Indian economy advanced 5.8 percent year-on-year in the first quarter of
2019, slowing from a 6.6 percent expansion in the previous period and
missing market expectations of 6.3 percent. It was the weakest growth rate
since the first quarter of 2014, amid weaker consumer demand and fixed
iInvestment. GDP Annual Growth Rate in India averaged 6.21 percent from 1951
until 2019, reaching an all time high of 11.40 percent in the first quarter of 2010
and a record low of -5.20 percent in the fourth quarter of 1979.

India GDP Annual Growth Rate
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SOURCE: TRADINGECONOMICS.COM | MINISTRY OF STATISTICE AND PROGRAMME |MPLEMENTATION [MOSP1)




-
O
=
e
-
O
O
2
&
O
-
O
O
L
s
-
Q
| -
| -
)
O

9.3 9.7
8.2
1.7
7.3
EIH I

Jul 2013 Jan 2014 Jul 2014 Jan 2015 Jul 2015 Jan 2016 Jul 2016

RCE: TRADINGECOWOMICS.COM | MIMISTRY OF STATISTICS AHD PROGRAMME IMPLEMEMTATION [MOSP1)




India's Real GDP Growth from Jun 2005 to Mar 2019 in the chart:
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The Gross Domestic Product (GDP) in India expanded 5.8 % YoY in Mar 2019,
following a growth of 6.6 % in the previous quarter. Real GDP Growth YoY data in
India is updated quarterly, available from Jun 2005 to Mar 2019, with an average
rate of 7.6 %. The data reached an all-time high of 13.3 % in Mar 2010 and a
record low of 0.2 % in Mar 2009. CEIC calculates Real GDP Growth from
quarterly Real GDP. Central Statistics Office provides Real GDP in local currency
based on SNA 2008, at 2011-2012 prices. Real GDP prior to Q2 2012 is based on
a combination of SNA 2008 and SNA 1993, at 2004-2005 prices.




India's Nominal GDP Growth from Jun 2012 to Mar 2019 in the chart:
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India’s Nominal GDP Growth was reported at 9.399 % in Mar 2019. This records a decrease from the
previous number of 10.992 % for Dec 2018. India’s Nominal GDP Growth data is updated quarterly,
averaging 11.511 % from Jun 2012 to Mar 2019, with 28 observations. The data reached an all-time
high of 16.136 % in Sep 2012 and a record low of 8.292 % in Mar 2015. India’s Nominal GDP Growth
data remains active status in CEIC and is reported by CEIC Data. The data is categorized under World
Trend Plus’s Global Economic Monitor — Table: Nominal GDP: Y-0-Y Growth: Quarterly: Asia. CEIC
calculates quarterly Nominal GDP Growth from quarterly Nominal GDP. Central Statistics Office
provides Nominal GDP in local currency.



~ Case
el India Q1 GDP Growth Slows to 5-Year Low

@ver growth rates were seen in household spending (8.1 percem
compared to 8.4 percent in Q4) and gross fixed capital formation (10

percent compared to 10.6 percent). Meanwhile, government consumption
(9.2 percent compared to 6.5 percent) and inventories (4.8 percent
compared to 3.9 percent) increased further. Net external trade
contributed negatively to the GDP, as exports went up 12.5 percent (vs

14.6 percent in Q4) and imports rose at a faster 15.4 percent (vs 14.7
percent in Q4).

Household spending accounted for 56.8 percent of the GDP (58.9 percent in
Q4); gross fixed capital formation for 30.7 percent (33.4 percent in Q4);
public expenditure for 9.9 percent (9.7 percent in Q4); and changes in
stocks for 1.1 percent, the same as in the fourth quarter of 2018. Exports

accounted for 20 percent (21.8 percent in Q4) while imports subtracted
23.3 percent (-25.7 percent in Q4).




'_ J India Q1 GDP Growth Slows to 5-Year Low

Gross Value Added, that is, GDP excluding taxes grew 5.7
percent in the first quarter of 2019, easing from a 6.3 percent
expansion in the prior period. A slowdown was recorded in
manufacturing (3.1 percent compared to 6.4 percent in
Q4); trade, hotel, transport, communication and services
related to broadcasting (6 percent compared to 6.9 percent);
and construction (7.1 percent compared to 9.7 percent). Also,
agriculture, forestry and fishing shrank 0.1 percent, after
expanding 2.8 percent in the prior quarter. On the other hand,
output went up further in mining (4.2 percent compared to 1.8
percent); public administration and defence (10.7 percent
compared to 7.5 percent); and financial, real estate and
professional services (9.5 percent compared to 7.2 percent).
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India slips to 7th largest economy in

2018: World Bank

TNN | Updated: Aug 2, 2019, 14:16 IST

KUS remains the top economy \

\=

with a GDP of $20.5 trillion in
2018

India has been pushed to the
seventh place in the global GDP
rankings in 2018

China was the second largest
economy with $13.6 trillion, while
Japan took the third place with
%5 trillion

NEW ORDER

Rankingl Country IG “
1 us 20.5
2 China 13.6
3 Japan 5.0
4 Germany 4.0
5 UK 2.8
6 France 2.8
[{ India 2.7
8 Italy 21
9 Brazil 19
10 Canada 17
11 Russia 17
12 S Korea 1.6
13 Australia 14
14 Spain 14

_ Source: World Bank
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India slips to 7th largest economy in

2018: World Bank

THN | Updated: Aug 2, 2019, 14:16 ST

India has been pushed to the seventh place in the global GDP
rankings in 2018 with the UK and France forging ahead to the fifth
and sixth spots, data compiled by the World Bank showed.

In 2017, India had emerged as the sixth largest economy, while
France was pushed to the seventh place in the global GDP league
table.

The US remains the top economy with a GDP of $20.5 trillion in
2018. China was the second largest economy with $13.6 trillion,
while Japan took the third place with S5 trillion. India’s GDP was at
S2.7 trillion in 2018, while UK and France were at $2.8 trillion.

In 2017, India was at $2.65 trillion, UK at $2.64 trillion and France at
§2.5 trillion, helping the third-largest economy in Asia to emerge as
the fifth largest economy at that time. Economists said India taking
the seventh largest global economy tag in 2018 was largely due to
the currency fluctuations and slowdown in growth.



Cazse ‘ India slips to 7th largest economy in

2018: World Bank

THN | Updated: Aug 2, 2019, 14:16 IST

» “In 2017, the rupee appreciated against the dollar, and in 2018 it depreciated
against the dollar. So, it is largely due to currency fluctuation and the growth
slowdown,” said Devendra Pant, chief economist at India Ratings and research.
He added that the ranking could change if growth picks up.

» India still remains the fastest-growing major economy in the world, although
growth is estimated to slow to 7% in the current fiscal year that ends in
March. China is expected to face a sharper slowdown due to the ongoing
tariff war with the US. Last month, research firm IHS Markit had said that India
will overtake the UK as the fifth largest economy in the world in 2019 and is
likely to shoot past Japan to emerge as the third-largest economy by 2025.

» The government has unveiled a plan to emerge as a $5 trillion economy by
2024-25 and the Economic survey for 2018-19 has said that the country needs
to sustain a real GDP growth rate of 8% to achieve the goal. While growth is
expected to be in the 7% range in the current fiscal year, most economists and
multilateral agencies expect it to gather momentum and push past over the 7%
mark next year as the impact of the measures unveiled by the government
takes hold




o
0O
O
©
=

&

®)
P
e
=
IS

India's Nominal GDP reached 712.0 USD bn in Mar 2019,
compared with 664.1 USD bn in the previous quarter. Nominal
GDP in India is updated gquarterly, available from Jun 1996 to Mar
2019, with an average number of 289.6 USD bn. The data reached
an all-time high of 712.3 USD bn in Mar 2018 and a record low of
84.1 USD bn in Sep 1996. CEIC converts quarterly Nominal GDP
Into USD. Central Statistics Office provides Nominal GDP in local
currency based on SNA 2008, at 2011-2012 prices. Federal
Reserve Board average market exchange rate is used for currency
conversions. Nominal GDP prior to Q2 2011 is based on a
combination of SNA 2008 and SNA 1993, at 2004-2005 prices and
prior to Q2 2004 is based on SNA 1993, at 1999-2000 prices.

In the latest reports, India's GDP expanded 5.8 % YoY in Mar
2019. Its GDP deflator (implicit price deflator) increased 3.4 % in
Mar 2019. India's GDP Per Capita reached 2,041.1 USD in Mar
2019. Its Gross Savings Rate was measured at 30.5 % in Mar
2018.
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India's Nominal GDP from Jun 1996 to Mar 2019 in the chart:
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; Case India to be fastest growing economy again in
| 2018: World Bank

Mint Thu, Jan 11
2018. 01 22 AM
IST

After conceding its position as the fastest growing major economy to
China for a year in 2017,India is likely to reclaim the position in 2018,
with growth expected to accelerate to 7.3% in the year, according to the
World Bank’s Global Economic Prospects.

The report projected China’s economic growth to slow to 6.4% in 2018
from 6.8% in 2017. The World Bank also revised India’s growth estimate
for 2017 to 6.7% from 7% projected in October, blaming short-term

disruptions caused by the newly introduced goods and services tax (GST)
and a softer-than-envisioned recovery in private investment.

The estimates are on a different fiscal year basis for each country. India’s
fiscal year runs from April to March. China follows a January-December
fiscal year.

Global growth is projected to edge up to 3.1% in 2018, as growth in
advanced economies is projected to slow while growth in emerging
economies is expected to accelerate.

India’s statistics office on Friday projected the economy to slow to 6.5%
in 2017-18 from 7.1% a year ago. The economy has been hurt by the
lingering impact of demonetization and disruptions caused by GST.




Ca;se “India to be fastest growing economy
< again in 2018: World Bank :

Mint Thu, Jan 11 2018. 01 22 AM IST Y,

1. A gradual moderation in growth in China and temporary slowdown in India will be balanced by
robust growth trends in other Asian economies,” it added.

2.Economic affairs secretary Subhash Chandra Garg tweeted: “World Bank releases its GDP growth
estimates. India projected to grow at 6.7% in 2017. Higher growth of 7.3% projected for 2018.
Impressive advance corporate tax payments in 3rd quarter indicates India’s growth turnaround to be
much better.”

3.Direct tax collections grew by more than 18% in the first nine months (April-December) of the fiscal
year 2017-18 to two-thirds of the full-year target, which is expected to provide a breather to the
government as it struggles to contain the fiscal deficit.

4.The World Bank said strong private consumption and services are expected to continue to support
economic activity. “Private investment is expected to revive as the corporate sector adjusts to the
GST; infrastructure spending increases, partly to improve public services and internet connectivity;
and private sector balance sheet weaknesses are mitigated with the help of the efforts of the
government and the Reserve Bank of India,” it said.

5.0ver the medium term, GST is expected to benefit economic activity and fiscal sustainability by
reducing the cost of complying with multiple state tax systems, drawing informal activity into the
formal sector, and expanding the tax base. it said. “The recent recapitalization package for public
sector banks announced by the government of India is expected to help resolve banking sector
balance sheets, support credit to the private sector, and lift investment. The global trade recovery is
expected to lift exports,” it added.
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India to be fastest growing economy again in 2018: World Bank Mint
Thu, Jan 11 2018. 01 22 AM IST

~

“Corporate debt overhangs and high levels of non-performing loans
have been long-standing concerns in some countries (e.g.
Bangladesh, India). Setbacks in efforts to resolve these domestic
bottlenecks would continue to weigh on investment, and more
broadly on medium-term growth prospects in the region,” it added.

“Weak private investment was only partly mitigated by a public
infrastructure investment push and a surge in current expenditures
after recent public pay hikes,” the report said.

The World Bank said strong private consumption and services are
expected to continue to support economic activity. “Private
investment is expected to revive as the corporate sector adjusts to
the GST, infrastructure spending increases, partly to improve public
services and internet connectivity; and private sector balance sheet
weaknesses are mitigated with the help of the efforts of the
government and the Reserve Bank of India,” it said..

N



~ Case ‘
T 4 India's Real GDP Growth to Average at 7.4% Over 2017, 2018: Deutsche Bank

The Economics Times: Aug 15, 2017, 10.28 AM IST

ndia's growth momentum will get stronger with revival in private
investment cycle starts reviving gradually, along with continuation of
strong private consumption and real GDP growth is expected to
average at about 7.4 per cent over 2017 and 2018, which will mark
about 200 bps improvement from the average outturn over 2012 and
2013, a period when India's macro came under severe pressure says a
Deutsche Bank report.

It also termed as 'faulty' the argument that a 7.5-8 per cent real GDP
growth in the next few years will still be lower than what was
achieved in the boom period of 2006-2008.

It said the global economy post the 2008 global financial crisis (GFC)
has adjusted to a new normal of low-growth low- inflation
environment, and India's growth achievement should therefore be
judged taking this structural shift into consideration.




India's Real GDP Growth to Average at 7.4% Over 2017, 2018: Deutsche Bank

Medium-Term Outlook

e The medium-term outlook for the country looks
"exceedingly positive" driven by supportive population
dynamics, steadily rising aspirational middle class and a
reforms oriented government, it said.

e |t termed India as one of fastest growing economies in
the world.

* India lost the tag of the fastest growing major economy
to China in the March quarter with a GDP growth of 6.1
per cent, which pulled down the 2016-17 expansion to
7.1 per cent.




| casse India GDP Growth Unexpectedly Slows To 6.1% In Q1

The Indian economy advanced 6.1 percent year-on-year in
the first quarter of 2017, slowing sharply from a 7 percent
expansion in the previous period and well below market
expectations of 7.1 percent.
= |tis the lowest growth rate since the last quarter of 2014, due
to a slowdown in consumer spending and a drop in
investment, following the demonetization program started in
November of 2016 that removed 86 percent of India's currency
in circulation.
= |n addition, the government changed the GDP base year for
2011-2012 from 2004-2005. The same change was made
earlier for industrial production and wholesale prices indexes,
with adjustments in the weights of the different industries.
= Considering the April 2016-March 2017 period, the economy
!dvanced 7.1 percent, in line with the official estimatey

below 8 percent in the previous year.
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Gross National Product(GNP)

ﬁhe gross national product(GNP) is definedb

the sum of market value of all final goods and
services produced in a country during a specific
period of time, generally one year

Plus (+)
Incomes earned by the residents of a country
in foreign countries

Minus(-)
Incomes earned by the foreigners in the

@Jntry. /




Gross National Product(GNP)

Market Value = The final ‘national product’
iIs the money value of all final goods and
services.

Market Value obtained by two way
Constant Price and Current Price.

Accordingly, GNP is known as ‘GNP at
Constant Prices’ and ‘GNP at Current

Prices’.



Gross Domestic Product (GDP) vs. Gross National Product (GNP)

@DP refers to the vaI@

of final goods and
services produced
within the geographical
area of a country, say,
India. It does not
matter if the producers
of these goods and
services are residents
or non-residents. They
just have to have a

physical presence in the

@u ntry. /

GNP, on the other hand,
focuses on production of
goods and services by the
country's residents only,
irrespective of the
geographical area. In case of
GNP therefore, it does not
matter where in the world
the production is taking
place; the producers of
goods and services have to
be Indian residents.



Gross Domestic Product (GDP) vs. Gross National Product (GNP)

= Resident: First, let us understand
what a resident means? A resident of
an economy could be an individual or
an organization. Resident or non-
resident status of individuals and
organizations depend on the center
of their economic interests.

Resident




Gross Domestic Product (GDP) vs. Gross National Product (GNP)

" Infosys, whose center of economic
interest is in India, if it invests in the
United States, will be treated as an Indian
resident organization and people working
in this organization from Infosys India, will
be treated as Indian residents.

= Similarly, IBM, whose center of economic
interest is in the United States, when it
invests in India, will be treated as a non-
resident organization and the people
working in this organization from |BM
USA, will be treated as non-residents.

IBM




Gross Domestic Product (GDP) vs. Gross National Product (GNP)

Factor Incomes

= Secondly, Factor incomes are

incomes accrued to various factors
of production, i.e., rent for land;
wages for labour; interest for capital
and profit for organization. Factor
incomes from abroad are incomes
(profits, interest and wages that
accrue to the residents, i.e,
individuals and organizations
through their investments in the rest
of the world).



Gross Domestic Product (GDP) vs. Gross National Product (GNP)

= The factor incomes earned by Infosys in the
United States are a part of US GDP by virtue of
the fact that production of goods and services
has taken place within the geographical area of
the United States, but they are not a part of U.S.
GNP because the incomes do not accrue to U.S.
residents but to Indian residents.

= Similarly, factor incomes accrued to IBM in India
are a part of Indian GDP because production of
goods and services have taken place within our
geographical boundaries, but they are not a part
of India's GNP because they have not accrued to

our residents.

IBM




Gross Domestic Product (GDP) vs. Gross National Product (GNP)

The fundamental difference between
GNP and GDP thus lies in the treatment

of factor incomes from the rest of the
world.

Factor incomes of our residents from
abroad are a part of India's GNP but
not GDP; factor incomes earned by
non-residents in India is a part of
India's GDP but not GNP.



Gross Domestic Product (GDP) vs. Gross National Product (GNP)

" Net factor income from abroad (NFIA) defined
as;
factor incomes earned by our residents from

the rest of the world minus factor incomes
\earned by non-residents from our country. J

= GNP = GDP + NFIA and

= GDP = GNP - NFIA

" |n India, GNP is slightly less than GDP,
which means that NFIA in India is

negative.




Gross Domestic Product (GDP) vs. Gross National Product (GNP)

=GDP and GNP are both measures of economic activity.
sGDP measures the overall level of economic activity and
does not consider whether the economic activity
(employment, industrial production) are enabled by non-
resident or resident investments.

*GNP, on the other hand, focuses more on incomes of
residents.

More countries are moving towards GDP to fall in line with United
Nation's System of National Accounts, which emphasizes GDP as a
measure of economic activity. International comparisons become
easier when all country follows same standards. But starting point
of measure of a country’s national income is clearly the GNP,



GNP from 2009 to 2018

(Gross National Product in India increased to 13954956 INR Tens Of Million in 2018 from 12865461 INR Tens
Of Million in 2017. Gross National Product in India averaged 10996192.88 INR Tens Of Million from 2011
until 2018, reaching an all time high of 13954956 INR Tens Of Million in 2018 and a record low of 8659505

\INR Tens Of Million in 2011.

India GDP Last Previous Highest Lowest Unit

(Gross National Product 13954956.00 12865461.00 13954956.00 8629505.00 INR Tens Of
Million

India Gross National Income

22 2014 2016 2018

SOURCE: TRADINGECOHOMICS. COM CENTRAL STATISTICAL ORGAMISATION



GNP from 2009 to 2018

2018
2623 360.253
2016 | - 255 552.620
R 2 080 570.835
2014 I, - 015 375.479
I 1 836 027.009

2012 I | BOB 078.208
I 1 809 B45.106
2010 I | 660 349.976
Bl 336 104.812
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I Gross National Product: USD mn: Annual: India

India’s Gross National Product was reported at 2,691.042 USD bn in Dec 2018. This records an increase
from the previous number of 2,623.369 USD bn for Dec 2017. India’s Gross National Product data is
updated yearly, averaging 265.737 USD bn from Dec 1957 to 2018, with 62 observations. The data
reached an all-time high of 2,691.042 USD bn in 2018 and a record low of 29.255 USD bn in 1957.
India’s Gross National Product data remains active status in CEIC and is reported by CEIC Data. The
data is categorized under World Trend Plus’s Global Economic Monitor — Table: Gross National
Product: USD: Annual: Asia. CEIC shifts year-end for annual Gross National Product and converts it into
USD. Central Statistics Office provides Gross National Product in local currency based on SNA 2008, at
2011-2012 prices. Federal Reserve Board average market exchange rate is used for currency
conversions. Gross National Product prior to 2004 is based on a combination of SNA 2008 and SNA
Q%, at 2004-2005 prices. Gross National Product is reported in annual frequency, ending in Marchy
each year.




India's Gross National Product from 1957 to 2018

India's Gross National Product from 1957 to 2018 in the chart:
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GDP at Factor Cost
ﬂtheory, no government intervention local production of \
cigarettes Rs.24,

= Market value = factor income
= total cost
= total value-added =Rs.24

=But if there is indirect tax or subsidies, Market value #total
value-added

Example 1: Cigarettes : market price =Rs.24
"Indirect business tax = Rs.4
"GDP at market price = Rs.24

Q)P at factor cost = Rs.24 — Rs.4 = Rs.20 = total vaIue-addey




GDP at Factor Cost

G(ample 2: Education in University \
sTotal value-added in university =Rs.140
=Subsidy = Rs.20

sSchool fee = Rs.120

"GDP at market price = Rs.120

"GDP at factor cost = Rs.120 + Rs.20 = Rs.140 =

Q)tal value-added /

GDP at factor cost (total value-added) =
GDP at market price —indirect business tax
(IBT) + Subsidies (S)




GDP at Factor Cost

ﬁGDP at market price=C+1+G+(X-M) \

= GDP at factor cost=sum of value added

" GDP at factor cost= wage+rent+interest+gross
profits+depreciation

\_ /

GDP at factor cost + Indirect
business taxes — subsidies = GDP
at market price




GDP at Factor Cost GDP at Market Price
(Constant / Current Price) (Constant / Current Price)

4 1

1. agriculture, forestry & fishing - 1. Private Final Consumption
| Expenditure

&3 mining & quarrying

| 2. Government Final
| Consumption Expenditure

3. manufacturing

 3: Fixed Capital Formati
4. electricity, gas & water supply 3. Gross Fixed Capital Formation ]

4. Change in Stock

5. construction

" 6.trade, hotels, transport & 5. Valuables ]
communication

- - - V r H
7. financing, insurance, real estate 6. Export of goods & Services
| and business services

7.Import of goods & Services

| 8. community, social & personal >
| services 4 8.Discrepancies ]




Economy —The Three Sided View

National Economy is an aggregate
of productive units of different
sectors.

National Economy is a combination
of individuals and households
*wining different -ends of factors
of production.

National Economy is a collection of
consuming, saving and investing
units




Methods of Measuring National Income

TN

A
GDP has been defined as market value of final goods and |

services produced in an economy, in a given period of time.
There are three ways of measuring GDP: the expenditure
method, the production method and, the income method.
\Theoretically, all should give the same results. Y

e e.g. Amol spends a final good Rs.10, the market value is
Rs.10, the income to the factors is Rs.10

L National Expenditure = National Output = National Income J

1)Expenditure approach
2)Output approach
3)Income approach



Expenditure Approach

Expenditure method measures the expenditure
or total spending on domestically produced final
goods and services in an economy.

The idea here is that expenditure incurred on the
purchase of a final good or service also captures
the market value of the final good or service,
which is the definition of GDP.

For example, if | want to know the contribution of
Tata Indica to India's GDP, | can find out what is
the expenditure incurred on the purchase of the
car, which is nothing but its market value.




Expenditure Approach

Expenditure on consumption goods and services by the private
sector usually referred to as 'C'. This includes consumer non-
durables (food, clothing), consumer durables (air conditioners,
TVs, cars) and consumption of various services (haircut, laundry
and host of other services);

Expenditure on investment goods and services by the private
sector usually referred to as 'l'. This includes addition to stock of
capital (machineries, equipments), addition to structures
(factories, buildings), addition to stock of inventories from
current vyear's production and, investment in services
(consultancy services, financial services);

Expenditure on final consumption and investment of goods and
services, as defined above, by the government, usually referred
to as 'G"; and,

GDP=C+1+ G+ (X-M)

Expenditure on final goods and services by the foreigners, which
are our exports and usually referred to as 'X'.

Expenditure on final goods and services has
four components



Expenditure Approach

GDP=C+1+G + (X- M)

" C = Private consumption expenditure

" | = Investment Expenditure

" G= Government Consumption Expenditure
= X = Value of Exports

" M = Value of Imports

" Expenditure on final goods and services

" Expenditure on imports needed to Dbe
deducted from the calculation



Expenditure Approach

[ C= Private Consumption Expenditure (C) J

1.Second Hand Goods

Ans: Exclude. There is no current production

2. Commission spent on buying a second-hand bag
Ans: Include. Current production

3. Expenditure on illegal goods/services

Ans: Exclude. No official record

—[ Investment Expenditure (I)

= Gross Domestic Fixed Capital Formation + Change in Stock
(Inventories)

= Gross Domestic Fixed Capital Formation: Expenditure on
purchasing land, factories, flats, office, machinery, commission,
legal charges




Expenditure Approach

. Investors spend on intermediate goods and services |

e E.g. raw materials, electricity charges, water charges

e Ans: Excluded because the value of the final goods already include the value of
the intermediate goods and services

—[ Investment |

e | = Gross domestic fixed capital formation + Change in stock

e Gross domestic fixed capital formation = Net domestic fixed capital formation
+ depreciation

e | = Net domestic fixed capital formation + depreciation + Change in stock

—[ Examples: Investment expenditure {

= An investor spent Rs.1 million to buy 10 new printing machines and spent
Rs.10 000 to repair the old printing machines.
= = Net domestic fixed capital formation (Rs.1 million) + depreciation (Rs.10 000)

= XYZ Company bought a new office in Mumbai at Rs.2 million. It spent Rs.70
000 on buying an old lorry and spent Rs.20000 on buying cloth from a HK
importer.

= The total consumer expenditure on XYZ Company this year is Rs.5 million. And
the value of its stock increases by Rs.0.5 million.




Expenditure Approach

[ Government Expenditure (G) J

ltems Included:

= e.g. Housing allowance of civil servants
= e.g. Medical allowance of civil servants

= e.g. Expenditure on building new airport

= |tems Excluded: Transfer Payment/Public Assistance, because nothing
gets produced.

Net Exports (X-M)
/

= = Domestic Exports of goods
+ Exports of Services

- Imports of Goods (Sales of goods that were produced outside our
domestic borders)

- Imports of Services
Count the VALUES of import and export




Output or Production (Valued-added) Approach

The output method, thus, arrives at the true value of goods and
services produced in the economy not by adding up the total value
of production, but the value added at each stage of production.

How does it work?

Suppose company A produces some raw materials for Rs. 1,000 and
sells it to company B.

Company B uses the raw material to produce a finished product and
sells it to a retailer for Rs. 1,500.

The retailer sells the product to the consumer at Rs. 2,000.

What is the contribution to GDP?




Output or Production (Valued-added) Approach

[ What is the contribution to GDP?

* The answer, for reasons mentioned in the preceding
paragraph, is that we do not add up the total value but
the extra value or value added by each firm to the item
under consideration. In this example, the value added by
company A is Rs. 1,000; that by company B is Rs. 500 and
that by company C is another Rs. 500, giving us a total
value of Rs. 2,000 as the items' contribution to GDP.

" You will notice that this is nothing but the market value of
the final good produced. Expenditure and output methods
of measuring GDP, therefore, give identical results.

-~ GDP |

= GDP arrived at through expenditure and output or value-added
method is also reported as GDP at market prices (GDP), which once
again can be expressed in current market prices (nominal GDP) or
constant market prices (real GDP).




Income Approach

The idea for calculating GDP by income method is as follows: suppose the
GDP of a country is Rs. 2,000. If we are estimating it through the expenditure
method, this amount reflects total spending on domestically produced final
goods and services.

The use of the word 'final’, it may be recalled, means that the value of Rs.
2,000, which is the GDP of the country in this hypothetical example, includes
the value of all the intermediate products that have gone into the
production of goods and services in the economy.

Again, let us suppose we are estimating the GDP through the output
method. In that case the GDP of Rs. 2,000 will reflect the sum of the value
added at each stage of production by various goods and services in the
economy. Value added, as we have seen earlier, is arrived at as total value
(or, total revenue) minus the cost of intermediate products. Thus, the GDP of
Rs. 2,000 in this hypothetical economy, irrespective of whether we use the
expenditure or output method gives identical results and, is arrived at after
allowing for the cost of all intermediate products.




Income Approach

" In the income method we are asking the question:

What happens to Rs. 2,000, which is arrived at after taking into consideration the
value of all intermediate products?

Who gets it? .

= The answer is that it is paid as income to those who helped in producing the
output. Those who help in the production of output are called factors of
production and these, as are mentioned, are land, labour, capital and
organization.

v'Payment for the use of land, say for setting up a factory or a shop, is rent (r);
v'payment for labour is wages (w);

v'payment for capital is interest (i) and,

vfinally, payment for organization is profit (p).

The income method of estimating GDP, therefore, adds up the total income that
accrues to the various factors of production.

—( GDP Reported J|

= And, this is reported as GDP at factor cost (GDP,) and can be
expressed in current prices (hominal GDP) or constant prices (real
GDP).




Relationship between Expenditure, Output and Income Methods of Measuring GDP

Stage of Sales Cost of in- Value Factor
production | receipts termediate added incomes
products
(1) (2) (3) (4) (5)
Wheat 24 0 24 r+wEitp
Flour 33 24 9 r+wEitp
Dough 60 33 27 Fr+w+i+p
Bread 90 60 30 r+w+i+p

Table summarizes the relationship between expenditure, output and
income methods of measuring GDP.

"|n this Table, we are looking at the contribution of bread in GDP.
=Different stages of production in bread are wheat, flour, dough and
bread, which is the final product.

=Using the expenditure method, GDP is the value of the final
product, equal to 90. This is nothing but the sum of sales.




Relationship between Expenditure, Output and Income Methods of Measuring GDP

Stage of Sales Cost of 1n- Value Factor
production receipts termediate added incomes
products
(1) (2) (3) (4) (5)
Wheat 24 0 24 r4+w+i+p
Flour 33 24 9 4w+ I+ p
Dough B0 33 27 r+w+i+p
Bread a0 60 30 r+wHi+p

Output method : Receipts (column 2), which is 207 minus the sum of costs
of intermediate products (column 3), which are 117. Using the output
method, we find out the value added at each stage of production (column
4) and add them up. This also comes to 90. Once again, this is nothing but
the total revenue (value) at each stage of production (column 2) minus the
cost of intermediate produce at that stage of production (column 3),
aggregated over all stages.

Income method : Finally, the GDP of 90 is paid out to the various factors of
production (column 5) in the form of rent (r), wages (w), interest (i) and

profit (p).



Relationship between Expenditure, Output and Income Methods of Measuring GDP

Stage of Sales Cost of in- Value Factor
production receipts termediate added incomes
products
(1) (2) (3) (4) (5)
Wheat 24 0 24 r+wEi+p
Flour 33 24 9 r+wEi+p
Dough B0 33 27 r+w+i+p
Bread ell fa( 30 F+w+i+p

The relationship, thus, emerges as follows:

1. Total sales receipt - Cost of intermediate products = Final
expenditure

2. Final expenditure = Value added =r+w+i+p

3. Expenditure method = Output method = Income method




From Conceptualization to Reality

GDP at factor cost (GDP, )

Conceptually, as we have seen above, the three measures
of GDP, i.e., the expenditure method (GDP ), the output
method (also GDP,, ) and the income method (GDP;) are
the same.

In reality, however, GDP_,, need not be equal to GDPg. This
is because, when we purchase a final product, the market
price of that product also captures the indirect taxes (say,
excise duty) on that product, which is not available for
distribution to the factors of production in the form of rent
(r), wages (w), interest (i) and profits (p).

For example, let us say, the value of the final product,
measured at its market price is Rs. 100. Also, assume that
the excise duty on this product is Rs. 20. Then, what is
available for distribution to the factors of production is not
Rs. 100 but Rs. 100 — Rs. 20 = Rs. 80.




From Conceptualization to Reality

GDP at factor cost (GDP;)

The reverse is true in case of a subsidy (negative indirect tax),
which is revenue to the firm and available for distribution to the
factors of production but does not show up in the posted market
price. In other words, if the price of Rs. 100 for our product has a
subsidy component of Rs. 10, then for all practical purposes, the
market value of the product (in the absence of the subsidy) is Rs.
110 and so the value of the subsidy has to be added as incomes to
the factors of production.

We can now see the relationship between GDP at market prices
(GDP,,,, ) and GDP at factor cost (GDP;,).

GDP,,, — (indirect taxes — subsidies) = GDP;

Let us define indirect taxes minus subsidies as net indirect taxes.
Then, GDP_ , — net indirect taxes = GDP;,

In Table both indirect taxes and subsidies were assumed to be zero. Under
the circumstances, understandably, all the three methods of measuring GDP
turned out to be the same.




From Conceptualization to Reality

; N
In reality, do all the three measures give identical

results, even after market price and factor cost

adjustments as discussed above are carried out?

NG /

The answer is that these estimates are similar but not
identical.

" The differences are due primarily to statistical
discrepancies, as each method relies on an
independent source of data.

= The Statistical Office reconciles these differences

through a balancing process such that the end
result is identical.

" Clearly, the question of appropriateness does not
arise as all the three methods give identical results.




Which Method is more Appropriate as a Measure of GDP?

Output method may be used while comparing sectoral growth rates,
i.e., what is the value added by manufacturing, agriculture or service
sectors to India's GDP and how each is changing over time.

Similarly, expenditure method is used to arrive at estimate of aggregate
demand, i.e., to find out the trends in different components of demand
(C+1+ G+ X — M)and how each may be affecting GDP.

Lastly, the income method may come in handy when the objective is to
find out how the income is distributed to each factor of production, i.e.,

what is the percentage going to labour as wages, how much is profit,
what is the outgo towards payment of interest, rent, and so on.

These data may form the basis for some policy announcements with
regard to these factors of production.

Income method is also essential in estimating national income and per-
capita income.




Gross Domestic Product (GDP) vs. Net Domestic Product (NDP)

Actual growth of GDP, in real terms, is a mirror image of actual growth
of demand for goods and services in the economy. When the
aggregate demand increases, this induces more production of goods
and services and the GDP grows, assuming production potential exists.

The source is two-fold: new investments and the rate at which the
new investment translates into increased production. The former
depends on availability of savings and the latter on incremental
capital-output ratio.

The important point to note here is that investment is a necessary
prerequisite for growth and improved efficiency in production, which
results in a reduction in incremental capital- output ratio and
contributes to getting more out of a given investment.




Gross Domestic Product (GDP) vs. Net Domestic Product (NDP)

The investment figure that we consider in the
estimation of GDP refers to gross investment.

Gross investment only considers the amount of
capital added each year; it does not consider the
fact that each year some capital also gets used up or
depreciated.

Suppose Rs. 100 crores worth of investment goods
(say, machines and tools) are added in the current
yvear, but Rs. 25 crores of investment goods have
been used up or have depreciated in the production
of current year's output.




Gross Domestic Product (GDP) vs. Net Domestic Product (NDP)

What is the net addition to
investment goods this year?

. y
= |t is not Rs. 100 crores but Rs. 75 crores,

the difference being depreciation.

" The difference between GDP and NDP is
the difference between gross investment
and net investment, which s
depreciation.

" In other words, GDP - Depreciation = NDP.




Gross Domestic Product (GDP) vs. Net Domestic Product (NDP)

\

Why do we look at NDP?

A

" Since the difference between GDP and
NDP is depreciation, and is arrived at
by calculating the difference between
gross and net investment, the size of
depreciation also determines the size
of net investment in the economy.




Gross Domestic Product (GDP) vs. Net Domestic Product (NDP)

Declining
Economy

-

a

Staghant
Economy

s

Growing
Economy

‘e

= |f depreciation is greater than gross investment, net
investment is negative;- declining economy

= |f depreciation is equal to gross investment, net
investment is zero and,-stagnant economy.

= |f depreciation is less than gross investment, net
investment is positive. - growing economy.

And, for sustained growth of an economy, what
matters is net and not gross investment.



Gross Domestic Product (GDP) vs. Net Domestic Product (NDP)

Macroeconomics is concerned with the overall level of
economic activity and uses 'gross’ concepts. We,
therefore, do not see frequent reference to NDP.

Another reason why we do not see frequent reference
to NDP is because depreciation figures are difficult to
estimate or may not be available on time.

But NDP, indeed, is a more accurate measure of level of
economic activity in an economy.

Of course, if NDP, over a period of time, turns out to be
a fixed proportion of GDP, implying thereby that
depreciation rate is stable, GDP growth can be used as a
reliable proxy for NDP growth also.




National Income (NI) and Per-Capita Income (PCl)

National income is defined as factor incomes accrued to the residents of a country.

Let us go step by step. From our discussion of GDP vs. GNP
it should be clear that if we are talking about the incomes
accruing to our residents, the starting point is GNP and not
GDP.

In Step 1, therefore, we convert GDP into GNP, i.e.,
GNP = GDP + NFIA.

In Step 2, should we take GNP at market prices (GNP, ) or
GNP at factor costs (GNP; )?

GNP, ,, would include net indirect taxes that do not accrue
to the factors of production; hence, a correct point to
measure of what accrues to the factors of production
would be GNP;_.

How do we arrive at that?



National Income (NI) and Per-Capita Income (PCl)

In the final step, we ask: does GNP;_ accurately
reflect what accrues to the factors of production?

Or, is some more adjustment called for?

= Note GNP;. would include depreciation, which is
not a factor payment. If we take out depreciation
from GNP;_, we end up with NNP;..

= NNP;, indeed, accurately reflects what is paid out
as factor incomes to our residents.

= NNP,, thus, is what is defined as national income
(NI).



National Income (NI) and Per-Capita Income (PCl)

In other words, national income equals GNP minus net indirect

taxes (which gives us GNP;) minus depreciation (which gives us
NNP, ).

ﬂ Once the concept of national income is clear, per-capita incoma
(PCl) is straightforward.

= Just divide national income (NNP;) each year by each year's

population and we have the per capita income figure for that
year.

= Per-capita income signifies the average standard of living of the

\ people. /

1. Convert GDl’mF to GN P~ GN D= G Dr__ + NFIA

2. Convert GHFW to GNP = GNP_= GNFMP — Net Indirect Taxes
3. Convert GNP, to NNP_ = NNP,_= GNP, - Depreciation

4. NI=NNP,




Personal Income (Pl) and Disposable Income (Dl)

All earned income is not received

= National income, of course, is all earned. This income is
earned by the resident factors of production for their
contribution to current year's output. However, all earned
income is not received by the factors of production in the
same year.

" For example, profits earned may not be fully received by
the owners in the form of dividends because part of it
may go out in the form of corporate income taxes;
another part may be retained in the form of undistributed
profits.

= Similarly, wages received may vary from wages earned by
the amount of deductions towards pension.



Personal Income (Pl) and Disposable Income (Dl)

‘ Incomes that are not earned. J

= While this is true, it is also true that factors of production
receive incomes that are not earned.

= What could these be?

" For example, these could be gifts, welfare payments and
pensions.
" These are called transfer payments and are payments that

are not in lieu of any current factor services performed.
These are, therefore, income received but not earned.

/Now, we have the definition of personal income (Pl): )
Personal Income = National income — Income
earned but not received + Income received but

\_hot earned )




Personal Income (Pl) and Disposable Income (Dl)

The concept of PI, by itself, may not assume much significance to the
manager but it is an important interim step to arrive at disposable
income (DI), to which we turn now.

~\

4[ Disposable income (DI) is defined as Personal income (Pl) — Personal taxes

J

= This is the income that goes either towards consumption (C) or saving
(S).

= Consumption is a measure of current consumption while saving
indicates future consumption.

= The amount that is consumed adds directly to increased current sales
and revenue; the amount that is saved provides funds for investment,
which is necessary for future production, income and consumption.

= Thus, if C is disproportionately high, future consumption growth may
be assumed to be moderate and, if it is the other way round, one can
assume a higher consumption at a future date.

= Disposable income is a key indicator of economic activity to the
managetr.




Accounting ldentities

. GDP /GNP measures are expressed in real terms
GDP /GNP can be measured using three ditfferent methods
GDP 4+ NFIA = GNP

GD1'-’,1“"[31'»117’rr1P — Net indirect taxes = GDP/GNP_
GDP /GNP, - Depreciation = NDP/NNP,_
NNP, = NI

NI = Population = Per-capita income

I I

NI — Income earned but not received + Income received but not
earned = PI

9. Pl — Personal taxes = DI
10, DI=C+ 5



India GDP per Capita: USD

India's GDP per Capita: USD from 1958 to 2019 in the chart:
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India GDP per Capita: USD

India’s GDP per Capita: USD data was reported at 2,041.091 USD in Mar
2019. This records an increase from the previous number of 2,015.228
USD for Mar 2018. India’s GDP per Capita: USD data is updated yearly,
averaging 317.808 USD from Mar 1958 to 2019, with 62 observations. The
data reached an all-time high of 2,041.091 USD in 2019 and a record low of
71.631 USD in 1958. India’'s GDP per Capita: USD data remains active
status in CEIC and is reported by CEIC Data. The data is categorized under
World Trend Plus’s Global Economic Monitor — Table IN.AR0O01: Memo
ltems: Key Rates. CEIC calculates GDP per Capita from annual Nominal
GDP and annual Population and converts it into USD. Central Statistics
Office provides Nominal GDP in local currency based on SNA 2008, at
2011-2012 prices and Population. Federal Reserve Board average market
exchange rate is used for currency conversions. Nominal GDP prior to
2005 is based on a combination of SNA 2008 and SNA 1993, at 2004-2005
prices. GDP per Capita is in annual frequency, ending in March of each
year.



India GDP per Capita: USD

India's GDP per Capita: USD from 1958 to 2019 in the chart:
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GDP Deflator

India's GDP Deflator: 2011-12p: Yo¥Y
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GDP Deflator

India’s GDP Deflator: 2011-12p: YoY data was reported at
3.371 % in Mar 2019. This records a decrease from the
previous number of 4.142 % for Dec 2018. India’'s GDP
Deflator: 2011-12p: YoY data is updated quarterly, averaging
4.163 % from Jun 2012 to Mar 2019, with 28 observations. The
data reached an all-time high of 8.051 % in Mar 2013 and a
record low of 1.101 % in Mar 2015. India’s GDP Deflator: 2011-
12p: YoY data remains active status in CEIC and is reported by
CEIC Data. The data is categorized under World Trend Plus’s
Global Economic Monitor — Table IN.AR0O01: Memo Items: Key
Rates. CEIC calculates GDP Deflator Growth from quarterly
Nominal and Real GDP. Central Statistical Office provides
Nominal GDP in local currency and Real GDP in local currency,
at 2071-2012 prices.



GDP Deflator

|
India's GDP Deflator: 2011-12p: Yo¥Y from Jun 2012 to Mar 2019 in the chart:
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India Gross Fixed Capital Formation

India’s Gross Fixed Capital Formation was reported at 198.595 USD bn in Mar 2019.
This records a decrease from the previous number of 200.462 USD bn for Dec 2018.
India’s Gross Fixed Capital Formation data is updated quarterly, averaging 92.022
USD bn from Jun 1996 to Mar 2019, with 92 observations. The data reached an all-
time high of 203.865 USD bn in Mar 2018 and a record low of 20.971 USD bn in Jun
1996. India’s Gross Fixed Capital Formation data remains active status in CEIC and is
reported by CEIC Data. The data is categorized under World Trend Plus’s Global
Economic Monitor — Table: Nominal GDP: Gross Fixed Capital Formation: USD:
Quarterly: Asia. CEIC converts quarterly Gross Fixed Capital Formation into USD.
Central Statistics Office provides Gross Fixed Capital Formation in local currency
based on SNA 2008, at 2011-2012 prices. Federal Reserve Board average market
exchange rate is used for currency conversions. Gross Fixed Capital Formation prior
to Q2 2011 is based on a combination of SNA 2008 and SNA 1993, at 2004-2005
prices and prior to Q2 2004 is based on SNA 1993, at 1999-2000 prices.



India Gross Fixed Capital Formation
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India Private Consumption Expenditure

India’s Private Consumption Expenditure was reported at 422.189 USD bn in Mar
2019. This records an increase from the previous number of 406.258 USD bn for
Dec 2018. India's Private Consumption Expenditure data is updated quarterly,
averaging 167.403 USD bn from Jun 1996 to Mar 2019, with 92 observations. The
data reached an all-time high of 422.189 USD bn in Mar 2019 and a record low of
59.752 USD bn in Sep 1996. India’s Private Consumption Expenditure data remains
active status in CEIC and is reported by CEIC Data. The data is categorized under
World Trend Plus’s Global Economic Monitor — Table: Nominal GDP: Private
Consumption Expenditure: USD: Quarterly: Asia. CEIC converts quarterly Private
Consumption Expenditure into USD. Central Statistics Office provides Private
Consumption Expenditure in local currency based on SNA 2008, at 2011-2012
prices. Federal Reserve Board average market exchange rate is used for currency
conversions. Private Consumption Expenditure prior to Q2 2011 is based on a
combination of SNA 2008 and SNA 1993, at 2004-2005 prices and prior to Q2 2004
is based on SNA 1993, at 1999-2000 prices.



India Private Consumption Expenditure

India's Private Consumption Expenditure
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India Private Consumption Expenditure

India's Private Consumption Expenditure from Jun 1996 to Mar 2019 in the chart:
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India Private Consumption: % of GDP

India's Private Consumption accounted for 59.3 % of its Nominal GDP in Mar 2019,
compared with a ratio of 61.2 % in the previous quarter. India's Private
Consumption contribution to Nominal GDP ratio is updated quarterly, available
from Jun 1996 to Mar 2019, with an average share of 59.1 %. The data reached an
all-time high of 71.1 % in Sep 1996 and a record low of 52.5 % in Mar 2011. CEIC
calculates Private Consumption as % of Nominal GDP from quarterly Private
Consumption Expenditure and quarterly Nominal GDP. Central Statistics Office
provides Private Consumption Expenditure in local currency and Nominal GDP in
local currency, based on SNA 2008 at 2011-2012 prices. Private Consumption as %
of Nominal GDP prior to Q2 2011 is based on a combination of SNA 2008 and SNA
1993, at 2004-2005 prices and prior to Q2 2004 is based on SNA 1993, at 1990-
2000 prices.

In the latest reports, India's GDP expanded 5.8 % YoY in Mar 2019. India's Nominal
GDP reached 712.0 USD bn in Mar 2019. Its GDP deflator (implicit price deflator)
increased 3.4 % in Mar 2019. India's GDP Per Capita reached 2,041.1 USD in Mar
2019. Its Gross Savings Rate was measured at 30.5 % in Mar 2018.



India Private Consumption: % of GDP

India's Private Consumption: % of GDP
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India Private Consumption: % of GDP

India's Private Consumption: % of GDP from Jun 1996 to Mar 2019 in the chart:
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GDP of India

 Real GDP or Gross Domestic Product (GDP) at constant (2011-12)
prices in the year 2018-19 is estimated at X140.78 lakh crore
showing a growth rate of 6.81 percent over First Revised
Estimates of GDP for the year 2017-18 of X131.80 lakh crore.
Nominal GDP or GDP at current prices in the year 2018-19 is
estimated at Rs. 190.10 lakh crore, with growth rate of 11.20
percent against 170.95 lakh crore for 2017-18 in Indian rupee.

e At constant prices GVA (Gross Value Added), GNI (Gross National
Income) and NNI (Net National Income) of India are estimated at
X129.07 lakh crore, X139.32 lakh crore, and X 123.30 lakh crore,
respectively. At current prices, these figures are X172.00 lakh
crore, X188.17 lakh crore, and 168.37 lakh crore.

* |n new series, figures are available since 2004-05. GDP of India
has expanded by 2.57 times from 2004-05 to 2018-19.



GDP of India

e According to International Monetary Fund World Economic Outlook (October-
2018), GDP (nominal) of India in 2018 at current prices is $2,690 billion. India
contributes 3.17% of total world's GDP in exchange rate basis. India shares
17.5 percent of the total world population and 2.4 percent of the world
surface area. India is now 7th largest economy of the world. India is behind by
only $105 and $119 bn from 6th and 5th ranked France and United Kingdom,
respectively.

* |ndia is at 3rd position after China and Japan among Asian Countries. India
shares around of 9% of total Asia's GDP (nominal).

* On the basis of PPP, economy of India stands at 10,401 billion international
dollar, 3rd largest economy of the world after United States and China. India
contributes 7.7% of total world's gdp (ppp). India shares over 16 percent of
total Asia's GDP (PPP). Gross domestic product (GDP) of India at purchasing
power parity (PPP) is 3.87 times more than GDP at nominal.

* Indian economy has crossed S1 billion mark in 2007 and S2 billion mark in
2014 in nominal terms. In PPP methods, India has crossed one billion mark in
1991. Estimates by world bank are available since 1960 when country's gdp
was 36 mn USD.



GDP of India

2011-12 series

At 2011-12 prices (crore INR) At current prices (crore INR)
GVA ¥ GVA §
2018-2019 14077586 12906936 13932287 12320646 19010164 17199815 18816538 16837219
2017-2018 13179857 12104165 13034121 11531159 17095005 15482715 1,69.10,192 15128474
2016-2017 12298327 1,13,18972 12153754 10772800 15362386 13935917 15185986 173595261
2015-2016 1,13.69.493 10491870 11234571 00 63,681 1.37.71.874 12574499 13612005 12162398
2014-2015 10527674 97,12,133 1.04,02987 9224343 1.24.67.959 11504279 12320529 1,09,78238
2013-2014  98,01,370 00,63,649 06,79.027 85.78.417 1,12,33522  1,03,63,153 1,10,93.638 08.97.663
2012-2013  92,13,017 85,46,275 91,04,662 80.94,001 00 44013 02.02,692 08.27.250 87.66.345
2011-2012  87.36,331 81,086,947 86,359,507 77.42,332 87,36,330 81,056,947 86,509,506 77.42,332
2010-2011  83,01,235 77.04,514 82.11,816 73.73,384 76,34,472 70.83.671 75,52,665 67.56,720
2009-2010  76,51,078 71.31,836 76,06,319 68.37,719 63,66,407 59.74.906 63,28, 407 56,38.126
2008-2009  70,93,403 66,74,215 70,52,191 63.58,644 55,14,152 51,72,838 54,81.229 48.87.836
2007-2008  68,81,007 63,908,295 68,532,740 62.19.063 48,098,662 44,900,188 48,78.150 43,609,214
2006-2007  63,91,375 59,358,367 63,42,389 57.70,565 42,534,629 39.04,895 42.21,395 37.83,068
2005-2006  39.,14,614 55,14,228 58,72,936 53.51,624 36,32,125 33,26,914 36,06,000 32,26.040
2004-2005  54,80,380 50,92,503 54,42,038 49.67.000 31,86,332 2004299 31,63,957 28,29 008




GDP of India

GDP of India
Source : Ministry of Statistics and Programme Implementation
M GVA(2011-12 Prices) W GDP (2011-12 Prices) I GVA (Current Prices)
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India Gross Fixed Capital Formation

Gross Fixed Capital Formation in India decreased to 11421.62 INR Billion in the first quarter of 2019 from
11690.21 INR Billion in the fourth quarter of 2018. Gross Fixed Capital Formation in India averaged 5774.76

INR Billion from 2001 until 2019, reaching an all time high of 11690.21 INR Billion in the fourth quarter of 2018
and a record low of 2021.90 INR Billion in the first quarter of 2002.
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India GDP per capita PPP 1990-2018

India GDP per capita PPP

The Gross Domestic Product per capita in India was last recorded at 6899.20 US dollars in 2018, when
adjusted by purchasing power parity (FPP). The GDF per Capita, in India, when adjusted by Purchasing
Fower Parity i1s equivalent to 39 percent of the world's average. GDF per capita PPF in India averaged
3624 14 USD from 1990 until 2018, reaching an all time high of 689920 USD in 2018 and a record low of

1887 USD in 1991.
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India GDP From Agriculture

GDP From Agriculture in India decreased to 4860.94 INR Billion in the first quarter of 2019 from
5869.41 INR Billion in the fourth quarter of 2018. GDP From Agriculture in India averaged
4134.73 INR Billion from 2011 until 2019, reaching an all time high of 5869.41 INR Billion in the
fourth quarter of 2018 and a record low of 2690.74 INR Billion in the third quarter of 2011.
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India GDP From Construction

GDP From Construction in India decreased to 2586.14 INR Billion in the first quarter of 2019 from
2756.19 INR Billion in the fourth quarter of 2018. GDP From Construction in India averaged
2184.43 INR Billion from 2011 until 2019, reaching an all time high of 2756.19 INR Billion in the
fourth quarter of 2018 and a record low of 1861.37 INR Billion in the third quarter of 2012.
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India GDP From Manufacturing

GDP From Manufacturing in India increased to 6167.49 INR Billion in the first quarter of 2019
from 5638.04 INR Billion in the fourth quarter of 2018. GDP From Manufacturing in India
averaged 4562.15 INR Billion from 2011 until 2019, reaching an all time high of 6167.49 INR

Billion in the first quarter of 2019 and a record low of 3331.04 INR Billion in the third quarter of
2011.
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India GDP From Mining

GDP From Mining in India increased to 1139.86 INR Billion in the first quarter of 2019 from
875.89 INR Billion in the fourth quarter of 2018. GDP From Mining in India averaged 779.66 INR
Billion from 2011 until 2019, reaching an all time high of 1139.86 INR Billion in the first quarter of
2019 and a record low of 556.18 INR Billion in the third quarter of 2012.
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India GDP From Public Administration

GDP From Public Administration in India increased to 4610.20 INR Billion in the first quarter of
2019 from 4310.49 INR Billion in the fourth quarter of 2018. GDP From Public Administration in
India averaged 3231.52 INR Billion from 2011 until 2019, reaching an all time high of 4610.20 INR
Billion in the first quarter of 2019 and a record low of 2328.98 INR Billion in the second quarter of
2011.
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India GDP From Utilities

GDP From Utilities in India decreased to 692.04 INR Billion in the first quarter of 2019 from
708.31 INR Billion in the fourth quarter of 2018. GDP From Utilities in India averaged 567.63 INR
Billion from 2011 until 2019, reaching an all time high of 739.55 INR Billion in the third quarter of
2018 and a record low of 463.02 INR Billion in the second quarter of 2011.
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NATIONAL INCOME ESTIMATES BASED ON NEW SERIES (BASE YEAR2011-12)

The Central Statistics Office (CSO), Ministry of Statistics and Programme
Implementation, revised its base year from 2004-05 to 2011-12 and
released revised annual estimates of National Income and other
macroeconomic aggregates on 30th January 2015.

Advance estimates of National Income for the financial year 2014-15, at

constant (2011-12) and current prices were released on February 9,
2015.

Along with the advance estimates for 2014-15, CSO has also published
these aggregates for the year 2011-12, 2012-13 and 2013-14.

It may be noted that because of change in the base year and also the
methodology to estimate the national income and other
macroeconomic aggregates, rate of growth pertaining to different years
is also revised; both for aggregate national income and other
macroeconomic aggregates, and for different sector of the economy.




NATIONAL INCOME ESTIMATES BASED ON NEW SERIES (BASE YEAR 2011-12)

It is notable that rate of growth of GDP as per the previous series (base year 2004-05) differs
significantly from the rate of growth of GDP as per new series (base year 2011-12).

Rate of growth of GDP for the year 2012-13 and 2013-14 as per the previous series was
estimated at 4.5 percent and 4.7 percent respectively.

However, as per the new series we find that the rate of growth of GDP for the year 2012-13
and 2013-14 are 5.1 percent and 6.9 percent respectively.

Advance estimates for 2014-15 released in February, projected India's GDP during the year to
grow at 7.4%, making it the world's fastest growing large economy surpassing China.

However critics argue that data from other sources such as household spending, corporate
earnings and tax collections and sales of goods and services are weak and do not mirror the
revival trends seen in the GDP numbers.

Change in Base Year

The base year of the national accounts is the year chosen to enable inter-year comparisons. It
is changed periodically to factor in structural changes in the economy and present a more
realistic picture of macroeconomic aggregates The new series changes the base to 2011-12
from 2004-05.




Difference Between the Earlier and New Formula

e Earlier, the index of industrial production (IIP) or factory output served as the primary
metric to gauge manufacturing and trading activity. The problem was, it only counted
the number of units produced and did not distinguish between the value of
different models of the same product. It is possible that factory output would have
remained stagnant over a period of time, but its value would have multiplied.

e Earlier, organized industrial activity was based on IIP. It used to get updated two years
later based on data coming in from the Annual Survey of Industries (ASI). This has
limitations, as ASI only captures goods' value at the factory gate, and that too only
of firms registered under the Factories Act.

e Now, the Corporate Affairs Ministry's MCA21 records, a comprehensive compendium
of balance sheet data of about 5,00,000 firms, is used. This captures value added by
activities even such as marketing, which can be significant for large companies.

Balance
Sheet

e Critics have questioned the new methodology as it shows that manufacturing has
grown at 5.3% in 2013-14 compared to 0.7% earlier.

e According to critics, theoretically one can justify this divergence. But it is hard to
reconcile with ground level data.

e According to CSO officials, the divergence is because of the MCA21 records have

li brought to light a segment of organized activity, which was earlier, for the most part,
Unlisted oo o -
invisible. This is the lower end of the corporate segment. These are the companies
which are not listed in stock exchanges. This category of companies was virtually
invisible in CSO'S earlier analysis.

Firms




Difference Between the Earlier and New Formula

“ e Financial corporations in the private sector, other than banking and insurance,
Financial in the earlier series was limited to a few mutual funds (primarily UT!) and
Corporations estimates for the Non-Government Non-Banking Finance Companies as
compiled by RBI.
“ e In the new series, the coverage of financial sector has been expanded by
Financial including stock brokers, stock exchanges. Asset management companies,
Sector mutual funds and pension funds, as well as the regulatory bodies, SEBI,

PFRDA and IRDA.

e Earlier, estimates for local bodies and autonomous institutions were prepared
-~ ~on the basis of information received for seven autonomous institutions and
local bodies of four States — Delhi. Himachal Pradesh,Meghalaya and Uttar
Autonomous Pradesh.

Institutions

e In the new series, there has been an improved coverage of local bodies and
autonomous institutions, covering around 60% of the grants transfers
provided to these institutions.

/

"\ @ In case of agriculture, value addition in agriculture is now taken beyond farm
produce. Livestock data is critical to new method. Value attached to byproducts
of meat including "heads and legs". "fat" "skin", "edible offal and glands" of
cattle, buffalo, sheep, goat and pig.

Livestock




Difference Between the Earlier and New Formula

Critics question the estimates of national income based on new
methodology, and say that despite broader coverage under new
methodology, gross domestic product (GDP) has marginally reduced the
economy's size by Rs 10,000 crore to Rs 113.45 lakh crore in 2013-14,
against Rs 113.55 lakh crore in the old data series.

| .
Critics question the estimates of national income based on new methodology, and say that

despite broader coverage under new methodology, gross domestic product (GDP) has
marginally reduced the economy's size by Rs 10,000 crore to Rs 113.45 lakh crore in 2013-14,
against Rs 113.55 lakh crore in the old data series.

e This raises questions about the accuracy and legitimacy of new methodology.

e According to the official version of CSO this anomaly is because of flaws in the
earlier data on unorganized trade, which is drawn from the NSSO's establishment
survey.

e The last such survey was in 2011-12.1t was found that the value added in trade in
2011-12 was significantly lower than what CSO had been projecting in the old
series. Principally that's what explains the shrink in the size of the economy in
2011-12 and later in the new series compared to the earlier series.



GDP or GVA? Economists Give Different Prescriptions
4 )

Indian Government has changed the metric it will
use from GDP to GVA,

\_ _/

e GVA + taxes - subsidies = GDP

e But also GDP (at factor cost) + taxes - subsidies =
GDP (market price).

e So are GDP at factor cost and GVA equivalent?

e Or the difference lies in types of taxes and
subsidies?




GDP or GVA? Economists Give Different Prescriptions

N

4[ Yes..the type of taxes/subsidies used for adjustment makes the difference

v

e GVA at basic prices = CE + OS/MI + CFC + Production taxes less
Production subsidies

e Where CE: Compensation of Employees,

e OS: Operating Surplus,

e MI: Mixed Income (a combination of employment income and profits
for self-employed people working on their own account),

e CFC: Consumption of fixed capital

e (Production taxes or subsidies are paid or received with relation to
production and are independent of the volume of actual production.

e Some examples are: Production Taxes - Land Revenues, Stamps and
Registration fees and Tax on profession

e Production Subsidies - Subsidies to Railways, Input subsidies to
farmers, Subsidies to village and small industries, Administrative
subsidies to corporations or cooperatives, etc)




GDP or GVA? Economists Give Different Prescriptions

GVA at factor cost (earlier referred to as GDP at factor cost) = GVA at basic
prices — Production taxes + Production subsidies

GDP (at market prices) = Z GVA at basic prices + Product taxes - Product
subsidies

(Product taxes or subsidies are paid or received on per unit of product. Some
examples are: Product Taxes (indirect taxes): Excise Tax, Sales tax, Service Tax
and Import and Export duties

Product Subsidies: Food, Petroleum and fertilizer subsidies, Interest subsidies
given to farmers, households etc through banks, Subsidies for providing
insurance to households at lower rates)

GDP at FC is actually the submission of all GVA in different sectors of the
economy. So GDP at FC is basically the aggregate of GVA.




GDP or GVA? Economists Give Different Prescriptions

GVA is a component of GDP and they are not equivalent as taxes on
products and subsidies on products are not equal. While they are likely
close in value, they shouldn't be used as substitutes for one another as
they are technically measuring different things. Gross Value Added is
how much various enterprises add to the economy, GDP is a measure of
the entire economy. In nearly all circumstances, GVA will be smaller
than GDP.

Similarly, product subsidies would not include interest subsidies, which
will form part of production subsidies,” explained National Statistical
Commission chairman Pronab Sen. Now, GDP at market prices would
come by adding product taxes and deducting product subsidies from
GVA at basic prices.

With gross domestic product (GDP) and gross value added (GVA)
numbers telling different stories about India's economic growth,
consensus eludes economists as to which data should be used to gauge
the economic direction.




GDP or GVA? Economists Give Different Prescriptions

While the Reserve Bank of India (RBI) uses GVA to give its projections nowadays,
National Statistical Commission (NSC) chairman Pronab Sen says that one should focus
on both GDP and GVA numbers to assess economic parameters.

CARE Ratings Chief Economist Madan Sabnauvis is of the view that the headline number
of GDP or GVA should be looked at, depending on the parameters one is studying.

"It depends on what we are looking at. For global comparison, GDP should be used. But
if one wants to look at what is happening at the sectoral level, we should look at GVA.
For overall direction, we should be focusing on GDP," he said.

CRISIL Chief Economist D K Joshi is of the opinion that GDP is an indicator of the health
of the economy."We should definitely look at GDP numbers as that reflects the health of
the economy. Earlier there was some confusion over whether we should use GDP at
market prices or at factor cost, but now we should just look at GDP," he said.

Sajjid Z Chinoy, Chief India Economist at JPMorgan, writing in Business Standard said that
given the issues with data, GVA seems to be a "better representation of economic
activity on the ground.”




GDP or GVA? Economists Give Different Prescriptions

In the first quarter of 2015-16, GDP growth slowed down to 7.1 per cent from 7.5 per cent in the
previous quarter, while GVA growth rose to 7.1 per cent from 6.1 per cent. This has puzzled
analysts.

It is puzzling, especially because indirect taxes - GDP is essentially GVA plus net indirect taxes
(indirect taxes minus subsidies) - grew at a scorching 37.5 per cent in the first quarter.

Further, as the government's subsidy burden has also shrunk significantly due to a sharp collapse
in oil prices, it should have increased net indirect taxes, leading to higher GDP estimates and not
the other way around.

The situation was completely the opposite in the last quarter where GVA had grown at 6.1 per
cent, while GDP had grown at 7.5 per cent. This meant that net indirect taxes had added 1.4
percentage points to the headline growth numbers. Surprisingly, the situation has completely
reversed in the first quarter of the current financial year.

In nominal terms (current prices), there does not seem to be an issue. Net indirect taxes grew by
around Rs 60,000 crore, which does reflect in the nominal GDP numbers.

The problem is in real terms. According to Sen, "The way real tax is calculated is that net indirect
taxes in the previous quarter are taken and the growth in real GVA and imports is taken to arrive
at the figure for the current quarter. Since imports in the current quarter are lower than the
previous financial year, we are getting a lower GDP number." But analysts contend that the sharp
increase in excise tax collections should have shown up in the data leading to higher GDP
numbers. This, however, is not the case.




Provisional Estimates of National Income and Expenditures on GDP, 2018-19 (At 2011- 12 Prices) (¥ crore)

Item

2016-17

2017-18

2018-19
(PE)

percentage change
OVET Previous year

2017-18

2018-19

Domestic Product
GV A at basic prices

MetTaxes on Products
GDP (1+2)

NDP

11,318,972
979,355
12,298,327

10,917,373

12,104,165
1,075,693
13,179,857

11.676.896

12,906,936
1,170,650
14,077,586

12,474,945

6.9
9.8
1.2

7.0

6.6
)
6.5

6.5

Final Expenditures
PFCE
GFCE
GFCF
CIs
VALUABLES
Exports of goods and services

Less Imports of goods and services

Discrepancies
GDP

6,904, (K5
1.199,041
3,783,778
124,087
150,784
2,490,437
2,621,586
267,700
12,298,327

7,417,489
1,378,563
4,136,572
150,417
192,120
2,607,310
3,083,560
380,947
13,179,857

5,016,674
1,506,033
4,548 452
157,637
174,780
2,933,969
3,557,901
297,939
14,077,586

7.4
15.0
9.3
21.2
274
4.7
17.6

1.2

B.1
9.2
10.0
4.8
9.0
12.5
15.4

6.8

http://mospi.nic.in/sites/default/files/press release/Press%20Note%20PE%20201

8-19-31.5.2019-Final.pdf



http://mospi.nic.in/sites/default/files/press_release/Press Note PE 2018-19-31.5.2019-Final.pdf

Provisional Estimates of National Income and Expenditures on GDP, 2018-19 (At 2011- 12 Prices) (¥ crore)

2016-17 2017-18 2018-19 percentage change
5. No. | Item (PE) OVET Previous year
2017-18 2018-19
RATES TO GDP
14 PFCE 56.1 56.3 56.9
15 GFCE 9.7 10.5 10.7
16 GFCF 30.8 314 323
17 CIs 1.0 1.1 1.1
18 VALUABLES 1.2 1.5 1.2
19 Exports of goods and services 20.3 19.8 20.8
20 Less Imports of goods and services 21.3 234 25.3
21 Discrepancies 22 2.9 2.1
22 GDP 1000 100.0 100.0
23 GNI 12,153,754 13,034,121 13932287 7.2 6.9
24 NNI 10,772,800 11,531,159 12,329 646 7.0 6.9
Per Capita Income, Product and Final Consumption
25 Population *{(in Million) 1.299 1.316 1,332 1.3 1.2
26 Per Capita GDP (3) 94.675 100,151 105,688 5.8 5.5
27 Per Capita GNI () 93,562 99,043 104,597 59 5.6
28 Per Capita NNI () 82,931 87,623 92,565 5.7 5.6
29 Per Capita PFCE (%) 53.149 56,364 60,185 6.0 6.8
*Relates to mid-financial year
- - H [ 1 - £r .H F il =




STATEMENT I: Provisional Estimates of National Income and Expenditures on GDP, 2018-19 { At Current Prices)

(% crore)

S5.Mo.

Tt

2016-17

2017-18

2018-19
(PE)

percentage change over

previous year
2017-18

2018-19

Domestic Product
GVA at basic prices
Met Taxes on Products
GDP (1+2)

NDP

13,935,917
I.426.469
15,362,386
13,771,661

15,482,715
1,612,290
17,095,003
15,313,286

17,199,815
1,810,349

19,010,164
17.030,846

1.1
13.0
11.3
11.2

11.1
12.3
11.2
11.2

Final Expenditures
PFCE
GFCE

GFCF

CIs

VALUABLES
Exports of goods and
SErVices
Less lmports of goods and
services
Discrepancies
GDP

9,115,769
1,583,312
4,335,014
139,714
166,559
2,948,772

3,220,591

293,838
15,362,186

10,083,121
1,885,613
4,896,813
173,890
218,706
3,210,547

3,758,519

384,835
17,095,003

11,290,029
2,134,615
5,569,998
187,671
193,992
1,752,230

4,493 933

375,562
19,010,164

0.6
19.1
13.0
245
313
8.9

16.7

12.0
13.2
13.7
7.9
-11.3
16.9

19.6




STATEMENT 1: Provisional Estimates of National Income and Expenditures on GDP, 2018-19 ( At Current Prices)

(¥ crore)

S.Mo.

Item

2016-17

2017-18

2018-19
(PE)

percentage change over

pPrevious year
2017-18

2018-1%

RATES TO GDP
PFCE
GFCE

GFCF

CIs

VALUABLES
Exports of goods and
services
Less Imports of goods and
services
Dnscrepancies
GoP

21.0

1.2
LR

1.0
1.3
18.8

22.0

2.3
1000

1.0
1.0
19.7

23.6

2.0
1000

GNI
MNI
GNIDI
MNDI

15,185,986
13,595,261
15,565,424
13,974,699

16.910,192
15,128,474
17.315,933
15,534,214

18,816,538
16,837,219
19,237,943
17,258,624

Per Capita Income, Product and Final Consumpiion

27
2K
29
0
31

Per Capita GDP ()
Per Capita GNI ()
Per Capita NNI ()
Per Capita GNDI (%)
Per Capita PFCE ()

118,263
116,905
104,659
119,826
70,175

129,901
128,497
114,958
131,580
76,619

142,719
141,263
126,406
144,429
54,760

Note: Estimates of Disposable Income are compiled only at current prices.
PE: Provisional Estimates




STATEMENT 3: Provisional Estimates of GVA at Basic Price by Economic Activity

(At 2011-12 pnices)

(¥ crore)

Industry

2016-17

2017-18

2018-19

(PE)

Percentage change
OVEr Previous year

2017-18

2018-19

1. Agnculture, forestry & fishing
2. Mining & quarrying

3. Manufacturing

4. Electricity, gas, water supply &
other uhihity services

5. Construction

6.Trade, hotels, transport,
communication and services
related to broadcasting

7. Financial, real estate &
professional services

8. Public admimmstration, defence
and Other services

1717467
348,089
2,055,043

246491

917.754
2.145415

2,494,444

1,394,269

1.803,039
365.677
2,176,923

267,720

969,194
2312214

2,649,146

1,560,252

1,855,632
370,564
2,328 040
286,427

1,053,901
2471128

2846393

1.694 851

5.0
5.1
5.9

5.6

5.6
1.8

249
1.3
6.9

7.0

B.7
6.9

GV A at Basic Price

11,318,972

12,104,165

12,906,936

PE - Provisional Estimates




STATEMENT 4: Provisional Estimates of GVA at Basic Priceby Economic Activity
(At Current Prices)

T

Crore)

Industry

2016-17

2017-18

2018-19
(PE)

Percentage change
OVET previous year
2017-
18 [ 2018-19

1. Agnculture, forestry & fishing
2. Mming & quarrying

3. Manufacturing

4. Electncity, gas, water supply &
other utility services

5. Construction

6.Trade, hotels, transport,
communication and services
related to broadcasting

7. Fimancial, real estate &

professional services
8. Public Admimistration, defence
and Other services

2,496,358
321,872
2,335,068
353,468

1.082.466
2.538.268
2.911.901

1,896,516

2,670,147
351,058
2.542 089
423,089

1.213.628
2,823,263
3,252,789

2,206,652

2,775,852
410,151
2EIB21H
479871

1,376,293

3,151,709

3,606,326

2,521,395

7.0 4.0
9.1 6.8
B9 10.9
19.7 3.4

12.1 3.4
11.2 1.6

GV A at Basic Price

13,935.917

15,482,715

17,199,815

PE - Provisional Estimates




STATEMENT 5: Quarterly Estimates of GVA at Basic Prices for 2018-19
(at 2011-12 prices)

PERCENTAGE CHANGE OVER

PREVIOUS YEAR
2017-18 2018-19

indusiry 02 03 04 Q1 Q2 Q3 M4

1. Agriculture, forestry & fishing 42 45 46 6.5 5.1 49 28 .1
2. Mining & quarrying 9 & 45 38 04 22 1B 42
3. MEHUfEE“l'IJI‘i.‘I‘.lg_ 1. 1.1 .6 9.5 12.1 R h.d 3l
4. El.l:l:'tl'.i’.'.'ll"_l."., gas, water 5_1JF.P|_}-S: 1 a2 1.5 Q.2 .7 BT B3 4.1
other utility ser vices
5. Construction ! 4.8 R0 h.d 9.6 B.5 9.7 1.1

. Trade, hotels, transport & : 813 83 6.4 7.8 6.9
communication and services related

to boardcasting
7. Financial, real estate &

professional Services

%. Public administration, defence
and Orther Services

GY A at Basic Pnice




STATEMENT 6: Quarterly Estimates of GV A at Basic Prices for 2018-19
(at Current Prices)

PERCENTAGE CHANGE OVER
PREVIOUS YEAR
2017-1E 20018-19
inadustry Q2 QF 04 Q1 2 Qi

1. Agniculture, forestry & fishing : 1.3 4l 77| 68 42 11
13.6 11.2 . 219 Ml

2. Mining & quarrying

3. Manufacturing 98 116 : 16 109

4. Electricity, gas, water supply& 20.4 T : : 15.5
other utility ser vices

6. Trade, hotels, transport & 11.6 . 7 12.0
communication and services related
to boardcasting

7. financial, real estate &
professional Services

%. Public administration, defence
and Other Services

GY A at Basic Price




STATEMENT 7: Quarterly Estimates of Expenditures of GDP for 2018-19
(at 2011-12 prices)

(T crore)

2017-18 2018-19

Q1 Q2 Q3 Q4] Ol Q2 Q3 Q4

|. Private Final Consumption Expenditure 783,905 1.757.656 1907486 1968442 | 1914259 1929745 2061529 1111141
(PFCE)
T Government Final EI:I'I.'IEIJI.'I.'IF'UIJI!I 63,763 ThE, 5946 320,265 1x5.94] 38T 559 S0E G5 1,136 ThHE GGG
Expenditure
3. Gross Fixed Capital Formation (GECE) QHO.620 998212 LO46238  LI0Z4R2 | LIZIOZR  LI16240  LI69.021 1142162
4. Change in Stocks 34,802 37.679 36,602 41,333 18,245 39,454 38,177 41,762

5. Yaluables 62, 7I8 46,187 3odol 43,504 42,303 45,958 40,421 46,059
6. Exports 631,368 647,213 652,539 57, 1 ok 69, Tdd 729,297 Thl,502 745,440

7 Less ]J'.I‘.lpm'ls 177,543 754, 10% TRT.035 Tihd 68 B 352 926, R95 11,211 Bhf A3

K. Discrepancics TIB9S5 116006 69,474 123,561 76,175 10,255 =954 130,993
Gl 162,537  3ZITA465 1 2R4.971 1514.854 1413997 3442739 1500000 3719830
CGOF Growih rates il 6B .7 £l B 7.0 fii 58




STATEMENT 7: Quarterly Estimates of Expenditures of GDP for 2018-19
(at 2011-12 prices)

RATES of GDP (%)
2017-18 2015-19

|. Pnvate Final Consumption Expenditure
{PECE)

2. Government Final Consumption
Expenditure

3. Gross Fixed Capital Formation (GFCF)
4. Emgtjns.mh . . . . 1.1 . 1.1 1.1
5. Valuables ] . : : 1.2 : 1.2 1.2

6. Exports . . 204 21.8 2000
7. Less Imports . ; J 25.3 . 25.7 233

K. Discrepancies . J . : 13 1.9
CalnP?
GDF Growih rates

=03 15
1 60 IHLD) {EER) 1 e 00




STATEMENT 8: Quarterly Estimates of Expenditures of GDP for 2018-19
at Current Prices

(T crore)

2007-14 2018-19

Q2 03 Q4 Q1 Q2 03 4
1. Private Final Consumption 23R4 R67 262 498 2,705,121 660,318 2 TIR197 1926, R48 2,974,654
Expenditure (PFCE)
2. Government Final Consumption 504265 dud B4 451 418 541356 SE1 002 RE 067 573 %04
Expenditure
3. Gross Froed I.'_‘a]:qtal Formation 1176650 1,247,105 1,312,352 I 358, 745 1,367,789 1 444 207 | 390257

(GFCE)
4. Change in Stocks 43,264 42,376 48,441 45,111 46,959 45,737 49,835
5. Valuables 53,176 49 288 42,564 45,964 51,240 51,147 45,641
6. Exports 792 960 21,407 B32,118 877,750 932,669 990,617 951,194
7. Less Imports 914,135 O%3, 113 932 HER 1,073,071 1,170,083 1,159,618 101,152
8. Discrepancies 134,974 £5,028 126,131 74,602 140,034 26T 163,601
GDP 4,176,031 4,310,530 4,585 456 4,530,685 4 6TE 72T 4.TR4.328 5.016.424

GDP Growih rufes 11.4 105 115 124 12.0 11.0 9.4




STATEMENT 8: Quarterly Estimates of Expenditures of GDP for 2018-19
at Current Prices

RATES of GDP (%)

2008-19

04 Q1 Q2 Q3 04
|. Private Final Consumption . 58.7 SR 612
Expenditure (PFFCE)
2. Government Final Consumption : : - 1.9 12.4 10.2

Expenditure

3. Gross Fixed Capital Formation . . . 30.0 29.2 302
(GFCE)
4. l'_']'mng: in Stocks | | i : 1.0 1.0 1.0
& Valnables ] . . | 1. 1.1 1.1

6. Exports 0.7

7. Less Imponts
K. DMscrepancies . . . . ] 4.1




NATIONAL INCOME ESTIMATES BASED ON NEW SERIES (BASE YEAR 2011-12)

COMPONENTS OF GROSS DOMESTIC PRODUCT (At Market Prices) 2016-17

160000.00
151837.09

140000.00

121898.54
120000.00

100000.00
89270.10

80000.00

68066.24

60000.00

41176.74

40000.00 36020.41

29117.00 31330.81

24860.07 25686.80

17690.36
13400.86

20000.00

2911.79 3281.98

1487.00 1662.87 838.97 968.86
0.00

onstant Current Constant Current Constant Current Constant Current Constant Current |Constant Current Constant Current
Prices  Prices | Prices Prices | Prices Prices | Prices Prices | Prices Prices | Prices Prices | Prices Prices

Constant Current Constant Current
Prices  Prices | Prices Prices

Private final |Government final Gross fixed Changes in stocks Valuables Exports of Goods | Import of Goods | Discrepancies GDP at market
consumption consumption |capital formation and Services and Services prices
expenditure expenditure



NATIONAL INCOME ESTIMATES BASED ON NEW SERIES (BASE YEAR 2011-12)

COMPONENTS OF GROSS VALUE ADDED AT BASIC PRICE 2016-17

160000
. 13668914
120000 1118544
100000
B3960.73
80000 £8982.63
60000
40000
2501756
23720.85 25910.03 5199
1o 30109 77 22574.13 21433.56 1430&&21945&53
20000 894568 10413.43 '
330485 3019.21 24059 342422 I I

Constant Current Constant Current Constant Current |Constant Current Constant Current Constant Curremt Constant Current Constant Current Constant Current Constant Current Constant Current Constant Current
Prices  Prices | Prices  Prices | Prices Prices | Prices  Prices | Prices  Prices | Prices  Prices | Prices  Prices | Prices  Prices | Prices  Prices | Prices  Prices | Prices  Prices | Prices  Prices

Agriculture, Ind ustry Mining & Manufacturing | Electricity, Gas, Services Construction Trade, repair, Transport, storsge, Financil, Real Public GVA at Basic Price
Forestry and Cuarrying Water Supply & hotek and communication & Estate and Administration,
Fihing (Other Utility restaurants  servicesrelstedto Professional  Defence and Other

broadcaging Services Services



NATIONAL INCOME ESTIMATES BASED ON NEW SERIES (BASE YEAR 2011-12)

201617
2015-16
201415
201314
201213
201112

Population(in
million)

1299
1283
1267
1251
1235
1220

Consumption of
Fixed Capital

158558.98
1445374
13439.38
119858.75
10609.05

9171.75

(Rupees Billion)

Indirect Taxes
less Subsidies

15137.95
1223393
9633.34
870369
741321
629383

MACROECONOMIC AGGRREGATES (At Current Prices)

GDP at Market
Prices

151837.09
13682035
12445128
11233522
9944013
87363.29

NDP at Market
Prices

13597811
122366.62
111011.91
100375.47
88831.08
78191.54

Net Factor
Income from
Abroad

-1896.00
-1597.79
-1474.30
-1398.84
-1167.63

-768.24

Base Year: 2011-12

GNP at Market
Prices

149941.09
135222.56
122976.98
110936.38
9827250
BG6595.05

NNP at Market
Prices

134082.11
120768.82
109537.61
98976.63
87663.45
7742330

GNP at Basic
Prices

134803.14
122988.63
11334364
10223269
90859.29
B0301.22

Gross Capital
Formation

4559318
4279587
3794135
3847122
34030.08

Gross National
Disposable
Income

153795.09
139353.39
12702852
114895 .56
10177331

59644.07

201617
201516
201415
201314
201213
201112

GVA at Basic
Prices

136699.14
124586.42
114817.94
103631.53
92026.92
31069.46

Gross Savings

44189.19
41197.66
36081.93
33692.02
30268.37

Net Capital
Formation

31139.44
29356.49
25981.60
2786217
24858.33

Net National
Disposable
Income

137936.11
124899.65
113589.15
102935.81
91164.26
B0472.32

Net Savings

2973545
27758.28
2412218
2308297
21096.62

NNP at Basic
Prices

11894416
108534.89
99904.27
90272.94
80250.24
71129.47

NVA at Basic
Prices

12084016
110132.68
101378.56
91671.78
3141787
71897.71

Per Capita GDP

116888.00
106641.00
98225.00
89796.00
20513.00
71609.00

Per Capita GNP

115428.00
105396.00
97062.00
88678.00
79573.00
70980.00

Per Capita NNI

103219.00
94130.00
86454.00
79118.00
70983.00
63462.00

Per Capita PFCE

68722.00
61826.00
57086.00
51764.00
45461.00
40250.00




NATIONAL INCOME ESTIMATES BASED ON NEW SERIES (BASE YEAR 2011-12)

MACROECONOMIC AGGREGATES (At constant prices)

|Rupees Billion) Base Year:2011-12
Net Factor
Year GVA at Basic  Consumption of NVA at Basic Indirect Taxes  GDP at Market NDP at Market Income from GNP at Basic NNP at Basic GNP at Market NNP at Market
Prices Fixed Capital Prices less Subsidies Prices Prices Abroad Prices Prices Prices Prices
201617 111854 .40 13479.37 98375.03 1004414 121898.54 10841917 -1551.41 110302.99 96823.62 12034713 213530.80
201516 104905.14 12641.93 92263.21 3904.88 113810.02 101168.09 -1346.97 103558.17 90916.24 112463.05 199283.99
201415 971980.23 11807 .24 85382.99 8179.61 105369.84 93562.60 -1247.04 95943.19 84135.85 104122.80 184441.67
201314 90636.49 11006.10 7963039 737721 98013.70 87007.60 -1223.43 89413.06 T8406.96 96790.27 171749.25
201213 85462.75 10106.61 75356.14 BEET.41 9213017 82023.56 -1083.54 84379.21 T4272.60 91046.62 161916.17
201112 81069.46 9171.75 7188771 §293.83 87363.29 78191.54 -768.24 80301.22 71129.47 86595.05 154844.04
Net Factor
Income from GNP at Basic NNP at Basic GNP at Market NNP at Market Gross Capital Net Capital
Abroad Prices Prices Prices Prices Formation Formation Per Capita GNI  Per Capita GDP  Per Capita NNI Per Capita PFCE
201617 -1551.41 110302.99 96823.62 120347.13 213530.80 - - 92646.00 93840.00 82269.00 52399.00
201516 -1346.97 10355817 90916.24 112463.05 199283.99 40235.85 27583.92 87656.00 88706.00 77803.00 48810.00
201415 -1247.04 95343.19 84135.95 104122.80 18444167 3741235 25605.11 82181.00 83165.00 72862.00 46586.00
201314 -1223.43 89413.06 T8406.95 96790.27 171749.25 3448236 23476.26 T7370.00 78348.00 G8572.00 44423.00
201213 -1083.54 84379.21 7427260 91046.62 161916.17 36392.96 26286.35 T73722.00 74599.00 65538.00 41936.00
201112 -768.24 80301.22 7112947 86595.05 1545844.04 34030.08 24858.33 70980.00 71609.00 63462.00 40250.00




Shareof Gross Domestic Product by industry of
Origin (1999-00 series)

1950 - 51

MACROECONOMIC AGGRREGATES (At Current Prices)
Base Year: 2011-12

(Rupees Billion)

GDP at Market MDP at Market GNP at Market
Prices Prices Prices
MAS-2011-12 MAS-2011-12 MAS-2011-12
2011-12 8B8320.12 79233.55 87551.88
2012-13 90885.40 80584 96 9B717.77
2013-14 113450.56 101964.10 112051.69
2014-15 12541208 11274515 123839.08

MACROECOMNOMIC AGGREGATES (At constant prices)

GDPF at Market MDP at Market GNP at Market
Year . . .
Prices Prices Prices
2011-12 2B320.12 7923355 27551 .88
2012-13 Q2B08.03 23013.05 Q1724925
2013-14 90211.06 2R721.27 aR00E.13
2014-15 106430 23 45128.11 105131.63

COMPOMENTS OF GROS5 VALUE ADDED at BASIC PRICE

Base Year:2011-12
TDTAL GVA at Basic Price

Year

{Rupees Billion)

O L Agriculiure &

Constant Prices  Current Prices Allied Services
2014-15 98270.89 115502.40 @ 11, Industry
a
2013-14 I S91697.87 103477140 0 111, Services
2012-13 85992 24 9252051
a
2011-12 214855 43 214855 .45




Choice of Methods

Purpose of National
Income Analysis
 Factor Income Distribution

« Measuring National Income
« Expenditure Pattern

Availability of
Necessary Data

Net Product Method




= National Income is the money value of all final goods and
services produced by economic activities in the country
during a period of one year.

= Measures of National Income are GNP, GDP, NDP, NNP

= Methods of Measuring National Income are net output or
value added method, factor income method and
expenditure method

= Choice of Methods is based on purpose of national income
analysis and availability of necessary data

= Measurement of National Income in India by National
Income Committee(NIC) and Central Statistical Organization



