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Chapter 1 

 

An Introduction 



• Despite failure during great depression 

 

• But it kept coming in various countries 

 

• the Washington Consensus (post-1985) and  

 

• the second after the official acceptance to 
Globalisation (via the WTO, post-1995).  
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Capitalism as a Tool of Growth Promotion 



• On the other side many experts believed 

sub prime crisis was nothing but an 

overestimation of capitalistic tendencies 

 

• Capitalism had put the world to disaster 

twice  
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Capitalism as a Tool of Growth Promotion 



Capitalism 
promotes 

growth 
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• Income is most common tool of economic 

prosperity 

 

• HDIs also take into account the idea of income 

as an important phenomenon of development 
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The Idea Of National Income 



Calculation of 
Income 

• Gross Domestic Product,  

• Net Domestic Product,  

• Gross National Product 

• Net National Product 
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GDP 

• Gross Domestic Product (GDP) is the value of the 
all final goods and services produced within the 
boundary of a nation during one year period 

 

• Though GDP is usually calculated on an annual 
basis, it can be calculated on a quarterly basis as 
well 
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Gross Domestic Product (GDP) 

https://www.investopedia.com/terms/q/quarter.asp


Calculation 
of GDP 

• Gross Domestic Product 
(GDP) is the monetary value 
of all finished goods and 
services made within a 
country during a specific 
period. 

 

• GDP provides an economic 
snapshot of a country, used 
to estimate the size of an 
economy and growth rate. 
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Calculation 
of GDP 

• GDP can be calculated in three 
ways, using expenditures, 
production, or incomes. It can be 
adjusted for inflation and 
population to provide deeper 
insights. 

 

• Though it has limitations, GDP is a 
key tool to guide policymakers, 
investors, and businesses in 
strategic decision making 
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GDP 

• Quantitative aspect 

 

• Used to gauged internal strength of economy 

 

• IMF ranks countries according to their PPP 
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IMF Ranking 

• 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 6th largest in the 
world 

 

• GDP per capita PPP in India is expected to reach 
7200.00 USD by the end of 2020 
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• GDP includes the values of:  

• Only final goods and services  

• Only the value added by the production process  

• Goods and services which are produced in the 

current period  

• Production of agriculture, forestry and fishing 

which are used for own consumption of 

producers  
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It excludes 
• Intermediate goods used to produce other goods (Ex: Producer 

goods).  

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

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

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

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

• NDP =  GDP – Depreciation (Wear and Tear) 

 

• Depreciation of assets , currencies are taken into account 

 

• NDP will be always lower than GDP 

 

• It is not used into comparison across the world due to 
different rates of depreciation 
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Gross National Product 

• GNP  =  GDP + NFIA  

• GNP  =  GDP + (-NFIA)  

• GNP  =  GDP – NFIA (for India) 

 

• NFIA= Net Factor Income from abroad 
– Private Remittances (Positive) 

– Interest on Loans (negative) {net borrower} 

– Grants (positive) 
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Use of GNP 

• Exhaustive Concept 

 

• Includes both Qualitative and Quantitative 

 

• It helps us to study the economic might of the 
country 
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Net National Product 
• NNP = GNP – Depreciation. 

 

• It is National Income  of an economy 

 

• It gives the purest numbers of economy 

 

• Per Capita Income = NNP/Population 
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Cost and Price of National Income 

• Cost and Prices is imp factor in National 

Income 

 

• Factor Cost & Market Cost 

 

27 



Factor Cost 

• It measures factors of production involved 

 

• ‘input cost’ like cost of capital, i.e., interest on 
loans, raw materials, labour, rent, power, etc 
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Market Cost 

• Indirect taxes i.e. Final prices at showrooms 

 

• Factor Cost + Indirect Taxes (Center + State) = 

Market Cost 
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India 

• India used to calculate its national income at factor cost 

 

• But since January 2015, the CSO has switched over to 
calculating it at market price (i.e., market cost).  

 

• Developed world also uses this phenomenon 
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Income Calculation 

• at two prices, constant and current.  

 

• The difference is the impact of inflation. 
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• the base year in India has been revised from 
2004–05 to 2011–12 (January 2015).  

• India calculates its national income at constant 
prices—like other developing economies,  

• Developed nations calculate it at the current 
prices.  

• For statistical purposes the CSO also releases the 
national income data at current prices.  

National Income Calculation 
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Types of Income 

• Nominal Income 

 

• Real Income 

 

• Disposable Income 
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• As per the new guidelines the base year in India has been revised from 

2004–05 to 2011–12 (January 2015).  

 

• Headline growth rate will now be measured by GDP at constant market 

prices, which will henceforth be referred to as 'GDP', as is the practice 

internationally.  

 

• Earlier, growth was measured in terms of growth rate in GDP at factor 

cost at constant prices. 

 

• Sector-wise estimates of Gross Value Added (GVA) will now be given at 

basic prices (Tax adjusted prices) 
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COMPARING GVA & GDP 

• Economic growth is estimated on —demand side and supply side.  

 

• Under supply side, the value-added by the various sectors in the 
economy (i.e., agriculture, industry and services) are added up to 
derive the gross value added (GVA).  

 

• This way, it captures the income generated by all economic actors 
across the country.  

 

• Under the demand side, GDP is arrived by adding up all expenditures 
done in the economy.  
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• there are four sources of expenditures in an economy— 

• private consumption (individuals and households),  

• government,  

• business enterprises, and  

• net exports (exports minus imports).  

• It includes all the taxes received and all subsidies disbursed by the government.  

 

• Thus, GDP is equal to GVA added with the net taxes (taxes minus subsidies). 

 

• While GDP is a good measure in comparative studies (comparing economies), 
GVA is a better measure to compare different sectors within the economy.  

• GVA is more important when looking at quarterly growth data, because quarterly 
GDP is arrived at by apportioning the observed GVA data into different spender 
categories. 
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• there are four sources of expenditures in an economy— 

• private consumption (individuals and households),  

• government,  

• business enterprises, and  

• net exports (exports minus imports).  

• It includes all the taxes received and all subsidies 
disbursed by the government.  

 

• Thus, GDP = GVA + net taxes (taxes minus subsidies). 

 

 
37 



 

 

 

 

Q1. With regard to the Agrarian Economy, consider the following statements 

 

1. An economy is called as Agrarian if its share of the primary sector is 50% or more in the total 

output 

2. India is not a Agrarian Economy in monetary term  

 

Select the CORRECT statement(s) using the codes given below 

a) 1 Only  

b) 2 Only 

c) Both 1 and 2  

d) None of the above 
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Ans: c 

 

•Depending upon the shares of the particular sectors in the total production of an economy 

and 

the ratio of the dependent population on them for their livelihood, economies are 

categorised. 

•An economy is called agrarian if its share of the primary sector is 50 per cent or more in the 

total 

output (the GDP) of the economy.  

•In monetary terms India is no more an agrarian economy, however the dependency ratio 

makes it so - India being the first such example in the economic history of the world. 
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Q2. Which of the following economist coined the term ‘Washington Consensus’? 

 

a) John Williamson  

b) Adam Smith  

c)  Oscar Lange 

d) John Maynard Keynes 
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Ans: a 

 

 

• It was coined by the US Economist John Williamson in 1989. 

• It is  is a set of ten economic policy prescriptions considered to constitute the 

"standard" reform package promoted for crisis-wracked developing countries by 

Washington, D.C.-based institutions such as the International Monetary Fund, World 

Bank and United States Department of the Treasury.  
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Q3. Gross Domestic Product (GDP) is the value of the all final goods and services 

produced within the boundary of a nation. With regard to the GDP, consider the 

following statements 

 

1. Per annum percentage change in GDP is the ‘growth rate’ of an economy  

2. It is a It is a ‘qualitative’ concept which indicates the ‘internal’ strength of the 
economy  

3. It is used by the IMF/WB in the comparative analyses of its member nations 

Select the CORRECT statement(s) using the codes given below 

a) 1, 2 and 3 

b) 1 and 2 

c) 1 and 3 

d) 3 Only 
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Ans: c 

 

 

Statements 1 and 3 are correct.  

 

•Gross Domestic Product (GDP) is the value of the all final goods and services produced 

within the boundary of a nation during one year period. For India, this calendar year is 

from 1st April to 31st March. 

 

•Statement 2: It is a ‘quantitative’ concept and its volume/size indicates the ‘internal’ 
strength of the economy. It does not say anything about the ‘qualitative’ aspects 

of the goods and services produced. 
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Q4. With regard to the Net Domestic Product (NDP), consider the following statements 

 

1. It is the GDP calculated after adjusting the weight of the value of ‘depreciation’  

2. In India, Ministry of Finance decides and announce the rates by which assets depreciate 

3. NDP of an economy has to be always greater than its GDP  

 

Select the CORRECT statement(s) using the codes given below 

a) 1 Only  

b) 1 and 2 

c) 2 and 3 

d) 1, 2 and 3 
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Ans: a 

 

Explanation: 

Only Statement 1 is correct.  

•NDP is basically a net form of the GDP, i.e., GDP minus the total value of the ‘wear and 
tear’ (depreciation) that happened in the assets while the goods and services were being 
produced. 

 

•Statement 2: The governments of the economies decide and announce the rates by 

which assets depreciate (done in India by the Ministry of Commerce and Industry). 

 

•Statement 3: NDP of an economy has to be always lower than its GDP for the same 

year, since there is no way to cut the depreciation to zero. 
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Q5. The ‘Base Year’ and the ‘Methodology’ for calculating the National Accounts are 
revised by:  

a) Central Statistics Office (CSO) 

b) National Sample Survey Office (NSSO) 

c) Indian Statistical Institute 

d) The National Statistical Commission of India 
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Ans: a 

 

Explanation: 

•The Central Statistics Office (CSO), in January 2015, released the new and revised data 

of National Accounts.  

•The Base Year was revised from 2004–05 to 2011–12. This was done in accordance 

with the recommendation of the National Statistical Commission (NSC). 

•The methodology of calculating the National Accounts has also been revised in line with 

the requirements of the System of National Accounts (SNA)-2008, an internationally 

accepted standard. 

•The government has approved the merger of National Sample Survey Office (NSSO) with 

the Central Statistics Office (CSO) under the Ministry of Statistics and Programme 

Implementation (MoSPI). 
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