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Week 12 
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Unit 1- National Income and Related Aggregates  

 

CHAPTER 1.4: Methods of Measuring of National Income 

 

There are 3 methods of measurement of National Income 

1. Value Added Method 

2. Income Method 

3. Expenditure Method 

 

1.Value Added Method (Product Method):  

This method is used to measure national income in different phases of production in the circular flow.  

Concept of value added: it refers to the addition of value to the raw material by a firm during the 

production process. 

Value Added = Value of output – Intermediate consumption. 

 

How to calculate? 

 

➢ Gross Value Added at Market Price or GVAMP 

  

                                                = Value of output – Intermediate consumption 

                                         = Sales + change in stock – Intermediate Consumption. 

➢ GDPMP = Gross Value Added at Market Price (GVA) of all the sectors 

➢ NDPFC (Domestic Income) = GDPMP -Depreciation – NIT 

➢ National Income = NNPFC = NDPFC + NFIA 

 

Numerical Practice: 

Precautions of Value-Added Method: 

 

❖ Problem of Double Counting: 

 



 Counting the value of a commodity more than once while estimating national income is called double 

counting. It leads to overestimation of national income. So, it is called problem of double counting. 

❖ How to avoid the problem of Double Counting: 

 

2. Income Method: 

 According to this method, all the factor incomes of factor productions for their contributions, in terms of 

rent wages, interest and profit are summed up to obtain the national income. 

How to calculate? 

 

➢ Domestic Income (NDPFC) = Compensation of Employees + Operating Surplus + Mixed Income 

➢ National Income (NNPFC) = NDPFC + NFIA 

 

 Numerical Practice: 

Precautions of Income Method: 

3. Expenditure Method:  

This method measures national income as the sum total of final expenditures incurred by the 

four sectors -households, government, Firms and the Foreign Sectors in an economy. 

How to calculate? 

 

➢ GDPMP = C + G + I + (X – M) 

 

                           = Private Final Consumption Expenditure + Government Final Consumption            

Expenditure + Gross Domestic Capital Formation+ Net Exports 

 

➢ National     Income (NNPFC)   = GDPMP   –  Depreciation     +   NFIA –  NIT  

   

Numerical Practice: 

Precautions of Value-Added Method: 

 

Practice Questions: 

1. Will the following be included in gross domestic product / Domestic Income of India? Give reasons 

for each answer. 

i. Consultation fee received by a doctor. 

ii. Purchase of new shares of a domestic firm. 

iii. Profits earned by a foreign bank from its branches in India. 

iv. Services charges paid to a dealer (broker) in exchange of second hand goods. 



v. Rent received by a resident Indian from his property in Singapore. 

vi. Profits earned by a branch of an American Bank in India. 

vii. Salaries paid to Koreans working in Indian embassy in Korea. 

2.  Is net export a part of NFIA? Explain. 

(Ans. No, it is not.Net export, the difference between export and import (X- M), is a part of expenditure on 

domestic product. While NFIA is the difference between income earned from abroad by the normal 

residents of a country and income earned by non-residents in the domestic territory of that country. It is not 

included in the domestic product rather it is a component of NI. Therefore, both are different concepts.) 

3.  Are the following included in the estimation of National Income a country? Give reasons. 

i. Services rendered by family members to each other. 

ii. Wheat grown by a farmer but used entirely for family’s consumption. 

iii. Expenditure government on providing free education 

iv. Payment of fees to a lawyer engaged by a firm. 

v. Man, of the match award to a player of the Indian cricket team. 

vi. Payment of the match fee to players of Indian cricket team. 

vii. Free Medical facility to employees by the employer. 

viii. Money received from sale of old house. 

ix. Government expenditure on street lighting. 

x. Interest received by a household from a commercial bank. 

xi Receipts from sale of land. 

xii. Interest on public debt. 

Numerical problems: 

----------------------------------------------------------------------------------------------------------- 

 


