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CChhaapptteerr II –– CCoonncceepptt ooff NNaattiioonnaall IInnccoommee

various reasons

Our first question is  

What are the reasons of slow growth of Indian economy?  

tightening of monetary policy

How Tight monetary policy slows Economic Growth? 

Too much Money chases too few goods

RBI takes monetary policy measures

by increasing the interest rates or 

conducting open market operations Reserve Bank has increased the interest rates for 13 times since 

March 2010

Next Question is:  

What is Economic Growth?

domestic territory

Gross Domestic Product

The next question is 

What is domestic territory?
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country A

` Current Market Prices GDP at Factor Cost 

2004-05 prices `

The next questions we need to ask ourselves are as follows:  

What are GDP at Current Prices and GDP at Factor Cost 2004-05 Prices?  

Why the two GDP figures differ this much?  

Which of them is more relevant for a common man? 

GDP at Current prices

GDP at constant prices

We also imagine that the output of these 

commodities does not change and remains the same for last few years. 

Commodity Output 
2004-05 

Unit Price in 
2004-05 

GDP at constant Prices 
2004-05 

Output in 
2011-12 

Unit price in 
2011-12 

GDP at Current Prices 
2011-12 

the unit price changed

`

`

constant prices.

`

`

Roti, Kapda aur Makan

`

`
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` ` `

Indirect Taxes

market prices include the Indirect taxes

Indirect taxes from the 

`

` Bread wala 

` `

What we did in the above Roti, Kapda and Makan story?  

GDP at Factor Cost

attempt to reach at a more realistic value 

 -Indirect Taxes + Subsidies 

`

Current Market Prices GDP at Factor Cost 2004-05 prices `

deducting the Indirect taxes adding the subsidy.

But isn’t this much gap between these two figures worrisome?  

It is. 

What else does it show?  

`

`

if there is more subsidy,  &  

GDP at market 

prices or GDP at Factor Cost?

Factor Cost
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zig zag

The next question we ask ourselves is –  

Why 2004-05 is taken as base year? 

Let’s move towards the individual side of these figures.  

Mr. David produced here is a part of GDP

Repatriation `

Repatriation `

X minus Y

X minus Y Net factor Income From Abroad NFIA.
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Gross National Product

GNP = GDP + NFIA 

What is the use of GNP?  

breadwalla breadwalla

Depreciation

tangible 

Consumption of the Fixed Capital.

Consumption of the Fixed Capital as depreciation. So,  

NDP=GDP – depreciation 

Net Domestic Product Net Factor Income Abroad Net National 

Product

NNP= NDP + NFIA 

NNP=GDP-Depreciation + NFIA 

 =  – NFIA 

Net National Product Per 

Capita Income Net National Product
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Per Capita Income

Per Capita Income at Current Prices Per Capita Income (factor cost at current prices).

value of later is generally lesser and is a more realistic value.

Now, let’s move ahead to various sectors:  

Primary, Secondary and Tertiary sector of the Economy
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Gross Domestic Saving & Capital Formation 

i.e. GDP is consumed "saving".

Gross Domestic Product minus final consumption

Capital Formation

Gross Domestic Saving Gross National Savings

gross domestic product minus final consumption

Gross Domestic Saving

Household sector
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thanks to fiscal consolidation

Our Question is 

How Fiscal Consolidation improves public saving?  

Gross Domestic Saving 

Public 
Sector  

Private Sector  
Household Sector 

 Physical Assets  
Financial Assets  

Private Corporate Sector  

Public 
Sector 

Private Sector 
Household Sector

Physical Assets 
Financial Assets 

Private Corporate Sector 
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Fiscal consolidation is associated 

with a rise in public saving and a fall in public investment

Then we ask one more question here:  

The Survey says that India’s Per Capita Income has risen to above 60K mark. Then, why there is reduction in 

private savings?  

What exactly is Capital formation?  

Investment.

Gross Capital Formation  

Rate of Capital Formation = (Investments /GDP) X 100 

What is the importance of Gross Capital Formation?  

Gross Capital formation this is that part of GDP which helps in the 

growth of the GDP itself

Optimum rate of economic growth, the rate of capital formation should be above 40%.
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What is Savings-investment Gap and what is its importance?  

this gap is there to stay.

`

`

all investments were not financed by India’s own people’s savings

there was a need of foreign investment

Now let’s talk about the Consumption 

Central 

Statistical Organisation (CSO) National Sample Survey Organisation (NSSO).
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What is implication of Consumption in Economic Growth?  

Private final consumption expenditure

Government final consumption expenditure

Government Consumption (GFCE) saw a sudden drop

Base Effect.

What is Government Final Expenditure Consumption or GFCE? 

 What is Base Effect?  

What factors affect GFCE?  

What GFCE indicates?  

excludes the following 

o Government military expenditures that are part of government capital 

formation

o
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o

`

Year  Consumption  Growth  Growth % 

2001 

2002 

2003 

2004 

 2005 

2006 

Year 2001,

Base Effect

no.

CCChhaapptteerr  IIII::  IInnffllaattiioonn  

What is Inflation?  

  

purchasing power of money gets eroded there is a loss in real value in the internal medium of 

exchange and unit account in the economy

o
o
o

What are good effects of Inflation?  

o

o
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most important reason of inflation is excessive growth of the money supply

is increased demand for goods and services

Triangle Model

Demand-pull inflation

Cost-push inflation,

Built-in inflation

Our question is:  

To contain inflation, what is the difference between measures taken by the RBI and measures taken by the 

Government of India? Is there any conflict?  

RBI takes monetary measures overnment takes 

fiscal measures
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How Inflation is measured in India?  

What is Headline Inflation & Core Inflation?  

Based on population coverage

Based on items coverage:

Now, lets note some important points:  

Wholesale Price Index (WPI)

does not cover non-commodity producing sectors viz. services and non-tradable commodities

now released monthly

What is the most comprehensive measure of Inflation?  

GDP deflator

it encompasses the entire spectrum of economic activities

as it comes quarterly and with a 2 month

Our next question is: which is better to measure inflation - CPI or WPI?  

CPI is a better indicator of demand side pressures
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we did not have a single CPI that could be representative of the whole country

New WPI Series

flowers, lemons, and crude petroleum in primary 

articles 

Next question is:  

What was the trend in WPI Inflation in this year?  

that there was a change in “Consumption 

Pattern
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to changing dietary pattern of consumers

Increasing global commodity prices

high international crude petroleum prices

What is impact of International Food prices on Indian Food Prices?  

volatility of global prices is far greater 

than that of domestic prices

How Engel’s Law is related to Food Inflation in India?  

Engel’s Law
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Why there has been a change in reporting of Inflation in India recently  (Kindly expect one question from the following paragraph) 

statistical 'noise'

Change in dietary habits towards protein-rich foods has been a key driver of high food price inflation in India. 

Was MGNREGA responsible for this? If not, then what?  
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What are measures taken in this year to contain Inflation in 2011-12?  

Fiscal Measures 

Administrative Measures 

 

 

 

 

 

 

 

` `

` `  

 

 

 

 

`  

Monetary Measures 
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New Consumer Price Index 

Why new CPI?  

 What is the new series of CPI for urban areas?  

 What is the new series of CPI for rural areas?  

What is the National CPI?  
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What are the Weighting diagrams?  

Release of indices 

What are implications of the new CPI?  
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