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UNIT 1 

NATIONAL INCOME  

  

Economic Growth 

Economic growth is the change, increase or decrease in the value of goods and services produced by 

an economy.  

National income can be defined as the total value of a country's final output of all new goods and 

services produced in one year.  

National Income Accounting 

National income accounting is a bookkeeping system that a government uses to measure the level of 

the country's economic activity in a given time period. Accounting records of this nature include data 

regarding total revenues earned by domestic corporations, wages paid to foreign and domestic 

workers, and the amount spent on sales and income taxes by corporations and individuals residing in 

the country. 

Although national income accounting is not an exact science, it provides useful insight into how well 

an economy is functioning, and where monies are being generated and spent. When combined with 

information regarding the associated population, data regarding per capita income and growth can be 

examined over a period of time. 

Some of the metrics calculated by using national income accounting include gross domestic product 

(GDP), gross national product (GNP) and gross national income (GNI). The GDP is a widely used for 

economic analysis on the domestic level and represents the total market value of the goods and 

service produced within a specific nation over a selected period of time. 

The Importance of National Income 

Measuring national income is crucial for various purposes: 

1. The measurement of the size of the economy and level of country’s economic performance; 

2. To trace the trend or the speed of the economic growth in relation to previous year(s) also in 

other countries; 

3. To know the composition and structure of the national income in terms of various sectors and the 

periodical variations in them. 

4. To make projections about the future development trend of the economy. 

5. To help government formulate suitable development plans and policies to increase growth rates. 

6. To make international comparison of people’s living standards. 

Measuring economic Growth in India 

Measures of national income are used in economics to estimate the value of goods and services 

produces in a country. Common measures are Gross domestic Product (GDP) and Gross national 

product (GNP) 

Thenew series of national income was started in 2015 by Ministry of Statistics and programme 

implementation, Govt. Of India, with new base year 2011-12. 

In old series GDP at factor cost was called GDP but in new series GDP at market prices is called 

GDP. Estimates of GVA at factor cost are earlier called as GDP at factor cost. There are various 

measure of national income with respect to different perspectives. They are similar to one another and 

is represented in the following figure. 

https://www.investopedia.com/terms/a/accounting-records.asp
https://www.investopedia.com/terms/d/domestic-corporation.asp
https://www.investopedia.com/terms/c/corporation.asp
https://www.investopedia.com/terms/m/money.asp
https://www.investopedia.com/terms/g/gdp.asp
https://www.investopedia.com/terms/g/gdp.asp
https://www.investopedia.com/terms/g/gnp.asp
https://www.investopedia.com/terms/g/gross-national-income-gni.asp
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Methods of Measuring National Income 

There are various estimates in measuring national income with respect to different perspectives.There 

are four players who contribute to national income. They are individuals or households, investors, 

government and foreign nationals.  

The below circular figure shows the interaction between the four players. The upper part shows the 

demand side of economy and the lower part shows the supply side of economy. 

In the lower part households supply factors of production viz land, labour,capital and entrepreneur to 

business firms to produce goods and services. In return the business firms give rent, wage, interest 

and profit to land, labour, capital and entrepreneur respectively. 

 

 

1. The Income Method: 

The rent, wage, interest, profit are expenditure to firms but income to households. So it is evident that 

expenditure of one player is income to another. Hence, national income can be calculated by 

compiling income or expenditure of all. The calculation by compiling income is called as income 

method.  

2. The Product Method: 

This is also known as the value added methodor output method or production method. In this 

method we calculate the aggregate annual value of goods and services produced in a given period of 

time.  

3. Expenditure Method: 

This method focuses on goods and services produced within the country during one year. 

Gross value added at basic prices  

It is also called as GVA at producers’ prices. It is different from market prices or buyers prices. 

The producers prices is equivalent to production cost. The GVA is arrived from output of 

industries. Output consists of input material and services which is known as intermediate 

consumption and the value addition made to input material and services to bring it as final 

goods and services. 
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Output = Input materials and services + value added 

GVA at basic prices = output - Intermediate Consumption 

So to arrive at GVA the intermediate consumption is deducted from output value. For example, 

wheat flour is the final product of manufacturing industries. Let the value of 1 kg of wheat 

flour at basic price is Rs.80. So the the value of final output is Rs.80. To manufacture wheat 

flour the inputs are wheat (value Rs.30) and electricity (value Rs.10) {Intermediate 

consumption = (10+30)} 

80 (value of final output )- 30 (Intermediate Consumption) = 50 (GVA at basic price) 

Gross value added at factor cost   

Gross value added at factor cost can be derived from gross value added at basic prices by subtracting 

other taxes on production and adding subsidies on production. 

GVA at Factor cost = output - (intermediate consumption) - production taxes - 

production subsidies) 

GVA at Factor cost = GVA at basic prices - (Production Taxes- Production subsidies) 

 Production taxes/subsidies are independent of the quantity (volume) of production.(Eg: tax —

land revenues, stamps fees, registration fees, tax on the profession; subsidies — subsidies to 

Railways, input subsidies to farmers, subsidies to the village and small industries, administrative 

subsidies to corporations or cooperatives, etc.). 

PRODUCTION METHOD 

1. Gross domestic product (GDP) 

GDP is defines as the total market value of all final goods and services produced within the country 

in a given period of time. 

It is nothing but sum of the factor costs incurred during the process of turning out economy's output 

for the concerned year. Thus, it is a compilation of wages, interests salaries, profits etc. 

GDP  = GVA at basic prices + (Product taxes including import duties - Product 

subsidies) 

Product taxes or subsidies are paid or received on per unit of product. Some examples are: 

Product Taxes: Excise Tax, Sales tax, Service Tax and Import and Export duties etc. 

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 etc. 

GDP by expenditure method includes: 

(1) Consumer expenditure on services and durable and non-durable goods (C), 

(2) Investment in fixed capital such as residential and non-residential building, machinery, and 

inventories (I), 

(3) Government expenditure on final goods and services (G), 

(4) Export of goods and services produced by the people of country (X), 

(5) Less imports (M). That part of consumption, investment and government expenditure which is 

spent on imports is subtracted from GDP. Similarly, any imported component, such as raw materials, 

which is used in the manufacture of export goods, is also excluded. 
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Thus GDP by expenditure method at market prices = C+ I + G + (X – M), where (X-M) is net export 

which can be positive or negative. 

2. Gross national product (GNP) 

Gross national product (GNP) is an estimate of total value of all the final products and services turned 

out in a given period by the means of production owned by a country's residents. GNP is commonly 

calculated by taking the sum of personal consumption expenditures, private domestic investment, 

government expenditure, net exports and any income earned by residents from overseas investments, 

minus income earned within the domestic economy by foreign residents. Net exports represent the 

difference between what a country exports minus any imports of goods and services. 

GNP = Consumption + investment + government expenditure + net exports + income 

earned by residents from overseas investments - income earned within the domestic 

economy by foreign residents. 

 

GNP = GDP + Net factor income from abroad 

 

GNP and GDP 

GNP and GDP are very closely related concepts, and the main difference is that GNP includes net 

foreign income ( what foreigners produce in the country is subtracted from what Indians produce 

abroad) .  

GDP is a geographical concept which includes all domestic production , disregarding the producing 

entities nationalities. GNP is about who produces.  

For example, there are Indian and foreign firms operating in India. The profits of foreign firms earned 

within India is calculated under India’s GDP, but not in India’s GNP.  

For example, Greece, which is going through a long-running financial problem owing to a debt crisis, 

has higher GNP than GDP. This indicates its citizens producing and contributing more through their 

overseas operations - a net addition contributing to the higher GNP. Amid the economic crisis in 

Greece, not many foreigners may be operating in a country which may limit its GDP. 

Other nations like China, the U.K., India, and Israel have lower GNP compared to corresponding 

GDP figures. This indicates these nations are seeing a net overall outflow from the country. Citizens 

and businesses of these countries operating overseas are generating lesser income compared to the 

income generated by the foreign citizens and businesses operating in these countries. 

 

3. Net domestic product (NDP) 

The net domestic product (NDP) is an annual measure of the economic output of a nation that is 

adjusted to account for depreciation, calculated by subtracting depreciation from the gross domestic 

product (GDP).Net domestic product accounts for capital that has been consumed over the year in the 

form of housing, vehicle, or machinery deterioration. The depreciation accounted for is often referred 

to as capital consumption allowance and represents the amount needed in order to replace those 

depreciated assets. 

4. Net National Product (NNP) 

Net national product (NNP) is the monetary value of finished goods and services produced by a 

country's citizens, overseas and domestically, in a given period (i.e., the gross national product (GNP) 

minus the amount of GNP required to purchase new goods to maintain existing stock 

(i.e., depreciation).  

For Calculating NNP the formula is: 

https://www.investopedia.com/terms/p/pce.asp
https://www.investopedia.com/terms/n/netexports.asp
https://www.investopedia.com/terms/n/netexports.asp
https://www.investopedia.com/ask/answers/what-is-gdp-why-its-important-to-economists-investors/
https://www.investopedia.com/stocks-to-own-for-a-us-china-trade-deal-4584178
https://www.investopedia.com/terms/g/gdp.asp
https://www.investopedia.com/terms/g/gdp.asp
https://www.investopedia.com/terms/c/capital-consumption-allowance-cca.asp
https://www.investopedia.com/terms/g/gnp.asp
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NNP = Market Value of Finished Goods + Market Value of Finished Services -

 Depreciation 

NNP = Gross National Product - Depreciation 

or, NNP can be calculated as 

For example, if Country A produces Rs.1 trillion worth of goods and Rs.3 trillion worth of services in 

2018, and the assets used to produce those goods and services are depreciated by Rs. 500 billion, 

using the formula above, Country A's NNP is: 

NNP = Rs.1 trillion + Rs.3 trillion - Rs.0.5 trillion = Rs.3.5 trillion 

INCOME METHOD 

5. Gross national income (GNI) 

Gross national income is an alternative method of calculating Gross National Product. GNI is also 

related to Gross Domestic Product. GNI is the sum of a nation's gross domestic product and the net 

income it receives from overseas. 

 Gross National Income is conceptually equivalent to Gross National Product, but it is 

calculated using incomes instead of output. 

 GNI can also be calculated by converting from Gross Domestic Product by adjusting for 

residents’ foreign income. 

 Countries involved with a large amount of foreign direct investment, foreign corporations, or 

foreign aid will show a large difference between GNI and GDP 

GDP and GNI 

For most nations there is little difference between GDP and GNI, since the difference between 

income received by the country versus payments made to the rest of the world tends not to be 

significant. For instance, the U.S.'s GNI was only about 1.5% higher than its GDP in 2016, according 

to the World Bank. 

For some countries, however, the difference is significant: GNI can be much higher than GDP if a 

country receives a large amount of foreign aid, as is the case with East Timor. It can be much lower if 

foreigners control a large proportion of a country's production, as is the case with Ireland, a low-tax 

jurisdiction where the European subsidiaries of several multinational companies (nominally) reside. 

 

6. Net national income (NNI) 

It measures the monetary value of all the finished goods and services produced by the country’s 

factors of production irrespective of their location.  

Only the finished or final goods are considered as factoring intermediate goods used for 

manufacturing would amount to double counting. It includes taxes but does not include subsidies. 

When depreciation is deducted from the GNP, we get Net National Income.  

Net National Income = Gross National Income - depreciation 

 

7. National disposable income (NDI) 

Disposable income, also known as disposable personal income (DPI), is the amount of money that 

households have available for spending and saving after income taxes have been accounted for. 

https://www.investopedia.com/terms/f/foreign-aid.asp
https://www.investopedia.com/terms/i/incometax.asp
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Disposable personal income is often monitored as one of the many key economic indicators used to 

gauge the overall state of the economy. 

National Disposable Income is the sum of the disposable incomes of all resident institutional 

units. Gross National Disposable Income measures the incomeavailable to the nation for final 

consumption and gross saving. 

National Disposable Income = Net National Product at market prices + Other current 

transfers from the rest of the world 

 

The idea behind National Disposable Income is that it gives an idea of what is the maximum amount 

of goods and services the domestic economy has at its disposal. Current transfers from the rest of the 

world include items such as gifts, aids, etc 

Private Income: 

Private income is the total of factor incomes and transfer incomes received from all sources by 

private sector (private enterprise and households) within and outside the country. 

It also includes net factor income from abroad. Private Sector consists of private enterprises and 

households [factor owners). Thus, private income consists of not only factor incomes earned within 

the domestic territory and abroad but also all current transfers from government and rest of the world. 

In a way it is the sum of earned incomes and transfer incomes received by private sector. 

Private Income = Factor income from net domestic product accruing to the private 

sector + National debt interest + Net factor income from abroad + Current transfers 

from government + Other net transfers from the rest of the world 

 

Transfer Payments 

A transfer payment is a one-way payment to a person who has given or exchanged no money, good, 

or service for it. (In economics, a payment is the transfer of one form of good, service or financial 

asset in exchange for another form of good, service or financial asset in proportions that have been 

previously agreed upon by all parties involved.) It is a process used by governments as a way to 

redistribute money through programs such as old age or disability pensions, student grants, 

and unemployment compensation. 

Nominal GDP &Real GDP 

If prices change, then there may be difficulties in comparing GDPs. If we measure the GDP of a 

country in two consecutive years and see that the figure for GDP of the latter year is twice that of the 

previous year, we may conclude that the volume of production of the country has doubled. But it is 

possible that only prices of all goods and services have doubled between the two years whereas the 

production has remained constant.  

Therefore, in order to compare the GDP figures of different countries or to compare the GDP figures 

of the same country at different points of time, we cannot rely on GDPs evaluated at current market 

prices.  

For comparison we take the help of real GDP.  

Real GDP is nominal GDP, adjusted for inflation to reflect changes in real output (It is the GDP 

measured atconstant prices(with 2011-12 prices as the base year prices). 

Nominal GDP is the market value of goods and services produced in an economy, unadjusted for 

inflation (It is the GDP measured atcurrent prices). 

For example, suppose a country only produces bread. In the year 2000 it had produced 100 units of 

bread, price was Rs 10 per bread. GDP at current price was Rs 1,000. In 2001 the same country 

https://www.investopedia.com/terms/p/personalincome.asp
https://www.investopedia.com/terms/e/economic_indicator.asp
https://www.investopedia.com/terms/f/financialasset.asp
https://www.investopedia.com/terms/f/financialasset.asp
https://www.investopedia.com/terms/u/unemployment-compensation.asp
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produced 110 units of bread at price Rs 15 per bread. Therefore nominal GDP in 2001 was Rs 1,650 

(=110 × Rs 15). Real GDP in 2001 calculated at the price of the year 2000 (2000 will be called the 

base year) will be 110 × Rs 10 = Rs 1,100.  

GDP Deflator 

Notice that the ratio of nominal GDP to real GDP gives us an idea of how the prices have moved 

from the base year (the year whose prices are being used to calculate the real GDP) to the current 

year. In the calculation of real and nominal GDP of the current year, the volume of production is 

fixed. Therefore, if these measures differ it is only due to change in the price level between the base 

year and the current year. The ratio of nominal GDP to real GDP is a well known index of prices. 

This is called GDP Deflator. 

 

GDP deflator = Nominal GDP / real GDP. 

 

Sometimes the deflator is also denoted in percentage terms. In such a case deflator = nominal GDP / 

real GDP × 100 per cent.  

In the previous example, the GDP deflator is 1,650/ 1,100 = 1.50 (in percentage terms this is 150 per 

cent). This implies that the price of bread produced in 2001 was 1.5 times the price in 2000. Which is 

true because price of bread has indeed gone up from Rs 10 to Rs 15. Like GDP deflator, we can have 

GNP deflator as well. 

 

Importance of GDP Deflator ;  
The GDP deflator is a measure of price inflation.There are other measures of inflation too 

like Consumer Price Index (CPI) and Wholesale Price Index (or WPI); however GDP deflator is a 

much broader and comprehensive measure. GDP deflator reflects the prices of all domestically 

produced goods and services in the economy whereas, other measures like CPI and WPI are based on 

a limited basket of goods and services, thereby not representing the entire economy (the basket of 

goods is changed to accommodate changes in consumption patterns, but after a considerable period of 

time). 

Another important distinction is that the basket of WPI (at present) has no representation of services 

sector. The GDP deflator also includes the prices of investment goods, government services and 

exports, and excludes the price of imports. Changes in consumption patterns or the introduction of 

new goods and services or structural transformation are automatically reflected in the deflator which 

is not the case with other inflation measures.  

Base year 

A base year is used for comparison in the measure of a business activity or economic index.  

Controversial  “Base Year Revision” Plans ( In news February, 2018) 

Presently the base year for most national statistics calculations is 2011-12.The Union ministry of 

statistics and programme implementation (MoSPI) has proposes to change the base year to 2017-18. 

 

What parameters are likely to be rebased? 

 MoSPI plans to rebase the calculations for the GDP, Index of Industrial Production (IIP), and 

the consumer price index (CPI) to the year 2017-18. 

 These changes will be implemented in 2018-19 after the latest Employment Survey and 

Household Expenditure Survey are tabulated. 

 Fiscal and monetary policies are both tied to changes in GDP, which provides the reference 

for all other variables such as revenue collections and deficits. 

 IIP measures factory and mining output while the CPI is the official benchmark used by the 

RBI for assessing inflation. 

 It is only normal practice to revise base years regularly for indexing key macroeconomic 

statistics to accurately reflect the changes in the economy. 

http://arthapedia.in/index.php?title=Consumer_Price_Index
http://arthapedia.in/index.php?title=Headline_inflation
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What are the challenges with rebasing? 

 Continuity - Base year revisions and changes in calculation methodology must be 

accompanied by backward calculations for better analysis. 

 Without the back series (based on older methods), it becomes difficult to make substantial and 

meaningful assessments about the changes. 

 However, the back series for the pervious base year revision was not released, which made 

credible trend analysis difficult for a while.  

 Stable Referencing - If base year changes are brought about too frequently, they can also 

cause confusion and make it very hard to read economic trends. 

 As this will distort our analysis of policy impact, there needs to be a rational and an apolitical 

logic in changing base years for better analysis. 

 But the current proposal seems too early a revision, considering that many metrics were 

revised only recently. 

 Recently Revised Metrics - The base year for GDP and wholesale price index (WPI) 

calculations was last revised in 2014-15 from 2004-05 to 2011-12. 

 In fact, even the calculation methodology for GDP was radically changed and the data sample 

was greatly expanded to include more companies. 

 The proportional weights of sectors and base year for IIP was revised even more recently, in 

2017 (from 2004-05 to 2011-12).  

 A new integrated Consumer Price Index (CPI) was also introduced to make it possible for the 

central bank to shift its focus for targeting inflation. 

 

What is problem with choosing the base year as 2017-18? 

 Traditionally, only normal years are identified for basing macroeconomic parameters, in order 

to avoid anomalies in trends and ensure credible analysis. 

 Hence, while 2014-15 would’ve been an ideal year for such calculations, MoSPI’s proposal 

has chosen 2017-18, which is contentious. 

 Notably, data for 2017-18 hasn’t even been finalised yet and it is also a year that had the 

lingering effects of demonetisation and GST disruptions. 

 Hence, instead of making more changes to the base year, MoSPI should prioritise restoring 

credibility and comparability, through back series data. 

 

Limitations of GDP as a measure of well being 

GDP is a useful indicator of a nation’s economic performance, and it is the most commonly used 

measure of well-being.  Because many factors that contribute to people's happiness are not bought 

and sold, GDP is a limited tool for measuring standard of living. To understand it's limitations better, 

let's take a look at several factors that are not accounted for in GDP. GDP does not account for leisure 

time. The US GDP per capita is larger than the GDP per capita of Germany, but does this prove that 

the standard of living in the United States is higher? Not necessarily since it is also true that the 

average US worker works several hundred hours more per year more than the average German 

worker. The calculation of GDP does not take German workers extra weeks of vacation into account. 

However, it has some important limitations, including: 

 The exclusion of non-market transactions.  

 The failure to account for or represent the degree of income inequality in society 

 The failure to indicate whether the nation’s rate of growth is sustainable or not 
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 The failure to account for the costs imposed on human health and the environment of negative 

externalities arising from the production or consumption of the nation’s output 

 Treating the replacement of depreciated capital the same as the creation of new capital 

 

Alternative indicators have been developed to provide a more well-rounded measure of a nation’s 

quality of life by different national and international organizations. These include: 

 The Human Development Index (HDI) 

 The Genuine Progress Indicator (GPI) 

 The Happy Planet Index (HPI) 

 Social Progress Index (SPI) 

 Gross National Happiness (GNH) 

Each of these indexes is a composite measure weighing both income and non-income variables such 

as life expectancy, literacy rates, environmental indicators, measures of inequality and so on. By 

including these variables, they provide a measure of life quality that goes beyond the narrowness of a 

nation’s GDP value. 

RELATED TERMS 

Incremental capital output ratio (ICOR) 

Capital output ratio is the ratio between capital and output. In formulaic form 

Capital output ratio = capital / output 

It shows the amount of capital required to produce a product. Incremental capital output ratio means 

the additional capital required to produce one additional product. 

ICOR = Incremental capital / Incremental output 

It helps to calculate the amount of investment to achieve the target growth rate.  

Growth rate = capital investment / ICOR (or) 

Capital investment = growth rate x ICOR 

For example, if ICOR is 4 and targeted growth rate is 8, the required investment is 32%. (32=8 x 4) 

The higher the ICOR, the lower the productivity of capital or the marginal efficiency of capital.ICOR 

also reflects the productivity of the economy.  

 

Green GDP 

Green GDP is a term used generally for expressing GDP after adjusting for environmental 

damage.The process of environmental accounting involves three steps viz. Physical accounting; 

Monetary valuation; and integration with national Income/wealth Accounts. Physical accounting 

determines the state of the resources, types, and extent (qualitative and quantitative) in spatial and 

temporal terms. Monetary valuation is done to determine its tangible and intangible components. 

Thereafter, the net change in natural resources in monetary terms is integrated into the Gross 

Domestic Product in order to reach the value of Green GDP 

Green GDP and India 

 While explicitly green GDP is not measured in India, but environmental accounting has been 

done in India from last 2 decades 

 A Framework for the Development of Environmental Statistics (FDES) was developed by the 

Central Statistics Office (CSO) of India in the early 1990s. The Compendium of Environment 

Statistics is being released since 1997. 

https://en.wikipedia.org/wiki/Productivity
https://en.wikipedia.org/wiki/Capital_(economics)
https://en.wikipedia.org/wiki/Marginal_efficiency_of_capital
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 As per the recommendations of Technical Working Group on Natural Resource Accounting 

(NRA) in the later 1990s, a pilot project on NRA in the State of Goa was initiated during 1999-

2000. Thereafter, resource accounting studies were carried out in 8 states on a different set of 

natural resources. Later a Technical Advisory Committee was constituted in the year 2010 under 

the Chairmanship of DrKirit Parikh to bring out a Synthesis Report combining the findings of all 

these studies. The report recommended the preparation of a National Accounting Matrix that 

would include environmental accounts. The High powered expert group under ParthaDasgupta 

was constituted subsequently in 2011 with the mandate of developing a framework for green 

national accounts of India and for preparing a roadmap to implement the framework. 

 Following the guidance of International Organisation of Supreme Audit Institutions (INTOSAI) 

on the framework for of environmental auditing, the supreme audit institution of India (CAG) 

also conducts an environmental audit in India. This process was formalised with the introduction 

of specialized guidelines for the conduct of environmental audits. This laid down broad 

guidelines to enable India’s auditors to examine whether the auditee institutions gave due regard 

to the efforts of promulgating sustainability development and environmental concerns, where 

warranted. 

 Thus, in India, the Environmental audit is conducted within the broad framework of Compliance 

Audit and Performance Audit at the central level by the Office of Principal Director of Audit 

(Scientific Departments) and by the state Accountant Generals (Audit) at the state level. Over the 

years, more and more states have taken up environmental audits. This compliance as well as 

performance audits have been printed in the respective state/ central audit reports and presented 

to Legislature/Parliament. All these reports deal with the environmental themes of water issues, 

air pollution, waste, biodiversity and environmental management systems. All the environment 

audits done at the state level and at the central level since 2001 are collated in the CAG report on 

environmental audit. 

 

Gross National Happiness Index 

 

 Gross National Happiness is a term coined by His Majesty the Fourth King of Bhutan, 

JigmeSingyeWangchuck in the 1970s. The concept implies that sustainable development should 

take a holistic approach towards notions of progress and give equal importance to non-economic 

aspects of well-being. 

 “How are you?” We ask that question of one another often. But how are we doing – as a country, 

a society? To answer that question, Bhutan uses its Gross National Happiness (GNH) Index. 

 GNH is a much richer objective than GDP or economic growth. In GNH, material well-being is 

important, but it is also important to enjoy sufficient well-being in things like community, 

culture, governance, knowledge and wisdom, health, spirituality and psychological welfare, a 

balanced use of time, and harmony with the environment. 
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Criticism of GNH 

 

 From an economic perspective, critics state that because GNH depends on a series 

of Subjective judgments about well-being, governments may be able to define GNH in a way that 

suits their interests 

 Other critics say that international comparison of well-being will be difficult in this model; 

proponents maintain that each country can define its own measure of GNH as it chooses and that 

comparisons over time between nations will have validity. GDP provides a convenient, 

international scale. 

 Research demonstrates that markers of social and individual well-being are remarkably 

transcultural: people generally report greater subjective life satisfaction if they have strong and 

frequent social ties, live in healthy ecosystems, experience good governance, etc. Nevertheless, it 

remains true that reliance on national measures of GNH would render international comparisons 

of relative well-being more problematic since there is not and is not likely ever to be a common 

scale as “portable” as GDP has been with other countries. 

 

Index of Industrial Production( IIP) 

The all India index of Industrial Production (IIP) is a composite indicator that measures the short-

term changes in the volume of production of a basket of industrial products during a given period 

with respect to that in a chosen base period.It is compiled and published monthly by the Central 

Statistical Organization (CSO), Ministry of Statistics and Programme Implementation six 

weeks after the reference month ends.The base year used is 2011-2012.  

This index classifies industries into mining, manufacturing, electricity and measures growth in 

production in each industry. This helps in predicting GDP growth as industry is one of the major 

contributor to growth. 

 

Purchasing manager’s Index 

The Purchasing Managers' Index (PMI) is an indicator of the economic health of the 

manufacturing sector. The variables used to construct India’s PMI for manufacturing sector are: 

Output, New Orders, Employment, Input Costs, Output Prices, Backlogs of Work, Export Orders, 

Quantity of Purchases, Suppliers‟ Delivery Times, Stocks of Purchases and Stocks of Finished 

Goods. Similar variables are used for the construction of services PMI. The data for the index are 

collected through a survey of 500 manufacturing companies in India. 

In India it is released by HSBC in partnership with Markit, a global financial information service 

company. The index above 50 represents expansion and below 50 represents contraction in 

industrial production. 

 

Merging NSSO and CSO into NSO 

To streamline and strengthen the statistical system, the government has decided to merge the Central 

Statistical Organisation (CSO) and the National Sample Survey Office (NSSO) to form a National 

Statistical Office (NSO). 

While the NSSO comes out with various sample surveys such as on consumption expenditure, 

employment and unemployment, the CSO releases various data such as GDP and IIP.The move is a 

follow-up of a decision taken in 2005 by the UPA government’s based on recommendations of the 

report of the National Statistical Commission, headed by former RBI governor C 

Rangarajan.Both the wings are currently part of the Ministry of Statistics and Programme 

Implementation (MoSPI). 

http://www.investopedia.com/terms/b/base-year.asp#axzz2AklLVQ2Z
http://www.mospi.gov.in/central-statistics-office-cso-0
http://www.mospi.gov.in/central-statistics-office-cso-0
http://mospi.nic.in/?status=2&menu_id=92
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Rangarajan committee recommendations; 

 The Rangarajan committee had recommended setting up of the NSC, headed by a person with a 

Minister of State-level designation, to serve as a nodal and empowered body for all core 

statistical activities of the country. 

 The NSC was constituted on July 12, 2006 with a mandate to evolve policies, priorities and 

standards in statistical matters. 

 According to the Commission, the new NSO was envisaged as an agency to implement and 

maintain statistical standards and coordinate statistical activities of Central and State agencies as 

laid down by the NCS. 

 The NSO’s other roles included collection of core statistics, carrying out methodological research 

and studies, maintaining a warehouse of core statistics, as per the Commission report. 

Benefits of the merger 

 This is a measure to avoid duplication of work and leverage the strength of the statistical system. 

 There is no dilution of independence and in fact strengthens the system. 

 This will help in meeting the requirement of the statistical system as a lack of control on these 

two bodies was one challenge presently. 

National Statistical Office (NSO) 

 The Statistical Wing, comprising the NSO with constituents as the CSO and the NSSO, to be an 

integral part of the main ministry. 

 The NSO would be headed by Secretary Statistics and Programme Implementation, with various 

divisions reporting to the Secretary through Director Generals (DGs). 

 Presently the CSO is headed by a DG brings out macro economic data like economic (GDP) 

growth data, industrial production and inflation. 

 While the NSSO conducts large-scale surveys and brings out reports on health, education, 

household expenditure and other social and economic indicators. 

Data Quality Assurance Division 

 A Data Quality Assurance Division has also been set up, replacing the Data Processing Division, 

which will have the responsibility to bring about improvements in survey and administrative 

databases. 

 This division will be strengthened through “re-skilling and deployment of existing personnel”. 

 

Recent controversy 
 India’s official statistics came under a cloud after several experts raised questions on credibility 

of the new GDP series. 

 The government’s move to withhold the first periodic labourforce survey, which showed 

unemployment rate at a 45-year high, put a further dent. 
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