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BASIC CONCEPTS IN NATIONAL INCOME ACCOUNTING

Gross Domestic Product_(GD!’):-This is the total value of all the goods and services
produced by the people reSId?nt In a country irrespective of their nationality in a year. This
implies that it is concerned with domestic production and does not include net income from

abroad. Therefore the value of goods and services produced by Nigerians abroad form part of
those country's GDP.

GDP at Market Prices:-This is also refers to as GDP at current prices and it is the market
value of the total production of goods and services attributable to all factors of production

located in a given country. GDP at market prices = GDP at factor cost plus indirect taxes
minus subsidies

GDP at Factor Cost:-This is the sum of the net value added by all the producers within the
country. Since the net value gets distributed as income to the owners of factors of production,
GDP at factor cost is therefore the sum of domestic factor incomes and depreciation. It can
also be calculated as GDP at market price minus indirect taxes plus subsidies.

The GDP Deflator:- It is also referred to as the Implicit Price Deflator. It allows us to
separate nominal GDP into two parts: one, measures quantities (real GDP) and the other
measures prices. This is the ratio of nominal to real GDP.
GDP Deflator=Nominal GDP
Real GDP
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Noeminal GDP - Real GDP Y GDP Deflator -

Nominal GDPvalves soods and sery ices at current prices while real GDP values 200ds ang
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Real GDP = Nominal GDP
GDP Deflator

s corm GDP AT wor helps o deflate (that is take inflation out of nominal GDP 1o yiel
real GDF.

Gross National Product (GNP):- This is the total measure of the flow of goods and services
produced by the nationals of a country whether currently resident in the country or living
abroad. This means that the GNP of a country can also be partly produced abroad. For
mstanee, the income earned by a Nigerian working in China becomes part of Nigeria's GNP
and itwillalso be included in China's GDP.

GNP at Market Prices:- This is the gross value of all the goods and services produced
annually in a country plus net income from abroad (GDP at market prices plus net income
from abroad). So. we can as well caleulate it by multiplying the total output produced in one
yearby theirmarket prices prevalent during that year in a country,

GNP at Factor Cost:- This is the income which the factors of production receive in return
for their services alone. It is represented by GNP at market prices minus indirect taxes plus
subsidies. In order to arrive at GNP at factor cost, indirect taxes are deducted. Also if the cost
of production is higher than a price of a similar commodity in the market, and in order to
protect such producers, the government can intervene by granting them monetary assistance

in form of subsidy.

Net National Product (NNP):- In the production of gross national product of a year, we
consume or use some capital, thatis equipment, machinery ete. These capital goods wear out
ordepreciate in value asaresult of its consumption or use in the production process. All these
wear and tear are referred to as depreciation or capital consumption. Therefore NNP is
calculated by deducting depreciation from GNP,

NNP at Market Prices:- NNP at market prices is the net value of final goods and services
measured at market prices during a year in a country. GNP at market prices can thus be
calculated by deducting depreciation from GNP at market prices.

NNPat Factor Cost:- Net national product at factor cost is the aggregate payments made to
the factors of production. NNP at FC is the total incomes earned by all the factors of
production in the form of wages, profits, rent, interest and so on plus net factor income from
abroad. 1t1s also called National Income. This differs from NNP at market prices in that
indirect taxes are deducted and subsidies are added to NNP market prices in order to arrive at
NNPat factor cost.
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per Capita Income
This is the average income in a country. It is defined as the national income divided by the
country's population. This concept can be measured both in current and constant prices. For
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instance in order t0 calculate the pe
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The real national income is calculated by taking out the effect of inflation from ¢y,
calculation and this is done with the use of the base year price. Now, suppose 2015 useq 1L.
the base year and the national income for 2017 is 6.12 trillion naira and the index Numbey [“ S
thisyearis 105, Hence real national income for 2017 will be calculated thus, %

100 T i
0.12 trillion X 105 = 4.08 trillion naira

So, the real national income per capita for 2017 =

4.08 trillion naira

i =22.667 naira
180 million

NATIONALINCOME AT CURRENT PRICES

The national income at current prices is also referred to as nominal national income, It i the
money value of final goods and services produced by the residents of a country in a givep
year, measured at the prices of the current year. For instance, the measurement of Nigeria's
national income of 2020 at the prices of 2020. Nominal national income does not account for
diminished purchasing power and neither does it show the true picture of economic growth
of a country because of inflation or outstanding debt. In order to eliminate the effect of
inflation, the national income is also estimated at constant prices.

NATIONALINCOME AT CONSTANT PRICES

The national income at constant prices is also known as real national income. It is the money
value of final goods and services produced by the residents of a country in a year, measured at
base year's price. Base year is a normal year which is free from price fluctuations. For
instance, if the base year period of a country is 2015 and the national income 0f 2017 is to be
measured according to the base year's price, then the national income of 2017 will be
measured with the prices 0f 2015. The real national income can also be calculated by taking
out the effects of inflation (price change) away from the nominal national income. This is
done by dividing national income by the price index.

National income in 2017
General Price Index in 2015

X100

Real income =

: — 100 i35 ;
Real income = 6.12 trillion x 105 = 4.08 trillion naira

Measurement of National Income
There are three methods of measuring or calculating national Income of a country. These are
the Product, Income and Expenditure methods but these methods arrive at the same answer.

1. Product or Output Method

This method considers the national income from the output side. The economy is divided
into different sectors such as agriculture, mining, manufacturing, commerce, transport,
telecommunications and other services. Hence, it is also known as national income by
sectoral origin.Under this method, we add lhe.values of output produced or services rendered
by the different sectors of the economy during the year in order to calculate the national
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3 Expenditure Method

This approach is derived b.y adding up all expenditure on fi
neasures the total dc?mestlc e>fpend|ture of the economy.

consumption expenditure and investment expenditure. Co
consumption expenditure of the house.:hold sector on g0
outlays of the business sector and public authorities, Whil

the expenditure on the making of fixed capital.such as plant and machine:ry, building and so
on. This method measures the total value of investment and consu-mptlor} expenditure on
goods and services by individuals, firms and the government. It is perpnent to exclude
sovernment expenditure for social security, unemployment compensation and veterans
benefits since they are not spending for a good or.service. The receipts of ?hese amount spent
by government do not provide a good or service to the government in exchange(i Spch
e;(penditures are referred to as government trénsfer payments and must be excllll)dt; Stmt(:i
they do not reflect output of goods and services and their inclusion would rob the to

expenditure of its usefulness as a measure of the value of economy’s output of goods and
services. The expenditure method is calculated thus:

nal output in a yearThe method
It consists of two elements, viz
nsumption expenditure includes
ds and services and consumption
e, investment expenditure refers to

Y=C+I1+G+(X-M)

Where |
C = consumption expenditure
I=investment expenditu.re
G = Government expenditure
X =Exportearnings
M =Imports

——
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demand i$ thus given by AD = (' L, by
yand Lis Investment. Ina lhrcc~:scct()r
occurs when planned output equgy,

NATIONAL INCOME
SECTORECONOMY e
In a two-sector model, aggregalc ¢ (:Il ‘.C
and investment expenditure (1) h,L:cm.(c
consumption and invcslmcnl.‘{\‘gg,l Lj‘ peth

here C is Consumy

AD=Y henee Y= CHLWRCEE S 5 00 ome .
wdel. equilibrium level of nation: ! consists of consumption expendi
ot '1 l liture. And aggregate demand ¢« ~) : ure
anned expenditure. ¢ st (G
planned expenditure. A ' srnment (G).
(C). investment expenditure (I) and gover
Thus, [+G
Y] J
AD C . 0, we have
i AD = Y inequilibrium hence, ¥
Y = C+1+ G.

that we have the following:

Example 1: ,‘l.s's(z‘/ming " 504 0.75Yd
I = 100
o Lol
Yd = Y-T
(1) = Y-0.2Y
= 08Y
Our consumption function now becomes
C = 50+0.75Yd
50+ 0.75 (Y-0.2Y)
= 50 +0.75 (0.8Y)
= 50+06Y
The equilibrium level income is now calculated.
CHI+G = Y in equilibrium
Thus, 50+0.6Y + 100 +40 =Y
Restated as :
Y = 50+0.6Y+100+40
= 50 +100+400.6Y
Y s 190 +0.6 Y
Y-0.6Y = 190
04Y = 190
Y 190/0.4
Y N N475

Ihe equilibrium level of Income is N475 billion
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ffence: y=50+ 0.6Y + 100+ 90

y=50+ 100+ 90 +0.6Y

v-0.0Y = 240

Y("O-(’) =240

0.4Y =240

y=240/0.4

y =N600 billion

nthe four-sector model, we introduce exports and imports and equilibrium level of national
jcome occurs when .planned ou.lput equals planned expenditure. And aggregate‘demand
consists of consumption expenditure (C), investment expenditure (I ), government (G )

expors (X) and imports (M) and the difference between exports and imports is net export
(NE= X-M). Our model now becomes:

Y=C+I1+G+(X-M)
GDP=Y=C+I1+G+(X-M)

Net exports refer to the value of goods and services exported to other countries minus the
value of goods and services a country purchase/ import from other countries. We have
positive net exports when the value of exports is greater than the value of our imports and
negative when the value of our imports is greater than the value of our exports.

Uses of National Income Accounting in Nigeria
1. To know a country's economic progress:
National income statistics helps in determining the performance of the economy
signifying economy's strength and failures. It is a good measurement in knowing
whether the country is progressing or retrogressing economically between a given
periods of time by comparing the national income figures of that country over time.
2, To determine the standard of living of the population
National income gives a rough estimate ofa country's living standards. To determine
the living standard, the national income is divided by the total population and gives
the income per head (also known as the per capita income). The higher a country's
per capitaincome, the higher the country's standard of living.
3. To compare the standard ofliving of one country to another
The per capita income of one country can be compared with that of another country.
The country with a higher per capita income is said to have a better standard of
living than a country with alower per capitaincome.
4. To aid foreign investment

—
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: : : businessmen, students and indiv;
1. National income is of important benefits to indiy; dual

as the figures serves as input to their planning and decision purposes.

h

i gVationalOutput/Income
Problems of Measuring | nd undeclared transactions, Thes,

) The underground economy consists of illegal a : " st
may involve transactions where the goods and services are themselves illega] sucl,

as drugs and prostitution or where the transactions ar:a i llega.l be.cau'se they are o
declar:‘d for tax purposes. It could also be the case of moonllghtmg , Where people
do extra work outside their normal job and do not (!ec.lare the income for ty
purposes. For instance, an electrician employc?d by a bu1ldmg contractor during the
day may rewire people's houses in the evening for cash. Slmlla_r]y, unemployed
people may do causal work which they do not declare for fear of losing benefits,

II) Non-marketed Items: GNP estimates usually exclude some activities such as'do jt
yourself' (washing your car yourself or painting your house yourself) hence, they
tend to understate GDP statistics. Similarly, the employment of people to do
housework will overstate the rate of growth since the housework which was

previously unrecorded now enters into GNPestimates.

Unpaid goods and services: Since consideration is given to only goods andsellvices
for which payments are made, the national income statistics may not give an
accurate figure of the total value of goods and services produced in a country within
the given period of time. For example, if a man employs a cleaner,
payment to the cleaner will appear in the national income. But, if the man were to
do the cleaning himself, no payment would be made to him. In this case the national
income will be reduced because no payment is made for the job done.

1))

IV)  Inflation: Inflation is one of the major problems in national income
accounting. It is the changes in the value of money and upsets the national
income calculation. Due to inflation, the value of national income for
partncul?r year appears to increase even when the production is
giecrgasmg. For this reason, adjustments are made to take out the effects of
inflation if there is to be any meaningful comparison between the nationd
income of one year to another,
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Vil Megal n.ctivilics: Some business activities produce goods and services that ;
deemed illegal and consequently, some amount of income are . d ”}L Mg Lo
activities and these incomes may end up being computed into ”‘wL” :t]i? %I ¥ oTn those

For example, gambling, prostitution, smuggling and so on, SRkhis

1X) ln-.ul(.:quat_c and umjcliable statistics: This is a serious problem in the computation
of national income. The national income may be affected due to unreliable and up to
date data and it may therefore lead to underestimation.

problems of Using National Income Statistics to Measure Economic Welfare
Although, GNP statistics provides a good index for measuring the level of economic
activities in a country, it is however, a poor indicator for measuring economic welfare of a
society foranumber of reasons:

GNP only considers market transactions:- Economic welfare does not depend only on
market transactions but also on non-market transactions. For most developing economics,
non-market transactions forms a substantial part of their economies hence, GNP fails to be a
good indicator of welfare of the people in these countries.

GNP Ignores Externalities :- GNP does not consider social costs of production resulting
from negative externalities due to increase in production. For instance, the flow of f:muents
from chemical industry that spills intorivers, which leads to pollution of water and air insuch
communities may not be captured by national income estimates. Where thgse external costs
exceed the increase in real output per capita generated from such production, then welfare

improvement has not occurred.

GNP Ignores distribution of Income:- Increase in natigqal income of some cdountr@ df:ﬁ;
not translate to improvement in general welfare of the citizens of the gountry ue l‘o nfuc i
inequality. We may have a situation where the increase in real outputor income may accru
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Review Questions _ . .

GDP may not be a good measure of economic welfare in LDCs Discuss?

In measuring national income what items should be excluded to avoid double counting?
Enumerate the problem that could be encounter in measurement of national income.

L) B -

Multiple Choice Questions

L. Construction of railways and roads belong to which part of the GDP formula?
GDP=C+1+G+(X-M).
a. Consumption expenditure b. Investiment expenditure

C. Government expenditure d. Industrial expenditure

)

The value of the output of all goods and services
known as

a. Total output b.
c Gross National Product .

produced within a country in a year is

Gross Domestic Product
Gross National Income

(& )

,\:Z'(;:l"‘ gﬁhc {ollowing is NOT among the problems faced in measuring National
¢} s
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(llegal activities : b. Marketed item
2 Unpaid goods and serviees d. Double counting
-
fthe following is NOT a final expenditure?

Meat purchascd by a restaurant b. A pencil purchased by astudent
Chicken purchased by a household d. Vegetables purchased by ahousewife

which®

b 3.

(oA

phones and laptops l.\-clong to w_hich part of the GDP formula? GDP=C +1+G + (X~ M).

Consumption expenc}nure b. Investment expenditure
: Government expenditure d. Foreign expenditure
\,'1 5 two-sector economy. when consumption is N 40 + 0.9Y and investment is N 50,
b. ‘,‘qunibrium outputis? 3

a.N90 b.N400 ¢. N300 d.N900

3 Suppose the mal{_jin§l propensity to save (MPS) in a three sector model
; value of the multiplier?

Y b.3.7 c.2.5 d.34 e.5.1

a.

is 0.4, what is the

whichofthe following activities constitute part of GDP?

(1) Mrs Johnson picks flowers in her garden

(1) Fruits are sold in the market

(IIT) Patients. hurt in a car accident, are treated in ahospital

(IV) Pensioners do community work for free

(V)Agarage buys spare tyres to sell them to customers next year.

(]

a LI&II bILII&IV  cILIV&V ALIveV e llll& 4
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