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                                                           National income means the value of goods and services 

produced by a country during a financial year. Thus, it is the net result of all economic activities 

of any country during a period of one year and is valued in terms of money. National income is 

an uncertain term and is often used interchangeably with the national dividend, national output, 

and national expenditure. National Income is the total amount of income accruing to a country 

from economic activities in a fixed period of time (i.e., One Year). It includes payments made to 

all resources either in the form of wages, interest, rent, and profits. The progress of a country can 

be determined by the growth of the national income of the country. There are mainly two types 

of view to define national income.  

(i) Traditional Definition, 

(ii) Modern definition 

Traditional Definition 

According to Marshall: “The labour and capital of a country acting on its natural resources 

produce annually a certain net aggregate of commodities, material and immaterial including 

services of all kinds. This is the true net annual income or revenue of the country or national 

dividend.”  

The definition as laid down by Marshall is being criticized on the following grounds. Due to the 

varied category of goods and services, a correct estimation is very difficult. Because, there is a 

chance of double counting, hence National Income cannot be estimated correctly. 

For example, a product runs in the supply from the producer to distributor to wholesaler to 

retailer and then to the ultimate consumer. If on every movement commodity is taken into 

consideration then the value of National Income increases.  

A,C.Pigou defined national income as “ That part of objective income of the community, 

including of course income derived from abroad which can be measured in money”. 

Though Pigou’s definition avoided the fallacy of double counting and included income from 

abroad it suffers from the defect that only goods and services that can be measured in terms of 
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money are included in national income. According to Pigou, a woman’s services as nurse would 

be included in the national income but excluded when she worked in the home to look after the 

children because she did not receive any salary for it. 

Modern Definition  

Simon Kuznets defines national income as “the net output of commodities and services flowing 

during the year from the country’s productive system in the hands of the ultimate consumers.” 

 Whereas, in one of the reports of United Nations, national income has been defined on the basis 

of the systems of estimating national income as net national product (NNP). There are various 

concepts pertaining to national income are as follows:  

Gross Domestic Product (GDP) 

Gross domestic product relates to the product of the factors of production employed within the 

political boundaries i.e., within domestic territory. It is defined as a measure of the total flow of 

goods and services produced by an economy over a specified time period, usually a year. All 

value of intermediate products is excluded. So only the market value of final products is included 

to define GDP.   

Gross National Product (GNP) 

Gross national product is the total measure of the flow of goods and services at market value 

resulting from current production during a year in a country, including net income from abroad. 

GNP= GDP + Net income from abroad(X-M) , where X= Export, M= Import 

If the value of (X-M) is negative then, GDP > GNP 

Net National Product (NNP) 

Net national product is considered a true measure of national product or income. It is defined as 

GNP minus depreciation or capital consumption allowance or wear and tear. 

NNP = GNP – Depreciation 

Unlike GDP, GNP, net national product (NNP) may also be categorized as: 

NNPmp  (Net national product at market price) : Net national product at market prices is net 

value of final goods and services evaluated at market prices in the course of one year in a country  
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NNPfc (Net national product at factor cost): Net national product at factor cost is the net output 

evaluated at factor prices. It includes income earn by factors of production through participation 

in the production process such as wages and salaries, rents profits etc. NNP at factor cost is also 

called National Income. 

NNPmp = NNPfc – S + (IT+ GS) or, 

NNPmp = NNPfc – subsidies + (indirect tax+ surpluses from government enterprises)  

NNPfc = NNPmp + S - (IT+ GS) or, 

NNPfc = NNPmp + subsidies - (indirect tax+ surpluses from government enterprises)  

Normally, NNP at market prices is higher than NNP at factor cost because indirect taxes exceed 

government subsidies. However, NNP at market prices can be less than NNP at factor cost when 

government subsidies exceed indirect taxes.  

Some other concepts of national income 

Private income: Private income is income obtained by private individuals from any source, 

produce or otherwise and retained income of corporations. It can be obtained from NNP at factor 

cost by making certain additions and deductions. 

Private Income = National income (NNP at factor cost) +Transfer Payments + Interest on  

                        Public Debt – Social Security – Profits and Surpluses of Public Undertakings.  

Personal Income: Personal income is the total income received by the individuals of a 

country from all sources before direct taxes in one year. Personal income is never equal to the 

national income because the former includes the transfer payments whereas they are not included 

in national income. Personal income is derived from national income by deducting undistributed 

corporate profits, profit taxes, and employee’s contributions to social security schemes. Personal 

income is differs than private income actually it is less than private income because it excludes 

undistributed corporate profits. 

Personal Income = National Income – Undistributed Corporate Profits – Profit Taxes – Social  

                                   Security Contributions + Transfer Payments + Interest on Public Debt.  

Disposable Income:  Disposable income or personal disposable income means the actual 

income which can be spent on consumption by individuals and families. 



Disposable Income = National Income – Business Savings – Indirect taxes plus Subsidies –  

                                    Direct Taxes on persons – Direct Taxes on Business – Social Security  

                                     Payments + Transfer Payments + Net Income from Abroad (X-M). 

Real Income: Real Income is the income expressed in terms of a general level of prices of a 

particular year taken as base year. National income in terms of money at current prices does not 

indicate the real state of the economy. So the concept of real income has been propounded to 

rectify such illusions. This is also known as National Income at constant prices. 

Real NNP = NNP for the Current Year Multiply with Base Year Index (100) Divided by  

                    Current Year Index. 

Per Capita Income: The average income of the people of a country in a particular year is 

called Per Capita Income for that year. 

Per Capita Income for 2011 = National Income for 2011 divided by Population in 2011 

This concept enables us to know the average income and the standard of living of the people.   

But it is not very reliable due to unequal distribution of national income exist in every country 
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