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BASIC ISSUE
| S IN
ECONOMIC DEVELOPMENT

| Gome basic concepts related toec ; ‘
" |7y this chapter. What is meant by coone development will be congidercd
| from economic growth, how we can o';n b Gevelopment, how i differs
‘ development, etc. will be discussed. We Shealslure the l('wel o e
od by an economy in its i all also consider the obstacles
fo i § journey towards economic development
Different indices have been developed in ord P ,
its of economic d er to measure how much
the fruits mic development of a country are being enjoyed by
its ;;eople ?r Show much th?.’)’ are deprived from the benefits of
deve opm?n .d c(i)me of such. indices are human development index,
gender-relate evelopment index, human poverty index, etc. We shall
discuss some of these indices also in the present chapter. The concept
of national income is S0 closedy related with economic development.
Hence we shall discuss different concepts related to national income.
We shall also describe how national income of an economy can be
measured. We shall also examine the relation between the level of
cconomic development and the inequality in the distribution of income.
Kuznets’ hypothesis will also be briefly described in this context.

11. Meaning of Economic Development : Key Elements

To follow Gerald M. Meier, economic development is a process whereby real per

capitaincome of a country increases over along period of time subject to the stipulations

' that the number below an absolute poverty line does not increase and that the

distribution of income does not become more unequal. Thus, tl}e definition of economic
development focuses on the increase in income as F}}e objef:tlve .of development.

There are three key elements in this definition. First, it regards :laf:onomm;
development as a process whereby the per capita income rlsgs.t:The 1w:rd ;;ﬁii
implies the operation and movement of certain forces 1m anin erI'FhZ si ac:c
The end result of this process is the growth of national 1{1comee.riod e
and interact on one another, they themselves change over long P

changes in other variables. -eal per capita
come, This is so because economic develop o el rises, money L ational

Boods and services produced in the economy If pmcgs " d services does not ey
Income wil] rise even if total physical volume of €07
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.. but price leve] p
tOtal output falls el rige
y even rise if These cases cannot be treg t: gta

ine in output- o :
f dacline ean a rise in ‘real’ income, Hey

ld m
Opment Shou h uld be . Ce
nition to mean that there sho AN Increag, in

sufficient. If population rises 5 th
] income remains constant, O, E
] national output, then per Cap’it
pita availability of outpyt W]ﬁ
ter rate than population, On}y
lopment is said to occur,

Money national income ma
greater rate than the rate o
‘development’. Economic devel
we take ‘real’ income in our defl
physical goods and services.
Again, increase in nationa
same rate with real output, per
population rises at a higher rate t
real income will fall, rather than ri
fall. So, physical or real output should rise at a gréa

] ) . ic deve
then per capita real income rises and econC_'mlc . .
Thirdly, per capita real income should rise over & long period’ of time. But by,

long ? There is no particular length of this long’ Pel_'iOd' Suﬁl‘ a ? eriod may EXten'd
over two to three decades or even more. Thus, thert_e isnmopa 1cular measure of thjg
long period. We may say that the length of the time period should be such thy

within this time period, all the factors ic development should changg,

related to economu
These factors should act and react on one another so as to produce an end resultofy
rise in per capita real income. Also implied in t

1 output is not
capita rea
han the rea
se. Then per ca

his condition is the idea that the
sustained ; it should be cumulative,

increase in per capita real income should be Lla
Our definition of economic development further lays down.two conditionsor
stipulations. First, the number of absolutely poor should not increase. Secondly,

the inequality in income distribution should not worsen.
These two stipulations have become necessary in view of the recent experiences
of most of the developing countries. In these countries, a sustained rise in per
capita income, though small, has been accompanied by a sharp increase in the
pumber Of, poor and a more unequal distribution of income. Such type of development
is not desirable at all. So, increase in per capita real income should accompany
ggirggs:' in a?gl ultimai};le ei:’in:)ination of absolute poverty. Side by side, the
istribution of income shou e mos i . .
includec%l in the definition of economic d;vztll;;:fr?;lfc: Hence, B9 stipulations e
We should mention that these two ificati . L -
related to the attainment of economqizag\lr(zzl;;iiie 1{}7&172 T P R
stipulations as well. For example, in the definition of 'e mgy add some other
may impose the condition that there should be full em lo 2o omie Covelopmen(e
that economic development should imply a situatio 111) fY.ment. Or we may stipulate
se-rvices like medical and educational facilities drink(i) Increased supply of public
will improve the quality of life of the ordinary p’eo ; g water, housing, etc. This
in per capita real income is the bagic objective of ep e. Ho‘_:vever, the sustained rise
conomic development.

1.2. Distinction between Growth
and Develop
ment

Strictly speaking, ‘growth’ and {4

. = evelopment’ sionifi 4

to 1

: K;{ldleberger, economic growth means more o tg;ﬁ? j

implies both more output and changes in th > While economje development
op

arrangements by which it i e te :
g y which 1t1s produced ang distributedChmcal and institutional

e
ory of Economic Growth’

writes, most often we shall refey only to ‘growtl’ blf
’ Casiong]]
y for the sake of

‘variety’ to ‘progress’ or to ‘development’. toc
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But Friedman considers the two terms as different. He defines ‘growth’ as an
expansion of the system in one or more dimensions without a change in its structure.

But ‘development’, according to him, is an innovative process leading to the
structural transformation of social systems.

Thus, development is a wider term than growth. Economic growth refersto a
quantitative, sustained increase in per capita output accomp anied by expansion in
labour force, consumption, capital and volume of trade. Development includes not
only these quantitative changes but also the qualitative changes in economic wants,
incentives and institutions. Development embraces both growth and decline. An
economy can grow but it may not develop because poverty, unemployment and
mequalities may also continue to increase with growth due to the absence of suitable
structural and institutional changes.

Thus we can distinguish countries which may be growing but are not developing.

An example of this type is the study by Clower of Liberian economy published
under the meaningful title of “Growth without Development.” While growth can
take place without development, the opposite is not generally true for there can be
no development without growth.
. Toconclude, growth implies increase in real income. But development not only
ncludes this income increase indicator of growth, but also other indicators, and
objectives, such as distribution of income, housing, clothing, education, health
faci.]ities, etc. Growth is increase in output, and development is growth plus change.
This change may include any aspect affecting the general welfare of a country.

1~
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ofacounuv)r;la;vﬁénce’ flie baSiC neeas appruvavu suovuld he re -\
the econo .

g e
U
. . development. Barg, iy
complementary to the income-index of p p ;

1.3.4. Human Development Index (HDI) : |
(; . of the important social indicators of economic developmeng "
ne

; he United Nat; he g
‘ HDI) introduced by t lons |) u
Development Index { Human Development Repors pubhsﬁ:sl%mn;:

e (UNDP) in its first :
gll;?il:(f;;n ha(gbeen prepared under the able Sﬁwil:dsmp of I\fL'ﬂlhbub.ullll 19y
ecent years, economists like Hagen, Adelman, Har 150m, Morris, Hick S )
r , n search for an alternative to per capjt, inc’omreeten

- have been 1 .
Burki and others .Morris D. Morris developed the concepg of g PE gy

index of economic development : ! .
anuziii?y of Life Index (PQLI) while economists like Streeten, Hicksg ang gsl%

advocated the concept of a basic needs approach. These attemptsg and wy; i
different economists on similar lines have paved the way for the emel‘gencEngs b
Human Development Index (HDI).
This index defines human development as the process of enlarging
choices. The most critical choices are to lead a long and healthy life, to b egeople’s
and to enjoy a decent standard of living. These three factors may be measuucate
three respective indicators, namely, longevity, educational attainment and s ta,I:d by
of living. The HDI is a composite index of these three indicators. Here, longe _daljd
measured by life expectancy at birth ; educational attainment is meaSuregllt)y
combination of adult literacy (two thirds weight) and combined primary, secong Ya
and tertiary enrolment (one third weight) ratios while standard of ]jvingi; mealsl
by real GDP (Gross Don'lestic Product) per capita (in terms of dollay asured
purchasing power parity, in short, PPP $). A simple average of these threein diper
gives us the desired Human Development Index (HDI). e

1.4. Method of Construction of Human Development Index

iﬁn or;iler to constr.uct the HDI, we have to calculate its component indiceg

- or the colnstrlllmtlon of component indices of the HDI, fixed minimum ami
aximum values have been establj indi

et ablished for each of these indicators. These valueg
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i 1857
. torS Minimum value Maximum value

gndic? ectancy at birth 25 years 85 years

ife lff‘lpi coracy . 0% 100%

Adu pined ErOSS enrolment ratio 0% 100%

Comb b per capita (PPP 9) $100 $ 40,000

Real 5 €0 mponent of the HDI, individual indices can be computed according
a

F(;l:gen oral formula:

toth Actual value — minimum value

Component Index= 3 r imum value — minimum value
ple, if the life expectancy at birth in a country is 55 years, the life

exam ) )
For dex for this country is:

(xpectancy 1t

55"25 :§—9‘ = 050

25_ 25
r?}ii_; index indicates how much of the maximum possible success in the case of
elated variable has been attained by the relevant country.

the e construction of the income index is a little more complex. The world average
me of $ 5,835 (PPP$) in 1994 is taken as the threshold level. Al}y income. a_bove
evel 1s discounted using Atkinson’s formula. The a_rgument is that u1§1hty ?f
income above a certain threshold level will be d.iminishmg. Applying Atkinson’s
formula, the discounted value of the maximum income of $ 40,000 (PPP $) stands

at $ 6,154 (PPP §). i N )
To calculate income index, we shall take this discounted value of income for

the maximum value of income.
We give below an illustration of the construction of HDI. We take the examples

of two countries : Greece, an industrial country and Gabon, a developing economy.

inco
this 1

[ Country Life expectancy Adult Combined Real GDP
(years) literacy enrolment per capita
rate (%) ‘rate (%) (PPP $)
Greece 77.8 96.7 82 11,265
Gabon 54.1 62.6 60 3,641
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60-0 60
— =—— =(.600
Gabon = 7703 = 700

Educational enrolment index : e
Greece = (2 x 0.967 + 1 x 0.820) * 3= 275::;:8:11.?
Gabon = (2 x 0.625 + 1 x 0.600) + 3 =1.850+3=0.

Adjusted real GDP per capita (PPP $) index:
Greece’s real GDP per capita is $ 11,260 (PPP$). It is above the thregh)

dley,
The adjusted real GDP per capita for G?ee.ce would bih$ ii]gsz (PPP g) ag pzl;
Atkinson’s formula. Gabon’s GDP per capita is less than the threshold Jeye 8o,
needs no adjustment.

5982100 5,882

- =—"——=0.972
Greece 6,154—100 6,054
3641-100 3541 _ .,

Gabon = 6154100 ~ 6,054 . _

The HDI is a simple average of the life expectancy index, e-dl.lcatlopal attainmey
index and adjusted real GDP per capita (PPP $) index. So, it is derived simply,
dividing the sum of these three indices by 3.

. L —
Country | Life expect- Educational Adjusted rea% HDI
ancy index attainment GDP per capita
index (PPP §) index )
Greece |  0.880 | 0.918 0.972 0.923
Gabon 0.485 0.617 0.584 0.56LJ

Source : UNDP, Human Development Report, 1997, p. 122,

The HDI value for any country indicates the progress it has made towards the
maximum possible value of 1 and how far it has to go to attain certain defined
goals : an average life span of 85 years, access to education for all and a decent
standard of living. Countries with an HDI value below 0.5 are considered to have
a low level of human development, those having HDI value between 0.5 t0 0.8
medium level, and those above 0.8 a high level of human development.

The Human Development Report, 2016 presented the HDI values and rankings
for 188 developed and developing countries. This ranking has been prepared on the
basis of relevant data for the year 2015.

Out of them, the report places 51 countries in the very high human
development category. In this category, there are developed countries like
Norway, Canada, USA, Japan, France, Hungary, Germany, Denmark and
UK. In the high human development category, there are 54 co’untries In this
category, there are countries like Mexico, Malayasia, Bragj] China ett:‘ In the
medium human development category, there are 49 countrie,zs Nota;ble ;:lmong
them are Paraguay, Bangladesh, Pakistan, India, e, In .the low human
development category, there are 41 countries. In this category, there e ntries
like Nigeria, Afganistan, Sudan, Uganda, Ethiopia, efe. I,ndia a.rteh cou e
value of 0.624 makes a lowly 131 in terms of HDI. Ching A WlS a]I_,l 5
are well ahead of India in terms of }}uman development, Chinae}l:asr; ne}-rllDI
;/2111111{2 %f69.738 and it is ranked 90 while Sri Lanka with ap HDI value of 0.773
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B

The HDI table shows that countries with similar per capita income may
different HDI values, and countries with different per capita incomes
avehave similar HDI values, Thus, the HDI ranking of countries may differ
o ificantly from their ranking by per capita income. If a country’s GDP rank
,Slgn- her than its HDI rank, it implies that the country has further potential 1
5 h'l Elproving the standard of living of its people. But it has been less successful i
for 1mwerting its economic prosperity into better lives for its people. On the
:,Izlfer hand, if a country’s HDI rank is higher than its GDP rank, it implies it

that the country has effectively made use of its income to improve the lives of | |

its people- SAPETIY

TR

gDI Value and Ranking of Some Selected Countries, 2015

HDI HDI Real GDP | Real GDP | Real GDPper |

value Rank per capita | percapita | capita Rank i

Country PPP$), | PPP$) | minus HDI i

2011 Rank Rank * |

’\;;;;r High Human Development : I}

 Norway 0.949 1 67,614 6 5

(Canada 0.920 10 42,582 22 12

USA 0.920 10 43,245 11 1 l

UK 0.909 16 37,931 26 10

Japan 0.903 17 - 37,268 27 17 |

High Human Development : |
Malayasia 0.789 59 24,620 72 -13
Sri Lanka 0.766 73 10,789 94 21
Mexico 0.762 77 16,389 68 -9
Brazil 0.754 79 14,145 78 -1
China 0.738 90 13,345 83 -7

Medium Human Development :

Paraguay 0.693 110 8,182 113 3
India 0.624 131 5,663 124 - -4
Bangladesh 0.579 139 3,341 147 8
Pakistan 0.550 147 5,031 137 -10
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The HDI is an alternative measure of development which supplements
than supplants the GNP measure of economic development. The index sty it
.human development which puts people at the centre stage. Mere rise ip essesp .
income does not ensure human development which means a process of Ez i
people’s choice. There are many human choices that extend far beyond per pap 0
income or any other measure of economic well-being. Knowledge healt% I Ca]plta
physmal environment, political freedom and simple pleasures of life ax,'e not.d . cde .
gn H}come. It is the use of wealth and not wealth itself that is decisive o?;fl?m?;
¢ :;le V:é);nite}zlnits. 1‘3’;{12}1?;:0;% :{Zi Jie‘lghtly.warrgs, “Unless societies recognise that their

, xcessive obsessi i ] ]
can obscure the goal of enriching human life.s”S}I(‘)IIlleWI-llt];lIcir: ?lﬁtani;}ll?:t:tigla‘;?ﬁ

the means of development.

may be descrihad an .. . - i ine0I08
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5 pefinition of National Income

money value of all final goods an : .
gl;y all productive units of an econofn;eirsvfzsw\?:)duced. -
?re e of that economy. It is a flow and not a stock e,
incom - £ : 2 stock or fund. Marshall has

en & definition o natmnal. Income. {chordmg to him, the labour and
capital of a cou_ntry acting on its natural resources produce
annuauy a .certan.l net aggregate of commodities, material and
immaterial, 1nc_31ud1n'g services of all kinds. The money value of this
net aggrega}?e is national income. Prof. Hicks has given a definition
of national income. According to him, the national income consists
of a collection of goods and services reduced to a common basis by
peing measured in terms of money.

National income can be looked at from three standpoints. First, national
income can be regarded as the sumtotal of goods and services produced in the
ecONOMY during a given year. The money value of these goods and services
represents the national product or national income of the country. Secondly,
national income can be regarded as the sumtotal of incomes earned by all the
earning units of the economy. There are four factors of production, namely,
land, labour, capital and organisation. Their respective incomes earned in the
production process are : rent, wage, interest and profit. Hence, national
income is the sum of wage, rent, interest and profit earned during a given
period of time.

Thirdly, national income can also be regarded as the sumtotal of expenditure
on national product. This is also known as national expenditure. National
expenditure is the sum of total consumption expenditure and total investment
expenditure. The income earned by the individuals is partly spent to purchase
consumer goods. This part is known as consumption expenditure. The other part
which is not spent on consumer goods is used in the production process. This part
is known as investment expenditure. Thus, the sum of total consumption
expenditure and total investment expenditure gives us the national income earned

1.1

during a period of time.
It can be seen that there is no distinction among national income, national
1 i 1 .o 1 e A hcaen AN AL A HlhwAan AT AAT +ao wafar+n tha cama thina
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the output of wheat is included in the output of floyy,

¢ output of wheat and also the value of output of floyy, th:’ ity,
of wheat which goes into the production of flouris adqs q tvr,l-th?t

te. Such multiple counting will have to be avoideq jj, i (;Ze iy
Tl

Thus, a part of
take the value 0
part of the output
the national aggresa

e at the GNP total. ' r =
arr}I\": ;’ oid this type of multiple counting there are two methods : one g ¢

product method and the other is the value added mdeiflhotg.t{ln the fina] Prog,
ducts are divided into two groups accoraing €1r use, A py,
method, all pro final use. If a product prodyce d‘}l‘ia
year goes into the production of another product during the s:}me yearandig,
up, it is called intermediate use. All other uses are called final use. Thyg ;;
commodity is consumed or if it is stored or if it 18 exported, it represe.n.ts a fing
use. Multiple counting can be avoided if we take the values of commoditieg whigy

go into final uses only.
In the value added meth

©fing)

od, we take the value added at each stage of producty,

and add together the values added in the year by all productive units. The yay,
added by any productive unit is the difference between the total value of Outpy
produced by the productive unit during a year and the value of raw ma_teria]s that
have been drawn from the production of the current year and used up in the sap,
year. The value of raw materials drawn from past stock is not d.educted. Similarly
the value of raw materials drawn from current year’s production but not useq up
is also not deducted to get the value added.

Thus, the sumtotal of values of products going to final uses or the sumtota] of
all values added gives the GNP of the year. The size of the GNPindicates the totg]
value generated in the economy during a year. If we deduct the depreciation of
capital (or the cost of raw materials drawn from past stocks) from the GNP tota],
we get the net national product (NNP) total. The NNP total represents the
contribution of the productive activities of the country during a year.

While calculating the money values of different products we can take the market
prices for valuation. We then get gross national product at market prices. Since
indirect taxes are included and subsidies are excluded in market prices, the gross
national product at market prices includes indirect taxes and excludes subsidies.
If we deduct indirect taxes collected by the government and add subsidies givenby
the government to gross nation.al product at market prices we get another measure
of gross national product. It is known as gross national product at factor
cost. In the same way, net natloqal pro.duct can also be evaluated either at market
prices or at factor costs. By natlongl Income, we mean net national product at
factor cost (NNP at factor cost = national income or NI)

1.16.2. Gross National Income and Net National Income

. We kx}ow that gross nationa;1 income of a country during a year is the sumtotal
of gross incomes accruing to the earning units o .

through market transactions. In the censngxs of incofr‘rf(}e1 fnzzﬁggr}t,hiurmg thiiﬁ‘;‘;’i
income is obtained by taking the sumtotal of incomes earned b’y all S nits

However, only those incomes are included which accrue due to the ez;:.rg ngt‘.l * m
the production process. Participation in the production process tak. e 1 mlpi:o h
the supply of factors of production. Thus, gross national Income (ia S:Jhace t OF gll
factor incomes, such as, rent, wages, interest and profit. Thus Sgro:SSl::ti(:);al

Scanned with CamScanner



¢ 18SUES IN ECONOMIC DEVELOPMENT
; 35

o= rent + wages +interest + profit. If depreciation of capital goods i
e~ national income we get net national income, Thus negt natilgr?u})jcram
f " qual to gross national income minus depreciation. , Ao

S " .
1.16.3. Identity between Net National Product (NNP) and Net National Income (NNT)

The net national product of an economy during a year is equal to the differenc
petween the value add(?d (or the value of products going to final uses) and th:
ie preciati_on cost of capltz'il goods. On t}}e other hand, net national income is the
sum of allincomes earned in the p.roducnon process less depreciation cost of capital

sods. It can be seen tl_lat net national product of a country in a year is identically
equal 0 net national income of the country during the same year. This identity
petween NNPand NNI can be shown as follows : Any production has always two
sides— the product side and the income side. When we consider the product side
we get the creation of value in the production process. On the other hand, if we
consider the income side we get the distribution of created value among the

articipants in a production process. Since the total value created is distributed
among the participants, both of them represent the same thing looked at from two
different angles. The NNP and the NNI represent the two sides of the same coin :
the contribution of productive activity of the economy during a year.

The identity between the NNP and NNI can also be shown in an alternative
way. We know that total value of output = cost of production + profit. Now, cost of
production = cost of raw materials + depreciation cost + factor cost for payment of
rent, wages and interest. Raw materials used in the production process may come
from two sources : current perio d’s production and accumulated stocks. Accordingly,
cost of raw materials = cost of raw materials drawn from current production +
cost of raw materials drawn from past stocks.

Therefore, value of output =cost of raw materials drawn from current production
+cost of raw materials drawn from past stock + depreciation cost + factor cost for

f rent, wages and interest + profit.
aterials drawn from current production

k + depreciation cost + factor cost for

payment o
Therefore, value of output —cost of raw m

= cost of raw materials drawn from past stoc
payment of rent, wages and interest + profit.
Or, GNP = cost of raw materials drawn from past stock + depreciation cost +

factor cost for payment of rent, wages and interest + profit.
Now, cost of raw materials drawn from past stock and depreciation cost taken

together may be called depreciation in wider sense.
Therefore, GNP = depreciation in wider sense + factor cost for payment of rent,
wages and interest + profit.
Or, GNP — depreciation in wi
Or, NNP = NNL

der sense = rent + wages + interest + profit.

mestic Product and Net Domestic Product (GDP and NDP)

1.16.4. Gross Do
Gross domestic product (GDP) is the sumtotal of money values of all final goods
and services produced within the geographical territory of a country in a given
financial year. If we subtract the depreciation of capital from this GDP, we get net
domestic product (NDP). Thus, NDP = GDP — D. Both GDP and NDP can be
ices or at factor cost. To get GDP at market price,

measured either at market prices : .
we have to multiply the quantities of goods and services produced within the

ma

£
-l
<F 3
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heir respective prices and they aq

. itory of the country by thei o - dy
geographical t;l;f: ;yaiket price. Substracting depremgg; ﬁ;‘)m ltl,{We get ng
Thus we get G Again, subtracting indirect taxes from D at.maI" 6 Prige y
Bl H%arke? Ijﬁ,ﬁs vge ge’t GDP at factor cost. Sunllariy, sl(l)stl‘ac g Indiree taxg,
?ddmrglg% :;d adding subsidies, we get NDP at factor cost.
rom

16.5. Gross Domestic Product and Gross National Product (GDp & Gnp
1. oJe

: is the sumtotal of money values of g fina]

Gros_q,.domeszlglf;gg:sittfi;f ﬁ)le geographical territory of a count durip, ;
and services pgn the other hand, gross national product (GNP) Is the Sumtoty)
financial :i’ear- f all final goods and services produced by p.roductlve resourceg o
money vz ue,i 0 a financial year. In this case, the production may occur Withip 2
coun_'(:lrythuneog aphical boundary of the country. In the case of an 0pen econgp '
?tzt?;}fabi:aitsgieceive some income from abroad. Similarly, they haVe'to Py
some money to the foreigners. The difference of the two may be. called net incon
from abroad. GNP= GDP+ net income from abroafi. If thls'net Income is DOsitive
then GNP > GDP. If this net income from abroafi 1S negatlvg, then GNP < GDp
In a closed economy, there is no foreign transaction. Hence, in a cloged econopy,
GNP= GDP. Again, subtracting depreciation from GNP and GDP, we get NNp
and NDP respectively. Hence, in a closed economy, NNP= NDP.

1.16.6. Personal Income (PI) and National Income (ND)

Personalincome is the sumtotal of incomes actually received by all individua)g
of a country during a year. This is not equal to the net national product. In the
accounting of personal income, undistributed profit of the companies, i

ounting. So, to get
personal income, we have to add such transfer bayments to national income, Thus,

personal income = National income — (undistributed profit + social security
payments + institutiona] payments) + Transfer payments,

1.16.7. Personal Income and Personal Disposabie Income

Personal income is the sumtotal of incomes actya]]
of a country during a year. On the other hand,
amount of money available to all individuals
all of thejr incomes. They haveto

= Persona] Income — Direct

personal taxes (i.e., income tax, personal broperty tax, etc.).

1.16.8. Per Capita Income

Per capita income of a c

ountry is equal to the ratio of national income to total
population of that country. Thus, dividin

! 'INg national incom e of a country by its total
Population, we get per capita income Le.,

@ Nationa] j
Per capita income = 4% income

Total population at the miq - year

s
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ational income 1s money nationa.l income, we get per capita money
i n - tional income refers to real national income, we get real per capita
come- I’i“ 1r1lis real per capita income is taken as the indicator of economic
for economic development, real national income should increase

oater rate than population.

atag;G g, Money National Income and Real National Income

5 ;1culating national income we multiply the quantities of different
o cd'ties by the respective prices in order to arrive at the national income
m;nlorder to calculate national income of a particular year, if we take the

" of the same year, We get national income at current prices. This is also
FGEs 5 money national income. Thus, if we take the quantities of commodities
known:d in 2010 and the prices of these commodities in 2010, then we can get
profilifal income of 2010 at current prices. This is also known as money national
;it;;e of 2010. In this way, we can calculate the money national income for each

in

deveIOP

real national income we mean the real quantities of goods and services

in the economy during a given period of time. It is this real national
hich is an indicator of the economy’s productive potential. If the same
in 2011 as in 2010, then it can be said that the
real national income has remained the same between 2010 and 2011. However, it
;s not possible to know whether real national income remains the same or ngt by
looking at the figures of money national incomes for different years. This is so
pecause even if the real quantities of goods and services produced in the economy
remain the same, prices may increase or decrease and, as a result, money national
income may change. If the price level remains the same between 2010 and 2011,
then if money national income is higher in 2011, it can be said that real national
income increases between 2010 and 2011. But if the price level increases between
2010 and 2011, then higher money national income of 2011 may not indicate
higher real national income. Thus, from the data of national income at current
t is not possible to say whether real national income increases or not.

year .
By
produced

income W -
amount of quantities are produced

prices, 1

1.16.10. Methods of Measuring Real National Income

There are two methods to determine whether real national income is increasing
or not. The first way is to calculate the money national income of different years
not on the basis of prices prevailing in different years but on the basis of prices
prevailing in a particular year called the base year. For example, suppose we are
calculating money national incomes of 2012, 2013, 2014, etc., by taking the
quantities produced in respective years but by taking prices prevailing in the base
year, say, 2011. These national income figures are known as national incomes at
constant prices or real national incomes of the respective years. Since prices remain
constant, if national income at constant prices goes up, it definitely indicates an
increase in the production of goods and services.

The second method of determining the real national income from the money
national income is to use the index number of prices for eliminating the influence
of price change in money national income. An index number of prices represents
the change in the average level of prices in a particular year compared to a base
year. For example, if the index number of prices of 2012 with 2011 as base is 200,
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ge, prices in 2012 are double the pw ON%

itindicates that on the avera

can construct price index numbers for different years taki

the base year. For example, we can construct price indey numy,

2013 or 2014 with 2011 as the base year. °TS for 2012
By dividing the money national income of g particulay yearhy ¢ &

number of that year (without the multiplicative constant 100), Weegprice index

national income of that year. Thus, if the price index Numbey of 2019 e the
base is 200, then dividing the money nat;

I‘mes s
Ilg a part. ln 2011.W
§

eyl
&

LY

- : onal income of 2012 by 2 W:’lth 2011?:
real national income of 2012. This process of division by the Price ing G Bet
known as deflating. X Dupyp, ¢

i
1.17. Measurement of National Income

National income can be regarded from three

standpointg. Fi
duct. Secondly, it 1 ot

s the incomeg of al,l :: . the

. t NNP at factor cost. By
national income we generally mean this NNp at factor cogt,

be kept in mind.
1. Only the final products should be include
income. Intermediate products shoulq

will be double or multiple counting apn

will be inflated. One way to avoid thj
counting is the value added method. I

d in the estimation of national
be excluded. Otherwise, there
d the figure of national income
§ problem of double or multiple
N this method, we take the value




UES IN ECONOMIC DEVELOPMENT 26
S

d at each stage of production and add them y

adde alue of the final product. : .
the vld stocks of goods of the same year l.e.,, 1nventories are to be
2 gﬁizd at the existing market price and should be included in the GNP

gytaﬁs consumed by the producers themselves should be included in
00

p. This will give us

3' tional income. These goods are to be valued at market prices at
ne ich similar products are sold in the market,
ghrlvices of owner-occupied houses are to be evaluated on the basis of
4, »€

imputed rents, i.e., rents of similar houses that have b
o d out. It should also be included in the GNP total.
rent® lues of household services rendered by the members of the family

2 The :aincluded in the GNP total. But the value of services rendered by

e n&) workers in the household sector is to be included. Wages paid to
pz:;h workers are taken as the value of such services.

6 ;n the case of self-employed persons, the values of their services are to

" pe included in the GNP total. .

7. Public services, such as defence, police, etc. have no market. But such

. services should be included in the GNP total. The cost of provision of

such services is taken as their values.

In this way, some of the problems of valuation of non-marketed‘goods are
overcome in the product method. We take the money values of all final goods
and services produced dur’ing the year. Adding them, we get GNP of the
country. Subtracting depreciation of capital from GNP, we get NNP or net
national income of the economy.

In the census of production method, multiple counting of the same product
may arise if we take the total value of each and every product separately. To avoid
this multiple counting, two methods are available : Oneisthe value added method
and the other is the final product method.

Inthe value added method, we take the value added at each stage of production
and add them up. The value added by a productive unit is the difference between
the total value of its output of the year and the value of all raw materials that have
been drawn from the production of the year and have been used up. The value of
raw materials drawn from the accumulated stocks is not deducted and the value
ofraw materials drawn from current year’s production but not used up in the year
isalso not deducted.

In the final product method, all products are divided into two categories :
intermediate goods and final goods. If a product produced ina yearis employed
and used up in the same year as an input it is called an intermediate use, All other
Uses are final uses. All final uses are taken into :%lccounif and all intermediate uses
areexcluded in the final product method to avoid multiple counting,

evalue added method and the final product method g1ve us the same figure
fthe GNP total. The equivalence of the two methods can pe shown as follovsts g
*UPpose in an economy wheat is produced worth ¥ 1,000 dunn_g ayear. The entire
Wheat ig transformed into flour in the same year and thfa flour is valugd at¥ 1,500.
UPDose also that the entire output of flour is used up in the production of bread
ting the same year and bread is valued at ¥ 2,600. If we add up the value of

een actually

h
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flour and the value of bread we have multiple g Wy
me::iizig f:;lllll:azfis included in the value of ﬂour.' a.nd lthe Value‘ of 01111?1:,81 be%&e
in the value of bread. Hence, the valu_e of whe]?t is t1}111c u;lled thrice While }?Clll

of flour is included twice. To avoid this, we t(aild ede.l ;izft evalue Fhrey wehv
the final product in this case or thc.a values added in er.ent stages ofpy , Ic.h'
Value added in wheat product1'on 1s¥ 1,000, vfalue added 1g the pro d“ction \ fch%
is ¥ 500 and the value added in the production of. bread is 31,000, Heng, ey
value added is¥ (1,000 + 500+ 1000) =X 2,500. Again, the valye ofo > botg

T Utput
is also X 2,500. Thus, we arrive at the same figure in both the Methogs, of bread

1.17.1.A. Value Added Method : Exposition by an Example

Inthe census of production method, we should add the val
and not the intermediate products in order to get nat; .
there will be double or multiple counting. To avoid this, we may fo[]oy they
added method, as prescribed by Samuelson. In this method, we estimate th,
produced in each stage of production and add them up. Thus we gett
of the product.

To clarify the argument, we give an exa
of X 5. The final product obtained from
wheat is brerfd and its value is Value Added Method

ues of the od
onal income Othe Uety
3
alye
Valu
he fing| valu:

mple. A farmer produces wheat Worth

% 12. Again, when wheat becomes Stage of Sale Valig
flour, its value is ¥ 8. So the value production| Receipt ) added ®)
added is ¥ 3. Similarly, when the flour —
becomes bread, the value added isZ4, | Wheat 5 0

So, the total value added is B+4)= Flour 8 3

% 7. Hence, the value of the final | Bread 12 L
product = initial value + tota] value | Total — 7
added=%5+37=% 12 which isequal

to the value of the bread. Thus the final
method give the same result. Whereas the
output through each process, the final pro
at the end of the production process.

1.17.2. Census of Income Method, or Factor Payments

To measure national income by the census of inco
census of all the earning units of an economy. An earning unit may be an
individual or an institution. Now, incomes of all earning units are added up
to get the national income of the economy.

Let us assume that production takes Place only in firms. Individuals
supply different factors of production l.e., land, labour, capital and
organisation. As a result, they get factor incomes. These incomes are rent;
wage, interest and profit respectively. Hence, national income which is the
income of all earning units, is equal to the sumtotal of all rents, wages
interests and profits. Thus, national income = Rent + Wage + Interest *
Profit. Here national income is obtained by adding the factor incomes. Hence,
the method is known as factor payments total,

In the census of income method, the following points should be
noted :

product method and the value added
value added method counts the flow of
duct method counts the flow of output

Total

me method, we makea
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IN E
not be included in the national income. Such
hout receiving any service in return.
ete. should not be included in

psfer payments should.
Tra ents areé made wit
10yment benefits, pensions, reliefs,

ncluded in the national income. Capital

y productive service.
d be counted in the calculation

nati .
tho 12 " ains should not be i
ail;s are earned without rendering an
Igjandistributed profits of the firms shoul
3. of national income: .
d houses should be included in the

[mputed rents of owner-occupie
4

na(;ionall income accounting.
Household services rendered by the me
which no payments are made, are not included in the computation of

national income. If, however, domestic servants are employed in the
household sector, payments made to such domestic servants should be
included in the national income total.
Receipts from the sale of assets should not be treated as income in the
calculation of national income. Thus, if a person sells a house or a bond
the receipt should not be included in the national income total. We have
ready said that the capital gains, if any, from such sale should not
d in the national income total. However, the current flow
of income from 2 house or a bond or a patent right is the income to be

included 1n the national income total.

7. Receipts from illegal activities (forger
included in national income.

g. The goods or services which are not traded in exchange of money, are

excluded from national income accounting.
9. Only the net incomes of individuals or institutions sh

account.
The census of incom
lisadvantage is that in this me

mbers of the family and for

al
also be include

y, theft, etc.) should not be

ould be taken into

e method is easy and simple to follow. However, its chief
thod we have to identify at first all the earning

units of the economy. Those earning units will be considered who earn income due
to participation in the production of goods and services. An earning unit may bean
individual or an institution. There is a large number of earning units in the economy
and we have to collect the necessary data from all these units. This requires much
time and money. For this reasom, another method of national income accounting
is used. [t is known as the census of production method. We shall now consider

this method.

1.17.3. Expenditure Method, or Consumption-Investment Total

What is cost or expenditure to one, is income to another. So, national
income = national expenditure. Let us assume that there are only two groups
in the economy : households and firms.a. We further assume that households
make consumption expenditure (C) while flrms make 1_nvestment expenditure
(0. So, gross national product = Gross I}at}onal expgndlture = C + 1. If we want
to get NNP, we have t0 deduct depreciation of capital from GNP. So, NNP =
GNP D= C+1- D=C+ net I. If we assume that there is government

3363-16
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en GNP = Gross national expenditure =C+7, '
D=C+NetI+ G. Again, if we assume gy, G Sim;

then to get GNP, we have to add the value of expO‘rts X) to i 1\?1311 e%tll;%’
the value of imports (M) is to be subtracted. Thus, in an —— Sy ijai?, .
\

= E=C+I+G+X-— M. Again, subtracting depreciati, nomy‘ ’
GNget NNP, i.e., NNP = GNP-D or, GNP= NNP + D 1 from GN}SNI"

expenditure (G), th
NNP=C+I1+G-

may

P W we— S N

SUMMARY

B 1. Meaning of Economic Development : Economic deve] ;
a process by which real per capita income of a country rises over g ] 0 Inen'tis 1
of time together with structural change in the economy. Ong Deyjg:
m 2. Distinction between Growth and DeveIOpment . R
growth means increase in output while development is growth [;lu

This change may include any aspect affecting the general welfare of s change.:

B 3. Indicators of Economic Development : There are fa County,
indicators of economic development : per capita income, physical Our gy
life index, basic needs approach and human development index Qality 7

i | 4 Human Development Index (HDI) : HDI is a Compo.site ; j
o three indicators, namely, longevity, educational attainment and st ¥
fj living. Her e, longevity is measured by life expectancy at birth Edanda.rd"f-
attainment is measured by a combination of adult literacy (two t.h' d:cah-o e
and combined primary, secondary and tertiary enrolment (one thlfr q Weigh)

ratios. Standard of living is measured by real GDP per capita (in t:vriihz

dollar as per purchasir}g power parity, in short, PPP$). HDI is a Simple

(!()nOmic

economy), etc.

B 7. Obstacles to Economj
ecopomic development are : lack of capit
agr.lc.ulturaI constraint, ht'lman resource é:)lna}: : . int$
political and administrative obstacles, e AR, socio-cultural constreit

B 8. Basic Factors of Economic E}e ¥ .i
for Economic Development : ManroWth
development of a country. Thege factoy i
categories, namely, economic factors aflsdn:la

s Or, GGeneral Requireme“t,sé
Ors are required for econOmIG*%
Y broadly be divided into t¥*,
OD-economic factors. The malﬂl

2|

* & ]
¥
]
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