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NATIONAL INCOME

ational income is the money value
Nof all final goods and services pro-
duced by a particular country in a
particular period of time (usually one year).

The size of national income
of a country is very important. Because it
influences the level of employment, the level
of output and people’s standard of living.
Usually an increase in national income will
lead to more jobes, more out put (income)
and a better standard of living.

In Sri Lanka, national in-
come is calculated by the central bank. De-
partment of census and statistics also cal-
culates the national income in Sri Lanka.

— —— — — I — — ——— — — —

Agriculture. forestry and fishing
Mining and Quarring
Manufacturing

Construction

Electricity, gas,water and sanitary services.

Whole sale and Retail trade

Transport, Storage and Communication
Banking, Insurance and realestates
Ownership of dwellings

Public administration and defence
Other services.

Gross Domestic Product

(+) Net Factor Income From abroad
Gross National Product.

MEASUREMENT OF NATIONAL INCOME
There are three methods to calculate the
national income. They are

1. Output method.

2. Income method and

3. Expenditure method.

In Sri Lanka, the central

bank calculates following ways.

1. Output method and

2. Expenditure method.

OUTPUT METHOD

This method approaches
national income from the output side accord-
ing to this method, economy is divided in to
different sector such as agriculture, indus-
try and service sector. Then the national
income is found out by adding up all final
goods and services produced by every sec-
tor. The following table shows the out put
method calculation.

— — S — — — — — —— —

25000.00
4000
12000

9000  25000.00
1000
21000
12000
6000
4000
4000

2000  50000.00

100000.00

- 3000.00

97000.00

INGAM B.B.A (Hons) Di
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NET FACTOR INCOME FROM ABROAD
Domestic people may invest in for-
eign countries. These people are entitled to
receive interest, profit and dividends from
abroad. These incomes are called “ Factor
income receiving from abroad”. Similarly
the foreign investors can invest in local en-
terprises. Foreign investors are entitled to
receive interest, profit and dividends from
that country. These incomes are called “Fac-
tor income sending to abroad”. The differ-
ence between factor income rece civing from
abroad and factor income sendmg to abroad
is“net factor income from abroad’. It will
either be positive value or negative value.

GROSS DOMESTIC PRODUCT.

Gross domestic product is the
money value of all final goods and services
produced in a political boundary of a coun-
try in a particular period of time. It is pro-
duced in political boundary of a country but
it is produced by both domestic factor and
foreign factors.

GROSS NATIONAL PRODUCT.

Gross national product is the money
value of all final goods and services pro-
duced by a particular country in a particu-
lar period of time. It is produced in both
political and out of political boundry but it
is produced by only the domestic factor.

NET NATIONAL PRODUCT

Factors of productions (Land, Labour,
Capital and Enterprise.) are necessary to
produce the goods and services. When the
goods and services are produced the capi-
tal assets may be depreciated. When
charges for depreciation are deducted from
the gross national product we get net na-
tional product. There fore gross natinnal
product-depreciation = Net national
product.

DOUBLE COUNTING PROBLEM
When we evaluate the national income

of a country, all goods and services pro-
duced in any period rwst be counted once.
Some time that may be counted more than
once. It is called the Double counting prob-
lem. Most of the time the output of a firm
becomes the input of other firm. This activ-
ity leads to the double counting
problem.This problem is avoided by using
the following methods

1.Value added method and

2 Final product method.

VALUE ADDED METHOD

Manufacture of a commodity has
many stages. Values created at each stages
are called value added. There fore each
firm’s value added is the value of its output
minus the value of inputs that it purchases
from other firms.

FINAL PRODUCT - METHOD

Final goods are produced for final use.
It is not used for futher processing. It in-
cludes value of inter mediate goods. So we
should take only the final product to calcu-
late the national income.

Inter mediate products are used as in-
puts into a further stages of Production.
There fore it is included in final product. so
we should not take the value of intermedi-
ate products to calculate the national
income.If we add up the value of the inter
mediate products there must be a double
counting problem.

NATIONAL INCOME AT CURRENT
PRICE AND NATIONAL INCOME AT CON-

STANT PRICE.

When we express the national income
of a country during a particular year in
terms of current prices, it is known as the




agmsd 3003

national income at current price. This esti-
mation includes the effect of two changes.

1. Change in units of output.
2. Change in price level.

When we express the national in-

come of a country during a particular yedtr
in terms of base year prices, it is known as
the national income at constant price. This
estimation does not include the change in
price level. So the national income at con-
stant price include the effect of change in
units of output only. There fore, it is called
Real national income

'NATIONAL PRODUCT AT MARKET
PRICE, AND NATIONAL PRODUCT AT
FACTOR COST PRICE.

When we evaluate the na-
tional product of a country at market price, it
is known as national product at market price.
There fore it includes the indirect taxes and
Subsidies.

When we evaluate the national
product of a country at factor cost price, it
is known as National product at factor cost.
Factor cost means the sum of all incomes
earned by the resources suppliers (rent,
wages, interest and profit) It does not in-
clude the indirect texes and subsidies.

INCOME METHOD

This method approaches national in-
come from the distribution side. According
to this method national income is calculated
by adding up the rent of land, wages of
employees, interest on capital and profit of
entrepreneurs. The following table shows
the income method calculation.

Rent 15000 Rs
wages 45000 Rs
interest 18000 Rs
Gross profit 22000 Rs
Gross Domestic income 100000 Rs
(+) Net Factor income

from abroad - 3000 Rs
Gross national income 97000 Rs

FACTOR INCOME AND TRANSFER
INCOME

Factor incomes include
rent, wages, interest and profits which are
received by using the factors of production
in manufacturing activities. So this income
leads to the production. There fore factor
income is included in national income cal-
culation

Transfer income is not currently
eamed. So itisnotinvolving in current pro-
duction activities. So the transfer income
should not be included in national income
calculation eg. Old age pension.

PERSONAL INCOME

Personal income is the sum of all
incomes received by the house holds of a
country from all sources. So the personal
income includes both factor income and
transfer income, National income does not
include the transfer income. So we calcu-
late the personal income in the following
ways from the national income.

Gross national income 97000 Rs
(-) Depreciation 4000 Rs
Net National income 93000 Rs
(-) Social Security fund 2000
Corporate income tax 1000
Government property income 7000
Undistributed profit 2000 12000
81000
(+) Transfer income for individuals 6000
Personal income 87000 Rs
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DISPOSABLE INCOME
Disposable income which is used

consumpticn and savings by the individuals

of a country is called disposable income.
There fore disposable income can either be
consumed or saved.

EXPENDITURE METHOD

According to this method, National
income is fonud out by adding up all expen-
diture on final goods and services produced
by the particular country in a particular pe-
riod of time. These expenditures include
both consumption expenditure and invest-
ment expenditure. The following table
shows the expenditure method calculation.

Private consumption 60000R s
Government Consumption 20000Rs
Gross Domestic fixed
Capital formation 25000Rs
Changes in stock 4000Rs
Gross domestic expenditure  109000Rs
(+) exports of goods and non

factor services 6000

115000
(*-) imports of goods and non
factor services 15000
expenditure on gross
demostic product 100000
(+) Net factor income from
abroad -3000
Expenditure on gross
national product 97000Rs
EXPENDITURES
Expenditure are done by an

economy is divided into two divisions. They
are.

1. Expenditure on goods and services.
2. Transfer payment

EXPENDITURE ON GOODS AND SER-
VICES

This Category of Expendi-
ture is made on goods and services. There
fore it leads to production. This category of
expenditure is further divided into two divi-
sion. They are
1. Expenditure on final goods and services
2. Expenditure on intermediate goods and

Services.

Expenditure on final goods and
servies only is included in national income
calculation. But the Expenditure on inter-
mediate goods and services is not included
in national income calculation because this
includes in Expenditure on final goods and
services.

TRANSFER PAYMENT.

Transfer payments are not
included in national income calculation, be-
cause they are not made in return for any
contribution to current output. For example
old age pension.

PRIVATE CONSUMPTION AND GOVERN-
MENT CONSUMPTION.

Individuals of a country
spend on consumable goods and service to
fulfil their day to day needs. This kind of
expenditure is called private consumption .

The central government
and local authorities spend on consumable
goods and services to provide their day to
day service. This kind of expenditure is
called government consumption

There fore, we should add
up the private consumption and government
consumption to findout the total consump-
tion expenditure of a country.
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GROSS DOMESTIC FIXED CAPITAL
FORMATION

Private sector and gov-
ernment sector spend on investment goods
and services. It is called gross domestic
fixed capital formation. It includes the fol-
lowing items.
1. Planting, Replanting and land develop

ment.

2. Building and other construction
3. Plants and mechinery.
4. Transport equipment
5. Other capita! goods.

CHANGES IN STOCK.

The difference between
opening stock and closing stock of private
and public enterprises are called changes
in stock. It is a part of the gross domestic
capital formation.

USES OF NATTONAL INCOME STATISTICS
1. National income statistics help us to
know the economic growth rate an increase
in total output of an economy is called eco-
nomic growth. So the real national income
helps to measure the growth rate.

2. National income estimates show the con-
tribution made by the various sectors of the
economy, such as agriculture, industry and
service sector. These sectoral performance
reveal the structure and strucural changes
of economy.

3. National product estimates help us to
know the total resources available as well
as total resource utilization. Total resources
available will be equal to the total resource
utilization.

Total resource available,

i. Gross domestic product
ii. imports of goods and non factor service.

Total resource utilization.
1. Consumption
II. Gross domestic capital formation
III. Exports of goods and non factor servies.

4, National income estimates show the in-
come received by every factor owners in
national income. Factor owners may be
property income owner or personal income
owner. rent, interest, and profits are prop-
erty income, wages are personal income.

5. We can compare the developmental level
of a country with another country or within
country by using national product estimates.

6. National product estimates are valuable
instrument to analyze the past performance
of the economy and it’s help to form the
future plan.

DIFFICULTIES IN THE MEASURE-
MENT OF NATIONAL INCOME

1. Non monetised transection such as the
services of house wives to the members of
their families does not include in the national
income calculation. It is an error, because
if a man work as servant in a house for the
house wife we must pay the wages to the
servant. This wages is included in national
income calculation. So the services of house
wives to the members of their family must
be included in national income calculation.

2. Nlegal productions are not included in na-
tional income measurementation. It is also
error. because factors of production are
used to the illegal production.

3. It is not desirable to include the expendi-
ture on defence. because today most of
countries of world spend more money in
defence but they leads to physical or moral
ruin.
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4. Eatemal cffects such as pollution, envi-

ronmental damages are not included in na-

tional income calculation it is an anthor er-

TOT.

5. The error of double counting is another
obstacles

6. Statistical errors are affected to the national
income measurementation,

THE CIRCULAR FLOW OF INCOME

We define the circular flow of income
as the flow of payments and receipts for the
factor services and for currently produced and
output passing between firms and house holds.

These explain the following diagram
use
i ierest

fit

Factor

wenvices

\\
-‘". “‘\(\ )

TR

According to the above diagram fac-
tor services are sold by the house holds to
firms, This is shown by the left broken line. This
leads to a flow of income from firms to house
holds. This is shown by the left solid line.

Goods and services are sold by the
firms to house holds. This is shown by the right
broken line. This leads to a flow of payment
from house holds to firms. We can get the fol-
lowing results from the above diagram.

1 National income can be calculated in three ways
Right broken line - output method

Right solid line - expenditure method

left soild line - income method

2. National income calculated by three ways
will be same amount.

If we get the above results the follow-
ing assumptions are necessary to explain the
circular flow of income.

1. There are two sectors in the economy. One is
house holds and another one is firms. House
holds are owners of the factors of production.
They earn income by providing the factor ser-
vices to firms. They spend this income by buy-
ing goods and services from firms.

Firms are producers. They produce the
goods and services by using the factor services
which are bought from house holds. They sell
goods and services to house holds. Only the
one firm is in the economy.

2. We assume the spend thrift economy
(no savings)

3. There is no goverment intervention
(No taxes and no subsidies)

4. No export and no import because we assume
the closed economy.
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ROLE OF GOVERNMENT

IN THE ECONOMY

here are many reasons for the
Government to intervene in the
economy. The following reasons are
important;-
1) To maintain the macro economic
stability
2) To reduce the economic inequalities
3) To regularize the market system or
private sector.
4) To promote economic growth and
dcvelopment
5) Providing public goods
6) Providing the social welfare sevices
7) Providing the infrastructure facilities

TO MAINTAIN THE MACRO
ECONOMIC STABILITY

Economic instability will lead
to less investment, Less investment leads
to less economic growth and develop-
ment. So the governments intervene in the
economy to maitain the economic sta-
bility. The stability means the following
matters.

i. To maintain arelativity stable price
level.

ii. To maintain a Satisfactory balance of
payments position at a fixed rate of
exchange

iii. To sustain a high rate of growth

iv. To maintain a low and stable level of
unemployment.

L3

The Governments have many
policies to achieve the above targets.
The followings are the policies and its
instruments.

i. Monetary policies

a) Bank rate

b) The statutory reserve ratio
¢) Open market operations
d) Direct controls

e) Moral suasion

ii. Fiscal policy

a) Taxes

b) Public expenditure
¢) Public debt

iil. International trade policies
a) Customs duties
b) Exchange rate

TO REDUCE THE ECONOMIC
INEQUALITIES

An extreme inequalities of in-
come and wealth of house holds are
sociallyunjust because it splits the whole
society into two warring camps-the rich
and the poor. The rich exploit the
poor,and also it creates inequalities of
opportunities foreducation, health and

ECON SPECIAL
FINAL YEAR
UNIVERSITY OF JAFFNA.
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The followings are some ways
for the reduction of inequalities of in-
come and wealth ofhouse holds.

1) Government levies the progressive
taxation on higher income and wealthy
groups.

2)Government provides the relief such as
samurdhi to the poor people.

3) Theceiling on property laws are passed
by the Government. eg: land reforms
act, ceiling on housing property law.

4) Government implements the develop
ment programmes on behalfof poor
people.

5) Minimum wages are fixed by the
Government to protect the poor labour.

TO REGULARIZE THE MARKET
SYSTEM OR PRIVATE SECTOR
In order to get the national benifit,

the Government regularize and guides
the private sector. though the capitalist
country,the Govemment controls some
private firms. Such as monopoly market.
Monopolists use their monopoly power
to exploit the consumer. The Govern-
ment tries to control and regulate mo-
nopolies in order to remove the above
evilsand make them function in public
interest. eg: Price controls

Quality controls

Environmental protect laws.

TO PROMOTE ECONOMIC
GROWTH AND DEVELOPMENT
Economic growth means growth
of national income ofthe Country. It i™-
plies an increaase in the national product
of a country. But the increase in national

123

preduct must be maintained for a long
time. It signifies the sustained increasein
the national product of a country. The
Government can upgrade the economic
growth through the following ways.

1. Promote the savings and investment.

For this purpose the government gives

rebates and tax concessions and credit

facilities at low and reasonable rate.

11. Providing the economic infrastructure

facilities. :

eg: Eleclricity ,Roadé, Rail tracks, .
irrigations.

ili. Allocatethe fundsto the human de-

velopment. These allocations make the

working population healthy, efficient and

responsible

iv. In order to induce the private inves-

tors, the govmments maintain the eco-

nomic stability and as wel as the political

PROVIDING PUBLIC GOODS
Public goods are consumed with
out price. (free of charge) Market sys-
tem cannot compel payment for a pub-
lic good. Since there is no way to prevent
a person who refuces to pay for the goods
from receiving its services. Thus private
profit seeking firms will fail to produce
public goods. So the government should
provide the public goods. For this pur-
pose the government can collect the
money from the people as taxes.

PROVIDING SOCIAL WELFARE
SERVICES

The governments have to inter-
vene in the economy to provide some
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social welfare goods such as education
and health. These goods are provided by
the market system but the poor people
may be unable to pay. Thus poorer
members of the society cannot consume
the essential goods. So the government
provides these goods on the basis of
individual need and ability rather than on
the basis of want and ability to pay.

PROVIDING THE INFRA-
STRUCTURE FACILITIES
Economic infrastructure such
as roads, rail roads, harbour, irrigation
and communications are necessary to
facilitate the production activities. These
facilities have to be provided bythe gov-
ernment because it confers positive
externalities. Private sector can also pro-
vide economicinfra structure facilitles
when they cover cost fromits profit.

i. It helps to reduce the cost of produc
tion

ii. It helps to increase the prodoctivity
iii. It helps to save the time.

1v. It atracts and promotes the private

investment.
The above benifits lead to the

high rate of economic growth.
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MANAGEMENT THOUGHTS

R-‘e;;ources such as money, man,
eterial and mechines are shortage.

Human wants are growing. So we must
use the resources maximum, In this time
managements are needed. Thus the man-
agement concepts were growing accord-
ing to the above situation managerial
problems were created. So the biggest
and immediate challange before the world
is to develop strategies to produce more,
using less resources. The subject of man-
agement deals whith this challenge. Man-
agement is defined in very broad terms
as efficient use of resources. In other
words management teaches us the way
and means of producing more goods and
services using limited resources. Histon-
cally, thoughts on management fall into
four major schools.

1) The classical school of managent
2) The human relations movement

3) The mathamatical school

4) Contingency approach to managent

The classical school of managment
It branches out into three major

approaches

1) The bureaucratic approach.

2) Scientific management movement

3) Administrative management

The Bureaucratic approach
It was developed by Max We-

ber, a German social historian, Head- *

vocated that a clearly defined set of
rules, regulations and procedures must
be developed to carry out the
organisational activities managers must
have greater authority, power and ex-
pertise than their subordinates. So that
the managers can enforce a given set of
rules, regulations and procedures. Effi-
ciency was to be achieved through the
use of authority of managers. So the fol-
lowings are the main points ofthe bu-
reaucratic approach.
* Managers set rules and Subordinates
implement them.
* Subordinates donot have freedom.
* Rules and regulation donot promote
new ideas because it defines only
“what should be done 7’

Scientific management movement

It was developed by Federic
Taylor, known today as the Father of
Modern Management. He identified
two fundamental characteritics in every
task.

A) Completion oftask takes time.
B) Every task involves the movement of
people and physical items.

Taylor suggested that
organisational efficiency could be
achieved by minimising the time and
motion associated with the task. He

o -
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beleived that a given task can by carried
out in mare than one way. But there is
only one way which will minimise time
as well as motion of men and materi-
als. He proposed that every worker in
the organisation should specialized inone
particular job rather than perfoming sev-
eral duties. Greater specialisation will de-
velop one’s technical skills and enable him
to complete a task in a shorter time, with
greater specialisation and by motivating
workers through increased payment of
wages, the workers will produce a lager
volume of goods and services.Managers
were expected to pay a significantrole in
organising the work place. So that the
motion or the movement of men and
meterial were minimised.

The followings are the main
points of scientific management move-
ment.

* Find out more ways to complete the
given task.

* Every employee should be specialised
in one job and promoted by highly
waged.

*Recruitment and trainning must be done
based on the scientific approach.

Administrative management

It was developed by Hentry Fayol.

Fayol views an organisational structure
as having vertical and horizontal dimen-
sions. The vertical strcture shows the
position or levels in the organisation while
the horizontal structure shows the vari-
ous functions at the same level.

Vertical structure shows start-
ing from the chairman, the general man-
ager and a set of managers at same level.
The indication is that the chairman has
more power and authority than the gen-
eral manager and the set of managers.
The group of managers at the same level
have equal authority but are engaged in
different functions.

Fayal introduced the following man-

agement functions.

i. Planning for the future.

ii. Organisation of resources.

iil. Commamding the subordinates

iv. Developing coordination among
different division.

v. Control of activities.

Human Relation school

It was devoloped by Elton
Moyo. He beleived that greater
organisational efficiency could be
achieved through improved human rela-
tions in the organisation. The willingness
of a worker to perform a job with
enthusiasm and satisfaction is determined
by many other non physical benifits.
Most of these benifits are concerned with
the relationship that a worker maintain
with those inhis environment.

The basic assumption of human

relation model are

i. Workers are motivated by needs that
they fulfill by working in a group.

I |
productiony ( marketing ) (" finance
manager manager manager

J
human
resource manager
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ii. Workers respond positively to
social forces rather than to a
manager to the incentives and
controls laid down by managers.

111. Workers will respond to a manager
to the extent that they identify
him as a leader.

The mathematical school of
- management
Managerial  problems ars

solved using mathematical techniques.
The focus of this schoolisthe develop-
ment of mathematical models to rep-
resent managerial situation. This ap-
- proach is widely used today in the area

of stock control quality control, plan-
“ning and forcasting,

The Contingency approach
Managers must realise the na-
ture of the situation or the problem be-
fore they decide on a particular ap-
proach to solve the problem. For in-
stance, a conflict between a supervisor
and his group may best be solved
through the human relation approach
rather than by a mathematical model.

First

Third

School Activities must be
Measured by three “ E”s.

“E” - Efficency
Second “E” - Effective
“E” - Economy
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