
National Income 
Accounting
National income accounting is a method used to measure and track the 

economic performance of a country. It provides insights into the overall health 

and growth of an economy.
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The Components of National Income

1 Gross Domestic Product 
(GDP)

GDP measures the total value of goods 

and services produced within a country's 

borders in a specific period. It represents 

the size of the economy.

2 Disposable Income and 
Personal Income

Disposable income is the amount of 

money individuals have available after 

taxes. Personal income includes all 

sources of income, such as wages, 

salaries, and investments.

3 The Importance of National Income Accounting

National income accounting helps policymakers and economists understand the 

performance and trends of an economy. It enables better decision-making and policy 

formulation.
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Limitations of National Income 
Accounting

1 Inaccuracies in Data

Data collection and 

measurement can be 

challenging, leading to 

possible inaccuracies in 

national income 

calculations.

2 Informal Economy

Undocumented economic 

activities and the informal 

sector are often difficult to 

capture in national income 

calculations.

3 Non-Monetary 
Transactions

Certain transactions, such 

as unpaid household work 

and volunteer activities, 

are not included in national 

income accounting.
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Uses of National Income Accounting

Economic Policy Formulation

National income accounting data helps 

policymakers assess the impact of economic 

policies and make informed decisions regarding 

fiscal and monetary measures.

International Comparisons

Comparing national income data between 

countries provides insights into economic 

disparities, development levels, and global 

competitiveness.

Evaluating Standard of Living

National income accounting helps assess the 

standard of living by measuring income 

distribution, poverty levels, and access to goods 

and services.

Economic Forecasting

By analyzing trends in national income data, 

economists can make predictions about future 

economic growth, inflation, and employment 

levels.
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