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Concept of National Income for an Underdeveloped Country 
— A Reconsideration 

THE purpose of this paper is to 
find out an operationally signi

ficant concept of national income 
for a developing yet under-develop
ed economy. The word under
developed carries in this context 
its usual connotation viz. a low level 
of reproducible wealth per head of 
the population1. Underdevelopment 
is. here regarded as basically a 
function of the deficiency, of the 
capital stock of the community, 
while a l l other symptoms of under
development such as low level of 
income per capita, stagnancy of 
techniques, etc., are subsidiary-. 
Now it is for such an economy, 
which Is seeking to cut through the 
vicious circle of poverty by means 
of development planning, that we 
are t ry ing to find out a suitable 
concept of national income. We 
assume that the process of develop
ment has already started and we 
would like to emphasise this point. 
In our opinion we may have al
together different concepts of na
tional income depending on the 
structure and the stage or the eco
nomy we envisage. If the economy 
were completely stuck in a .situation 
of underdevelopment equilibrium 
this has only a partial resemblance 
wi th the classical economists' con
cept of a stationary state - it is 
quite possible that our choice of 
national income and the dictating 
considerations would have been 
very different. But we are actually 
envisaging in this context some 
sort of development planning. Our 
task, then, is to relate the conceptual 
basis of national income studies with 
the rationale of development plan
ning. Since the purpose of such 
planning is by definition none other 
than economic growth, it holds 
a for t ior i that the national Income 
totals relevant for planning should 
also be growth oriented. 

In what follows we shall be 
concerned for the most part w i th 
the conceptual issues, leaving out 
for the present the task of finding 
out suitable empirical correlates. 
This, however, does not imply that 
the whole discussion is going to be 
conducted in a rarefied world of 
abstraction as la sometimes done 
in certain types of deductive eco
nomic theorizing. On the contrary, 

we believe the discussion wi l l be 
largely operational for two main 
reasons. In the first place, we shall 
be concerned with only .such con
cepts as are operationally meaning
ful in the basic logical sense of the 
term (P. W. Bridgman). And, 
secondly, we shall t ry to isolate 
those fields of economic activity 
which are relevant for purposes of 
development planning from those 
which are connected with it only 
in an indirect fashion. 

The scheme of our discussion is 
as follows. In the next section of 
this paper We shall discuss some of 
The basic problems in national 
income analysis. The significant 
conclusion that emerges out of this 
discussion is that the most suitable 
concept of national income for a de
veloping, yet underdeveloped eco
nomy is one which emphasises the 
crucial role of the process of capital 
accumulation. Having arrived at 
this conclusion, in the third section 
we shall subject the current na
tional income concepts and practices 
to a searching criticism to make 
sure if the latter satisfy the 
growth requirements. The answer 
is in the negative. As such, we 
shall see if any alternative concept-
can be devised. Wi th this end in 
view, the Soviet concept of national 
income will be examined. This 
wi l l serve as a passage to the fourth 
section which discusses the classical 
concept of 'productive labour'. The 
operational significance of the 
concept of productive labour wi l l 
be stressed. Finally the classical 
analysis w i l l be so modified as to 
provide us with an appropriate 
'field' for national income purposes. 
In conclusion, the uses and limita
tions of the redefined concept of 
national income wil l be explicitly 
pointed out. 

I I 
The first point to note about the 

concept of national income is that 
there is no such thing as the na
tional income. In academic pur
suits we have been prone to use 
the word national income in the 
sense of the total net value of 
goods and services produced in an 
economy within a certain definite 
period of time (usually a year), 

after having maintained capital 
intact. This total has been looked 
at both from the income angle and 
from the angle of the value added. 
In the social accounting models, a 
third view-point is added, the ex
penditure aspect, thus providing us 
with a triple-entry balancing ac
count, Recent works on national 
income analysis have been con
cerned with showing how the three 
views of the national accounts 
match. They have further sought 
to disaggregate the global amount 
of national income into sector 
components. 

Since all the national income 
models are final demand models, 
this type of disaggregation is to be 
differentiated from the disaggre
gation a la Leontief which places 
its primary emphasis on delineating 
the physical characteristics of the 
industrial structure. Whatever 
may be the nature and extent of 
disaggregation. it is, however, 
evident that the sort of economic 
logic applied here is merely one 
of consistency, In other words, 
national income analysts do not 
generally raise the question, what 
does the national income seek to 
measure from the economic view
point? Rather, after having adopt
ed a, definition of national income 
from neo-classical economic wr i t 
ings, they try to find out certain 
rules which serve as checks on the 
internal consistency of the struc
ture of items composing what they 
believe to be national income. 

This practice has led to an 
exaggerated importance being at
tached to the formalism of the 
subject under consideration rather 
than to its context, The root of 
the trouble lies in the fact that 
the character of national income 
is not sufficiently unambiguous, 
unless we make clear the purpose 
for which the national income 
figures are to be used. No single 
overall measure of economic acti
vi ty can provide us with informa
tion regarding every aspect of the 
total economic process. 

As a matter of fact, the choice 
of any particular concept of na
tional income hinges on four differ
ent types of basic considerations. 
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First, which economic activities are 
to be included and which left out. 
Answer to this question enables 
us to delineate the universe of 
discourse within which we shall 
have to move. For the sake of 
brevity this may be called the pro
blem of choosing the appropriate 
'field'. (The word 'field' is used 
here in the fundamental logical 
sense of the term, and does not 
carry its usual mathematical 
connotation.) 

Secondly, there is the question 
of finding out the appropriate 
principle of aggregation to be appli
ed .within the field. The necessity 
of this is obvious when one bears 
in mind the essentially heterogene
ous character of the economic 
manifold. To ensure comparabili
ty, it is imperative that the basi 
of valuation should be the same 
in all cases. Since in economics, 
valuation coefficients for forming 
aggregates are generally dependent 
on the price-cost relationships, this 
brings into the picture all questions 
connected with the process of price-
formation. The famous Hicks-
Kuznets controversy on the concept 
of national income centred on 
whether to take market prices for 
the sake of consistent valuation 
or to use factor cost, if we want 
to interpret the national income 
figure as an index of productivity4. 
The debates regarding the question 
of including the government sec
tor in national income calculation 
also bear on this issue of 'aggrega-
tion'a. 

Thirdly, we have the genuine 
index number problem when we 
want to ensure consistent valuation 
as between different years. This 
problem is usually confused with 
the earlier problem of aggregation. 
While both are related to the ques
tion of consistent valuation, the 
index number Is specifically the 
problem of establishing intertempo
ral comparability. The idea behind 
this is to assess the performance 
of the economy in certain desired 
respects at successively different 
points of time. As is well-known, 
the problem is a particularly in
tractable one, especially in the 
context of change in preference 
patterns or methods of production. 
The way out is to tether it by 
making specific assumptions. 

Finally, we have another intr igu
ing problem: the problem of 
'netting'. National income total is 
generally considered to be 'net' 
total. The emphasis on 'net' is due 

to the economists' preoccupation 
wi th the horizontal distribution of 
resources. In case we are interest 
ed in the question of the general 
vertical equilibrium of the economy, 
we need a gross production model, 
such as Marx's social product 
concept or Leontief's Tableau. In 
the current discussions of national 
income, however, we have two 
distinct concepts of national income,  
the 'gross' and the 'net', the gross 
differing from the net only to the 
extent that it includes the provisions 
for depreciation of fixed capital. 
This is an unduly restricted use of 
the term 'gross'. It is difficult to 
see how the problem of 'netting' 
can be satisfactorily resolved with
out explicitly bringing into con
sideration the purpose of economic 
activities. Whether we shall use 
the G N P or N N P in the usual 
sense of the terms wil l depend 
largely on the problem we have 
in view. 

It should be apparent from the 
above discussion that there is no
thing in the field of economic ana
lysis to suggest that there is only 
one way of answering these ques
tions. There may be several differ
ent yet equally legitimate answers 
to the above questions, each suit
able for a particular purpose. 
Accordingly. there wi l l result 
several different but, equally mean
ingful concepts of national income. 
It is quite likely that they w i l l 
overlap to a certain- extent and 
thus form an interpenetrating set. 

Now. the crux of the problem 
is whether the concept of national 
income from the point of view of 
economic growth is qualitatively 
a different one or whether the 
difference is just quantitative, con
cerned only with the denotational 
aspects of the question. The pro-
cess of economic growth, however, 
does not take place in a sort of 
vacuum. There is no such thing 
as growth simpliciter, but growth 
taking place in an economy having 
for example a significant non-
monetized subsistence sector, etc. 
There is the further question re
garding the aegis under which the 
growth is fostered. 

We do not envisage a fully plan
ned economy having power of direct 
commandeering of resources/- As 
such, we have a combination of 
precapitalist and capitalist econo
mies w i t h a further breakdown into 
private and state. This thorough 
delineation of the specific institu
tional features of the economy we 

are considering is necessary as w i l l 
be shown in the course of subse
quent discussion. 

Economic development is the con
tradictory of economic underdevelop
ment. Since a state of economic 
underdevelopment has been defined 
by the low level of reproducible 
capital per head of the population, 
economic development necessarily 
implies in the stock sense a high 
level of capital per head of the po
pulation. In the Mow sense this may 
be expressed by the transformation 
of a low saving, low investing eco
nomy into a high saving, high in
vesting one.7 

The crux of the process of eco
nomic development, therefore, con
sists in raising the share of realised 
investment to national income. 

Our discussion has brought into 
the forefront the classical problem 
of the accumulation of capital. 
Accumulation of capital is important 
in as much as it sets the pace of 
a self-expanding economic process. 
It follows, therefore, that the na
tional income which is relevant as 
an indicator of economic growth Is 
basically one which fits best into 
the model of capital accumulation, 
Let us now seek to examine the 
currently accepted definition of na
tional income in Western countries 
and in India. Do the estimates of 
national income that serve as em
pirical correlates of this funda
mentally neo-classical definition 
answer our quaesitum? Our answer 
is in the negative. We have got to 
elaborate the reasons. The current 
definition includes within its scope 
all that is produced in a certain 
community which is scarce in rela
tion to demand. In other words, 
national income is the net value of 
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such goods and services as are 
generally exchanged for money or 
are potentially capable of being 
exchanged for money. This provides 
us wi th a sufficiently comprehensive 
field within which to apply the prin
ciple of aggregation or as is com
monly Known, the method of weights. 
The weights generally are the 
market prices or factor costs. But 
the use of the word factor-cost is 
very innocuous. It means nothing 
more than the market prices minus 
indirect taxes. It never seeks to 
disentangle the genuine factor 
returns from quasi-rent s or the 
regular monopoly gains from ab
normal monopoly profits. Now. 
such a choice of field is singularly 
inappropriate for tracing the course 
of economic development. The 
weights are also designed more to 
confuse than to enlighten the real 
criterion of homogeneity that, in
deed, makes the different items 
really commensurable. The justifica
tion from the traditional point of 
view has been a tacit- unanimity 
regarding the nature of the econo
mic problem. This unanimity was a 
historical phenomenon. After the 
central insight of the classical 
school had been lost, the neo-classi
cal s proliferated a good deal on 
the allocative efficiency of the eco
nomic system. While the classical 
economists had been concerned 
wi th the maximisation of the rate 
of growth of income, the neo-clas-
sicals were preoccupied wi th the 
static maximization problem. 
Hence arose the reverence for the 
given consumers' preferences and 
the efforts to judge the per
formance of the economy wi th 
reference to its ability to satisfy 
individual's needs. This was the 
logical basis of the writings of 
such masters as Marshall and 
Pigou. What has been done sub
sequently is to erect an impressive 
formal structure of national in
come accounting relying on two 
internal checks provided by Keynes 
viz Y = C + I and S I . But a 
rethinking of the foundations 
shows that these recent social ac
counting studies have a somewhat 
fragile basis. As has been already 
Indicated, the nature of the eco
nomic problem in development 
planning is altogether different 
from the way the neo-classlcals 
posed the economic problem. Hence 
the inappropriateness of the neo
classical concept. So much by 
way of general discussion. Let us 
now seek to analyse the deficiencies 
of the neo-classical approach from 

the point of view of long-term 
economic growth. 

(To be continued) 
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