
DEFINITIONS UNDERLYING THE NATIONAL
INCOME AND PRODUCT ACCOUNTS

Definitions of NIPA Entries

Income and product aggregates are defined below, and their
definitions are amplified by definitions of their components. Aspects
of the aggregates and their components that are not apparent from
their titles are emphasized.

The definitions are presented in the framework of the five-account
summary of the national income and product accounts (NIPA's)
shown in table A. Entries in a given account have counterentnes in
another. The parenthetical numbers that follow entries identify these
counterentries by account and line number. In general, entries are
defined below in the sequence in which they appear in the accounts.
Their definition is not repeated when the counterentries appear, but a
cross-reference is made to the place of their first appearance. The
definitions of GNP, national income, and some other production
aggregates can be found in the first two sections, which define the
entries in the NIP account. Definitions of personal income and dis-
posable personal income can be found in the section that defines the
entries in the personal income and outlay account.

Gross private domestic investment (1-30) is fixed capital goods
purchased by private business and nonprofit institutions, and the
value of the change in the physical volume of inventories held by
private business. The former include all private purchases of dwell-
ings, whether purchased for tenant or owner occupancy. Net
purchases of used goods are also included.

Net exports of goods and services (1 -38) and (1 -39) is exports less
imports of goods and services. Exports are part of national produc-
tion. Imports are not, but are included in the components of GNP, and
are therefore deducted. There are differences between the NIPA
measures of exports and imports and those in the detailed balance of
payments accounts.

Government purchases of goods and services (1-40) is the com-
pensation of government employees and purchases from business
and from abroad. It excludes transfer payments, interest paid by
government, and subsidies. It includes gross investment by govern-
ment enterprises, but excludes their current outlays. It includes net
purchases of used goods, and excludes sales and purchases of land
and financial assets.

NIP account: gross national product

GNP is the market value of the goods and services produced by
labor and property supplied by residents of the United States, before
deduction of depreciation charges and other allowances for business
and institutional consumption of fixed capital goods. Other products
charged to expense by business are deducted. GNP comprises the
purchases of goods and services by persons and government, gross
private domestic investment (including the change in business inven-
tories), and net exports (exports less imports).

Persona/ consumption expenditures (1-26) is goods and services
purchased by individuals, operating expenses of nonprofit institutions,
and the value of food, fuel, clothing, rent of dwellings, and financial
services received in kind by individuals. Net purchases of used goods
are also included. All private purchases of dwellings are classified as
gross private domestic investment.

NIP account: charges against gross national product

Charges against GNP is the costs incurred and the profits earned in
the production of GNP. Accordingly, it equals GNP, except for the
statistical discrepancy. Inthe NIPA's, these charges are arranged in
two groups. The first of these—compensation of employees,
proprietors' income, rental income of persons, corporate profits, and
net interest— are factor charges, because they represent the incomes
of the factors of production (labor and property). The total of factor
incomes is called the national income. The second group consists of
nonfactor charges. Addition of business transfers, indirect business
taxes, and current surplus of government enterprises less subsidies—
which are included in this group—to national income equals charges
against net national product (and net national product). Addition of
capital consumption allowances—the remaining item in the nonfac-
tor cost group—to charges against net national product equals, in
principle, charges against GNP (and GNP). In practice, a statistical
discrepancy is also entered to secure balance between GNP and the

^factor and nonfactor charges against it.
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The aggregates that have been enumerated so far differ from each
other because of distinctions that are made between market value
and factor cost concepts, and gross and net concepts. GNP as derived
above is a gross market value measure; national income is a net fac-
tor cost measure; and net national product is a net market value
measure. In principle, four measures of production can be derived
from these two distinctions. In the United States, the following three
have been found most useful: GNP, which has already been defined,
and net national product and national income, which are defined
below.

Net national product is the net market value of the goods and ser-
vices produced by labor and property supplied by residents of the
United States. Net national product equals GNP less capital con-
sumption allowances, which are deducted from gross private
domestic fixed investment to express it on a net basis.

National income is the incomes that originate in the production of
goods and services attributable to labor and property supplied by resi-
dents of the United States. Thus, it measures the factorcostsof goods
and services produced. Incomes are recorded in the forms in which
they accrue to residents, and are measured before deduction of taxes
on those incomes. They consist of the compensation of employees,
proprietors' income, rental income of persons, corporate profits, and
net interest.

Compensation of employees is the income accruing to employees
as remuneration for their work. It is the sum of wages and salaries
and supplements to wages and salaries.

Wages and salaries consists of the monetary remuneration of
employees, including the compensation of corporate officers; com-
missions, tips, and bonuses; and receipts in kind that represent in-
come to the recipients. It consists of disbursements (1-3) and wage
accruals less disbursements (1-4). Disbursements is wages and
salaries as just defined except that retroactive wages are counted
when paid rather than when earned.

Supplements to wages and salaries consists of employer, con-
tributions for social insurance and of other labor income. Employer
contributions for social insurance (1-6) includes employer payments
under the following programs: Federal old-age, survivors, disability,
and hospital insurance; State unemployment insurance; railroad
retirement and unemployment insurance; government retirement;
and publicly administered workman's compensation. Other labor in-
come (1-7) includes employer contributions to private pension and
welfare funds, and directors' fees.

Proprietors' income with inventory valuation and capital consump-
tion adjustments (1-8) is the monetary income and income in kind of
sole proprietorships and partnerships, including the independent
professions, and of producers' cooperatives. Interest and dividend in-
come received by proprietors, and rental incomes received by persons
who are not primarily engaged in the real estate business are ex-
cluded. The inventory valuation adjustment is described under cor-
porate profits and the capital consumption adjustment under capital
consumption allowances.

Rental income of persons with capital consumption adjustment (1 -
9) is the monetary income of persons from the rental of real property.

except the income of persons primarily engaged in the real estate
business; the imputed net rental income of owner-occupants of non-
farm dwellings; and the royalties received by persons from patents,
copyrights, and rights to natural resources. The capital consumption
adjustment is described under capital consumption allowances.

Corporate profits with inventory valuation and capital consumption
adjustments is the income of corporations organized for profit and of
mutual financial institutions that accrues to residents, measured
before profits taxes, before deduction of depletion charges, after ex-
clusion of capital gains and losses, and net of dividends received from
domestic corporations. In addition to profits earned in domestic
operations, corporate profits includes net receipts of dividends and
branch profits from abroad. In other major respects,profits are defined
in accordance with Federal income tax regulations. The capital con-
sumption adjustment is described under capital consumption
allowances.

Profits before tax is corporate profits without inventory valua-
tion and capital consumption adjustments.

Profits tax liability (1 -12) is Federal, State, and local taxes on
corporate income.

Profits after tax is profits before tax less profits tax liability. Divi-
dends (1-14) is cash dividents paid by corporations organized for
profit to stockholders who are U.S. persons. Undistributed profits
(1 -15) is corporate profits before tax less corporate profits tax liability
and less dividends. It equals the change in corporate net worth stem-
ming from current operations. It may also be viewed as the sum of
purchases of fixed assets, the change in the book value of corporate
inventories, and the net acquisition of financial assets, less the sum of
capital consumption allowances, net borrowing, and net stock issues.

Inventory valuation adjustment (1-16) is the change in the
business inventories component of GNP (CBI), which is measured as
the change in the physical volume of inventories valued in prices of the
current period, less the change in the value of inventories reported by
business (book value). The IVA is required because, according to the
inventory accounting methods used by business, the change in book
values generally differs from the CBI. Measurement of inventory
change as physical volume change valued in prices of the current
period conforms its treatment to that of all other components of GNP.
An alternative definition of the IVA as the excess of the replacement
cost of inventories used up over their historical acquisition cost is
often helpful. That this definition is equivalent to the definition stated
above follows from the fact that, according to all methods of inven-
tory valuation used by business, inventory purchases in an accounting
period are reflected in book values in the prices of that accounting
period. To make the measurement of charges against GNP consistent
with GNP, the IVA must be applied to reported corporate profits and
proprietors' income, because these are based on the same accounting
methods that underlie the book value of inventories.

Net interest (1-18) is interest paid by domestic business less in-
terest received by it, plus net interest received from abroad. In addi-
tion to monetary interest flows, net interest includes flows of interest
in kind (imputed interest). The latter have their counterparts in similar
service charges. The portion of the imputed interest flows that is
allocated to consumers and government is a component of net in-
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terest and the associated service charges are included in PCE and
government purchases.

Business transfer payments (1-20) includes corporate gifts to non-
profit institutions and bad debts incurred by consumers. Most of PCE
is stated before deduction of consumer bad debts; corporate profits
and proprietors' income are stated after allowance for bad debts. Ac-
cordingly bad debts have to be entered explicitly among the charges
against GNP. They are entered as a component of businesses transfer
payments because, like gifts, they fit into the general category of
transfer payments, which are defined as payments to persons for
which the latter do not perform current services.

Indirect business tax and nontax liability (1-21) consists of tax
liabilities (except employer contributions for social insurance) that are
chargeable to business expense in the calculation of profit-type in-
comes, and of certain other business liabilities to general government
that it is convenient to treat like taxes. Indirect business taxes in-
cludes sales, excise, and property taxes. Taxes on corporate income
are excluded because such taxes cannot be calculated until profits are
known, and in that sense, are not a business expense. Nontaxes in-
cludes regulatory and inspection fees, special assessments, fines and
penalties, rents, and royalties, and donations. Nontaxes generally ex-
cludes business purchases from government of goods and services
that are similar to business purchases of intermediate products from
other businesses. Government receipts from the sale of such products
are netted against government purchases so that they do not appear
in GNP and other measures of production.

Subsidies less current surplus of government enterprises (1-22).
Subsidies is the monetary grants paid by government to business, in-
cluding government enterprises at another level of government. The
current surplus of government enterprises is their sales receipts less
their current outlays. In the calculation of their current surplus, no
deduction is made for depreciation charges and net interest paid.
Subsidies and current surplus are often combined because govern-
ment enterprises may incur deficits by selling goods to businesses at
lower than market prices in lieu of giving them subsidies. This is also
the major reason for not counting the current surplus of government
enterprises as a profit-type income and, accordingly, as part of factor
charges.

Statistical discrepancy (1-23) is GNP less charges against GNP
other than the statistical discrepancy. It arises because GNP and
charges against GNP are estimated independently by a methodology
that is subject to error.

Capital consumption allowances with capital consumption adjust-
ment (1-25). Capital consumption allowances consists of deprecia-
tion charges and accidental damage to fixed business capital. For
nonfarm business, they are as reported on Federal income tax
returns. For farms, nonprofit institutions, and owner-occupied
houses, depreciation charges are not based on income tax returns,
but instead are NIP calculations. Capital consumption adjustment ( 1 -
17) is the tax return-based capital consumption allowances less
capital consumption allowances that are based on estimates of
economic service lives, straight-line depreciation, and replacement
cost.

Personal income and outlay account

Personal income is the income received by persons from all
sources, that is, from participation in production, from transfer pay-
ments from government and business, and from government interest,
which is treated like a transfer payment. Persons consist of in-
dividuals, nonprofit institutions, private noninsured welfare funds, and
private trust funds. Proprietors' income is treated in its entirety as
received by individuals. Life insurance carriers and private noninsured
pension funds are not counted as persons, but their saving is credited
to persons. Personal income is the sum of wage and salary disburse-
ments, other labor income, proprietors' income, rental income of
persons, dividends, personal interest income, and transfer payments,
less personal contributions for social insurance.

Disposable personal income is personal income less personal tax
and nontax payments. It is the income available to persons for
spending or saving.

Wage and salary disbursements (see 1-3).
Other labor income (see 1-7).

Proprietors' income with inventory valuation and capital consump-
tion adjustments (see 1-8).

Rental income of persons with capital consumption adjustment
(see 1-9).

Dividends (see 1-14).

Personal interest income is the interest income of persons from all
sources. It is the sum of net interest (see 1-18), plus interest paid by
government to persons and business (2-14) less interest received by
government (2-15) plus interest paid by consumers to business (2-
16). The last item consists of all interest paid by individuals in their
capacity as consumers, and accordingly excludes interest payments
on mortgages and home improvement loans, because homeowners
are treated as businesses in the NIPA's. The derivation of personal in-
terest income can be explained as follows. Net interest equals in-
terest paid by producers (that is, business and U.S. residents supply-
ing labor and property services to abroad) to persons and government
less interest received by producers from consumers and government.
It therefore falls short of interest received by persons from producers
by the amount of interest received by producers from consumers and
government, and exceeds interest received by persons from
producers by the amount of interest received by government from
producers. Accordingly, the former is added to net interest, and the
latter is deducted, to obtain personal interest income.

Transfer payments to persons is income payments to persons,
generally in monetary form, for which they do not render current ser-
vices. It consists of business transfer payments (see 1-20) and
government transfer payments (2-19). Government transfer pay-
ments include payments under the following programs: Federal old-
age, survivors, disability, and hospital insurance; supplementary
medical insurance; State unemployment insurance; railroad retire-
ment and unemployment insurance; government retirement;
workmen's compensation; veterans, including veterans life insurance;
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food stamp; black lung; supplemental security income; and direct
relief. Government payments to nonprofit institutions, other than for
work under research and development contracts, is also included.

Personal contributions for social insurance (2-20) includes pay-
ments by employees, self-employed, and other individuals who par-
ticipate in the following programs: Federal old-age, survivors, dis-
ability, and hospital insurance; supplementary medical insurance;
State unemployment insurance; railroad retirement insurance;
government retirement; and veterans life insurance.

Personal tax and nontax payments (2-1) is tax payments (net of
refunds) by persons (except personal contributions for social in-
surance) that are not chargeable to business expense, and of certain
other personal payments to general government that it is convenient
to treat like taxes. Personal taxes includes income, estate and gift,
and personal property taxes. Nontaxes includes passport fees, fines
and penalties, donations, and tuitions and fees paid to schools and
hospitals operated mainly by government. Nontaxes generally ex-
cludes purchases by persons from government of goods and services
that are similar to goods and services purchased by persons from
business.

Personal outlays is personal consumption expenditures (see 1-26),
interest paid by consumers to business (see 2-16) and Personal
transfer payments to foreigners, net (2-5). The last item is personal
remittances in cash and in kind to abroad less such remittances from
abroad.

Personal saving (2-6) is personal income less the sum of personal
outlays and personal tax and nontax payments. It is the current saving
of individuals (including proprietors), nonprofit institutions, private
noninsured welfare funds, and private trust funds. Personal saving
equals the change in the net worth of persons, which may also be
viewed as the sum of net acquisition of financial assets (such as cash
and deposits, securities, and the net equity of individuals in life in-
surance and in private noninsured pension funds) and physical assets
less the sum of net borrowing and of capital consumption allowances.

persons and business (see 2-14) and interest paid to foreigners (3-8).
Interest paid to foreigners is interest paid by the U.S. Government to
foreign businesses, governments, and persons.

Subsidies less current surplus of government enterprises (see 1 -
22).

Wage accruals less disbursements (see 1 -4).

Surplus or deficit (-), national income and product accounts (3-12)
is government expenditures less government receipts as defined in
the NI PA's. It may also be viewed as the net acquisition of financial
assets by general government and government enterprises, and net
government purchases of land and of rights to Government-owned
land including oil resources.

Gross saving and investment account

Personal saving (see 2-6).
Wage accruals less disbursements (see 1 -4).

Undistributed corporate profits with inventory valuation and
capital consumption adjustments (see 1-15, 1-16, and 1-17).

Capital consumption allowances with capital consumption adjust-

ment (see 1-25).

Government surplus or deficit (-), national income and product ac-
counts (see 3-12).

Capital grants received by the United States, net (see 4-2).
Statistical discrepancy (see 1-23).
Gross private domestic investment (see 1-30).
Net foreign investment (see 4-8).

Government receipts and expenditures account

Personal tax and nontax payments (see 2-1).
Corporate profits tax liability (see 1-12).
Indirect business tax and nontax liability (see 1-21).
Contributions for social insurance (see 1-6 and 2-20).
Purchases of goods and services (see 1-40).

Transfer payments is transfer payments to persons (see 2-19) and
transfer payments to foreigners, net (3-4). The latter is U.S. Govern-
ment nonmilitary grants to foreign governments in cash and in kind,
and of U.S. Government transfer payments, mainly retirement
benefits, to former residents of the United States.

Net interest paid is interest paid by government less interest
received by government (see 2-15). The former is interest paid to

Foreign transactions account

Imports of goods and services (see 1 -39).
Transfer payments to foreigners (see 2-5 and 3-4).
Interest paid by government to foreigners (see 3-8).

Net foreign investment (4-8) is U.S. exports of goods and services
and capital grants received by the United States, net (see below), less
imports of goods and services by the United States, transfer pay-
ments to foreigners (net), and U.S. Government interest paid to for
eigners. It may also be viewed as the acquisition of foreign assets by
U.S. residents less the acquisition of U.S. assets by foreign residents.
It includes the errors and omissions item in the detailed balance of
payments accounts.

Exports of goods and services (see 1-38).
Capital grants received by the United States, net (4-2) is mainly

the allocation of special drawing rights to the United States.
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Definitions of Sectors

In addition to the breakdown of GNP that appears in the five-
account summary of the NIPA's, GNP can be broken down by
sectors—business, households and institutions, government and the
rest of the world.

Business consists of all organizations that produce goods and ser-
vices for sale at a price intended at least to approximate costs of
production. In the main, it covers private enterprises organized for
profit, both corporate and noncorporate, including farm operators, the
independent professions, and lessors of real property. Mutual finan-
cial institutions, private noninsured pension funds, cooperatives, non-
profit organizations serving business, Federal Reserve banks, and
federally sponsored credit agencies are also included, as well as
government enterprises. Owner-occupied dwellings and buildings
owned by nonprofit institutions serving individuals are considered to
be business establishments selling their current services to their
owners.

The business sector accounts for the bulk of GNP, and like GNP,
can be measured either in terms of the value of the goods and ser-
vices it produces or in terms of the costs incurred and the profits
earned in its production.

Households and institutions consists of households of families and
unrelated individuals; nonprofit institutions serving individuals;
private trust funds; and private noninsured welfare funds. Its produc-
tion is measured by the compensation of its employees.

Government consists of all Federal and State and local govern-
ment agencies except government enterprises. Its production is
measured by the compensation of its employees.

Rest of the world consists of foreigners as transactors with U.S.
residents. Its production is measured by its net payments of labor and
property incomes to the United States.

For some purposes it is useful to have a measure of production
that excludes rest-of-the-world production. This is the gross domestic
product which is the market value of the goods and services
produced by labor and property located in the United States.
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