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GDP VS GVA: Issues in Calculation 
 
Gross Domestic Product (GDP) 
What Is Gross Domestic Product (GDP)? 
Gross domestic product (GDP) is the total monetary or market value of all the 
finished goods and services produced within a country’s borders in a specific time 
period. As a broad measure of overall domestic production, it functions as a 
comprehensive scorecard of a given country’s economic health. 
Though GDP is typically calculated on an annual basis, it is sometimes calculated on 
a quarterly basis as well. In the U.S., for example, the government releases 
an annualized GDP estimate for each fiscal quarter and also for the calendar year. 
The individual data sets included in this report are given in real terms, so the data is 
adjusted for price changes and is, therefore, net of inflation. 
 
KEY TAKEAWAYS 

• Gross domestic product (GDP) is the monetary value of all finished goods and 
services made within a country during a specific period. 

• GDP provides an economic snapshot of a country, used to estimate the size of 
an economy and growth rate. 

• GDP can be calculated in three ways, using expenditures, production, or 
incomes. It can be adjusted for inflation and population to provide deeper 
insights. 

• Real GDP takes account the effects of inflation while nominal GDP does not. 
• Though it has limitations, GDP is a key tool to guide policymakers, investors, 

and businesses in strategic decision-making. 
 
Understanding Gross Domestic Product (GDP) 

• The calculation of a country’s GDP encompasses all private and public 
consumption, government outlays, investments, additions to private 
inventories, paid-in construction costs, and the foreign balance of trade. 
(Exports are added to the value and imports are subtracted). 

• Of all the components that make up a country’s GDP, the foreign balance of 
trade is especially important. The GDP of a country tends to increase when the 
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total value of goods and services that domestic producers sell to foreign 
countries exceeds the total value of foreign goods and services that domestic 
consumers buy. When this situation occurs, a country is said to have a trade 
surplus. 

• If the opposite situation occurs—if the amount that domestic consumers spend 
on foreign products is greater than the total sum of what domestic producers 
are able to sell to foreign consumers—it is called a trade deficit. In this 
situation, the GDP of a country tends to decrease. 

• GDP can be computed on a nominal basis or a real basis, the latter accounting 
for inflation. Overall, real GDP is a better method for expressing long-term 
national economic performance since it uses constant dollars. 

• For example, suppose there is a hypothetical country that in the year 2012 had 
a nominal GDP of $100 billion. By 2022, this country’s nominal GDP had 
grown to $150 billion. Over the same period of time, prices also rose by 100%. 
In this example, if you were to look solely at the nominal GDP, the economy 
appears to be performing well. However, the real GDP (expressed in 2012 
dollars) would only be $75 billion, revealing that, in actuality, an overall 
decline in real economic performance occurred during this time. 

Types of Gross Domestic Product 
GDP can be reported in several ways, each of which provides slightly different 
information. 
Nominal GDP 

• Nominal GDP is an assessment of economic production in an economy that 
includes current prices in its calculation. In other words, it doesn’t strip out 
inflation or the pace of rising prices, which can inflate the growth figure. 

• All goods and services counted in nominal GDP are valued at the prices that 
those goods and services are actually sold for in that year. Nominal GDP is 
evaluated in either the local currency or U.S. dollars at currency market 
exchange rates to compare countries’ GDPs in purely financial terms. 

• Nominal GDP is used when comparing different quarters of output within the 
same year. When comparing the GDP of two or more years, real GDP is used. 
This is because, in effect, the removal of the influence of inflation allows the 
comparison of the different years to focus solely on volume. 



4 

Easy to PICK UPSC “PT” DNA 

  

Real GDP 
• Real GDP is an inflation-adjusted measure that reflects the quantity of goods 

and services produced by an economy in a given year, with prices held 
constant from year to year to separate out the impact of inflation or deflation 
from the trend in output over time. Since GDP is based on the monetary value 
of goods and services, it is subject to inflation. 

• Rising prices will tend to increase a country’s GDP, but this does not 
necessarily reflect any change in the quantity or quality of goods and services 
produced. Thus, by looking just at an economy’s nominal GDP, it can be 
difficult to tell whether the figure has risen because of a real expansion in 
production or simply because prices rose. 

• Economists use a process that adjusts for inflation to arrive at an economy’s 
real GDP. By adjusting the output in any given year for the price levels that 
prevailed in a reference year, called the base year, economists can adjust for 
inflation’s impact. This way, it is possible to compare a country’s GDP from 
one year to another and see if there is any real growth. 

• Real GDP is calculated using a GDP price deflator, which is the difference in 
prices between the current year and the base year. For example, if prices rose 
by 5% since the base year, then the deflator would be 1.05. Nominal GDP is 
divided by this deflator, yielding real GDP. Nominal GDP is usually higher 
than real GDP because inflation is typically a positive number. 

• Real GDP accounts for changes in market value and thus narrows the 
difference between output figures from year to year. If there is a large 
discrepancy between a nation’s real GDP and nominal GDP, this may be an 
indicator of significant inflation or deflation in its economy. 

GDP Per Capita 
• GDP per capita is a measurement of the GDP per person in a country’s 

population. It indicates that the amount of output or income per person in an 
economy can indicate average productivity or average living standards. GDP 
per capita can be stated in nominal, real (inflation-adjusted), or PPP 
(purchasing power parity) terms. 

• At a basic interpretation, per-capita GDP shows how much economic 
production value can be attributed to each individual citizen. This also 
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translates to a measure of overall national wealth since GDP market value per 
person also readily serves as a prosperity measure. 

• Per-capita GDP is often analyzed alongside more traditional measures of GDP. 
Economists use this metric for insight into their own country’s domestic 
productivity and the productivity of other countries. Per-capita GDP considers 
both a country’s GDP and its population. Therefore, it can be important to 
understand how each factor contributes to the overall result and is affecting 
per-capita GDP growth. 

• If a country’s per-capita GDP is growing with a stable population level, for 
example, it could be the result of technological progressions that are producing 
more with the same population level. Some countries may have a high per-
capita GDP but a small population, which usually means they have built up a 
self-sufficient economy based on an abundance of special resources. 

GDP Growth Rate 
• The GDP growth rate compares the year-over-year (or quarterly) change in a 

country’s economic output to measure how fast an economy is growing. 
Usually expressed as a percentage rate, this measure is popular for economic 
policymakers because GDP growth is thought to be closely connected to key 
policy targets such as inflation and unemployment rates. 

• If GDP growth rates accelerate, it may be a signal that the economy is 
“overheating” and the central bank may seek to raise interest rates. 
Conversely, central banks see a shrinking (or negative) GDP growth rate (i.e., 
a recession) as a signal that rates should be lowered and that stimulus may be 
necessary. 

GDP Purchasing Power Parity (PPP) 
• While not directly a measure of GDP, economists look at purchasing power 

parity (PPP) to see how one country’s GDP measures up in “international 
dollars” using a method that adjusts for differences in local prices and costs of 
living to make cross-country comparisons of real output, real income, and 
living standards. 

GDP Formula 
GDP can be determined via three primary methods. All three methods should yield 
the same figure when correctly calculated. These three approaches are often termed 
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the expenditure approach, the output (or production) approach, and the income 
approach. 
The Expenditure Approach 

• The expenditure approach, also known as the spending approach, calculates 
spending by the different groups that participate in the economy. The U.S. 
GDP is primarily measured based on the expenditure approach. This approach 
can be calculated using the following formula: 

GDP = C + G + I + NX 
where 

• C=consumption; 
• G=government spending; 
• I=investment; and 
• NX=net exports 

 
• All of these activities contribute to the GDP of a country. Consumption refers 

to private consumption expenditures or consumer spending. Consumers spend 
money to acquire goods and services, such as groceries and haircuts. 
Consumer spending is the biggest component of GDP, accounting for more 
than two-thirds of the U.S. GDP.3 

• Consumer confidence, therefore, has a very significant bearing on economic 
growth. A high confidence level indicates that consumers are willing to spend, 
while a low confidence level reflects uncertainty about the future and an 
unwillingness to spend. 

• Government spending represents government consumption expenditure and 
gross investment. Governments spend money on equipment, infrastructure, 
and payroll. Government spending may become more important relative to 
other components of a country’s GDP when consumer spending and business 
investment both decline sharply. (This may occur in the wake of a recession, 
for example.) 

• Investment refers to private domestic investment or capital expenditures. 
Businesses spend money to invest in their business activities. For example, a 
business may buy machinery. Business investment is a critical component of 
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GDP since it increases the productive capacity of an economy and boosts 
employment levels. 

• The net exports formula subtracts total exports from total imports (NX = 
Exports - Imports). The goods and services that an economy makes that are 
exported to other countries, less the imports that are purchased by domestic 
consumers, represent a country’s net exports. All expenditures by companies 
located in a given country, even if they are foreign companies, are included in 
this calculation. 

The Production (Output) Approach 
• The production approach is essentially the reverse of the expenditure 

approach. Instead of measuring the input costs that contribute to economic 
activity, the production approach estimates the total value of economic output 
and deducts the cost of intermediate goods that are consumed in the process 
(like those of materials and services). Whereas the expenditure approach 
projects forward from costs, the production approach looks backward from the 
vantage point of a state of completed economic activity. 

The Income Approach 
• The income approach represents a kind of middle ground between the two 

other approaches to calculating GDP. The income approach calculates the 
income earned by all the factors of production in an economy, including the 
wages paid to labor, the rent earned by land, the return on capital in the form 
of interest, and corporate profits.  

• The income approach factors in some adjustments for those items that are not 
considered payments made to factors of production. For one, there are some 
taxes—such as sales taxes and property taxes—that are classified as indirect 
business taxes. In addition, depreciation—a reserve that businesses set aside to 
account for the replacement of equipment that tends to wear down with use—
is also added to the national income. All of this together constitutes a nation’s 
income. 

GDP vs. GNP vs. GNI 
• Although GDP is a widely used metric, there are other ways of measuring the 

economic growth of a country. While GDP measures the economic activity 
within the physical borders of a country (whether the producers are native to 
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that country or foreign-owned entities), gross national product (GNP) is a 
measurement of the overall production of people or corporations native to a 
country, including those based abroad. GNP excludes domestic production by 
foreigners. 

• Gross national income (GNI) is another measure of economic growth. It is 
the sum of all income earned by citizens or nationals of a country (regardless 
of whether the underlying economic activity takes place domestically or 
abroad). The relationship between GNP and GNI is similar to the relationship 
between the production (output) approach and the income approach used to 
calculate GDP. 

• GNP uses the production approach, while GNI uses the income approach. 
With GNI, the income of a country is calculated as its domestic income, plus its 
indirect business taxes and depreciation (as well as its net foreign factor 
income). The figure for net foreign factor income is calculated by subtracting 
all payments made to foreign companies and individuals from all payments 
made to domestic businesses. 

• In an increasingly global economy, GNI has been put forward as a potentially 
better metric for overall economic health than GDP. Because certain countries 
have most of their income withdrawn abroad by foreign corporations and 
individuals, their GDP figure is much higher than the figure that represents 
their GNI. 

• For example, in 2019, Luxembourg had a significant difference between its 
GDP and GNI, mainly due to large payments made to the rest of the world via 
foreign corporations that did business in Luxembourg, attracted by the tiny 
nation’s favorable tax laws.4 On the contrary, in the U.S., GNI and GDP do not 
differ substantially. In 2019, U.S. GDP was $21.7 trillion while its GNI was 
$21.7 trillion also.56 

Adjustments to GDP 
• A number of adjustments can be made to a country’s GDP to improve the 

usefulness of this figure. For economists, a country’s GDP reveals the size of 
the economy but provides little information about the standard of living in that 
country. Part of the reason for this is that population size and cost of living are 
not consistent around the world. 
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• For example, comparing the nominal GDP of China to the nominal GDP of 
Ireland would not provide much meaningful information about the realities of 
living in those countries because China has approximately 300 times the 
population of Ireland. 

• To help solve this problem, statisticians sometimes compare GDP per 
capita between countries. GDP per capita is calculated by dividing a country’s 
total GDP by its population, and this figure is frequently cited to assess the 
nation’s standard of living. Even so, the measure is still imperfect. 

• Suppose China has a GDP per capita of $1,500, while Ireland has a GDP per 
capita of $15,000. This doesn’t necessarily mean that the average Irish person 
is 10 times better off than the average Chinese person. GDP per capita doesn’t 
account for how expensive it is to live in a country. 

• Purchasing power parity (PPP) attempts to solve this problem by comparing 
how many goods and services an exchange-rate-adjusted unit of money can 
purchase in different countries—comparing the price of an item, or basket of 
items, in two countries after adjusting for the exchange rate between the two, 
in effect. 

• Real per-capita GDP, adjusted for purchasing power parity, is a heavily refined 
statistic to measure true income, which is an important element of well-being. 
An individual in Ireland might make $100,000 a year, while an individual in 
China might make $50,000 a year. In nominal terms, the worker in Ireland is 
better off. But if a year’s worth of food, clothing, and other items costs three 
times as much in Ireland as in China, however, then the worker in China has a 
higher real income. 

How to Use GDP Data 
• Most nations release GDP data every month and quarter. In the U.S., 

the Bureau of Economic Analysis (BEA) publishes an advance release of 
quarterly GDP four weeks after the quarter ends, and a final release three 
months after the quarter ends. The BEA releases are exhaustive and contain a 
wealth of detail, enabling economists and investors to obtain information and 
insights on various aspects of the economy.1 

• GDP’s market impact is generally limited, since it is “backward-looking,” and a 
substantial amount of time has already elapsed between the quarter-end and 
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GDP data release. However, GDP data can have an impact on markets if the 
actual numbers differ considerably from expectations. 

• Because GDP provides a direct indication of the health and growth of the 
economy, businesses can use GDP as a guide to their business strategy. 
Government entities, such as the Fed in the U.S., use the growth rate and other 
GDP stats as part of their decision process in determining what type of 
monetary policies to implement. 

• If the growth rate is slowing, they might implement an expansionary monetary 
policy to try to boost the economy. If the growth rate is robust, they might use 
monetary policy to slow things down to try to ward off inflation. 

• Real GDP is the indicator that says the most about the health of the economy. 
It is widely followed and discussed by economists, analysts, investors, and 
policymakers. The advance release of the latest data will almost always move 
markets, although that impact can be limited, as noted above. 

GDP and Investing 
• Investors watch GDP since it provides a framework for decision-making. The 

“corporate profits” and “inventory” data in the GDP report are a great resource 
for equity investors, as both categories show total growth during the period; 
corporate profits data also displays pre-tax profits, operating cash flows, and 
breakdowns for all major sectors of the economy. 

• Comparing the GDP growth rates of different countries can play a part in asset 
allocation, aiding decisions about whether to invest in fast-growing economies 
abroad—and if so, which ones. 

• One interesting metric that investors can use to get some sense of the 
valuation of an equity market is the ratio of total market capitalization to GDP, 
expressed as a percentage. The closest equivalent to this in terms of stock 
valuation is a company’s market cap to total sales (or revenues), which in per-
share terms is the well-known price-to-sales ratio. 

• Just as stocks in different sectors trade at widely divergent price-to-sales 
ratios, different nations trade at market-cap-to-GDP ratios that are literally all 
over the map. For example, according to the World Bank, the U.S. had a 
market-cap-to-GDP ratio of 195% for 2020, while China had a ratio of just over 
83% and Hong Kong had a ratio of 1,769%.7 
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• However, the utility of this ratio lies in comparing it to historical norms for a 
particular nation. As an example, the U.S. had a market-cap-to-GDP ratio of 
142% at the end of 2006, which dropped to 79% by the end of 2008.7 In 
retrospect, these represented zones of substantial overvaluation and 
undervaluation, respectively, for U.S. equities. 

• The biggest downside of this data is its lack of timeliness; investors only get 
one update per quarter, and revisions can be large enough to significantly alter 
the percentage change in GDP. 

History of GDP 
• The concept of GDP was first proposed in 1937 in a report to the U.S. Congress 

in response to the Great Depression, conceived of and presented by an 
economist at the National Bureau of Economic Research, Simon Kuznets.8 

• At the time, the preeminent system of measurement was GNP. After 
the Bretton Woods conference in 1944, GDP was widely adopted as the 
standard means for measuring national economies; however, the U.S. 
continued to use GNP as its official measure of economic welfare until 1991, 
after which it switched to GDP.8 

• Beginning in the 1950s, however, some economists and policymakers began to 
question GDP. Some observed, for example, a tendency to accept GDP as an 
absolute indicator of a nation’s failure or success, despite its failure to account 
for health, happiness, (in)equality, and other constituent factors of public 
welfare. In other words, these critics drew attention to a distinction between 
economic progress and social progress. 

• However, most authorities, like Arthur Okun, an economist for President John 
F. Kennedy’s Council of Economic Advisers, held firm to the belief that GDP is 
an absolute indicator of economic success, claiming that for every increase in 
GDP, there would be a corresponding drop in unemployment.9 

Criticisms of GDP 
There are, of course, drawbacks to using GDP as an indicator. In addition to the lack 
of timeliness, some criticisms of GDP as a measure are: 

• It ignores the value of informal or unrecorded economic 
activity. GDP relies on recorded transactions and official data, so it does not 
take into account the extent of informal economic activity. GDP fails to 
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account for the value of under-the-table employment, 
underground market activity, or unremunerated volunteer work, which can all 
be significant in some nations and cannot account for the value of leisure time 
or household production, which are ubiquitous conditions of human life in all 
societies. 

• It is geographically limited in a globally open economy. GDP does not 
take into account profits earned in a nation by overseas companies that are 
remitted back to foreign investors. This can overstate a country’s actual 
economic output. For example, Ireland had a GDP of $426 billion and GNI of 
$324 billion in 2020, the difference of approximately $100 billion (or over 
20% of GDP) largely being due to profit repatriation by foreign companies 
based in Ireland.1011 

• It emphasizes material output without considering overall well-
being. GDP growth alone cannot measure a nation’s development or its 
citizens’ well-being, as noted above. For instance, a nation may be 
experiencing rapid GDP growth, but this may impose a significant cost to 
society in terms of environmental impact and an increase in income disparity. 

• It ignores business-to-business activity. GDP considers only final goods 
production and new capital investment and deliberately nets out intermediate 
spending and transactions between businesses. By doing so, GDP overstates 
the importance of consumption relative to production in the economy and is 
less sensitive as an indicator of economic fluctuations compared to metrics 
that include business-to-business activity. 

• It counts costs and waste as economic benefits. GDP counts all final 
private and government spending as additions to income and output for 
society, regardless of whether they are actually productive or profitable. This 
means that obviously unproductive or even destructive activities are routinely 
counted as economic output and contribute to growth in GDP. For example, 
this includes spending directed toward extracting or transferring wealth 
between members of society rather than producing wealth (such as the 
administrative costs of taxation or money spent on lobbying and rent-seeking); 
spending on investment projects for which the necessary complementary 
goods and labor are not available or for which actual consumer demand does 
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not exist (such as the construction of empty ghost cities or bridges to nowhere, 
unconnected to any road network); and spending on goods and services that 
are either themselves destructive or only necessary to offset other destructive 
activities, rather than to create new wealth (such as the production of weapons 
of war or spending on policing and anti-crime measures). 

Global Sources for Country GDP Data 
• The World Bank hosts one of the most reliable web-based databases. It has one 

of the best and most comprehensive lists of countries for which it tracks GDP 
data. The International Money Fund (IMF) also provides GDP data through its 
multiple databases, such as World Economic Outlook and International 
Financial Statistics. 

• Another highly reliable source of GDP data is the Organization for Economic 
Cooperation and Development (OECD). The OECD not only provides historical 
data but also forecasts GDP growth. The disadvantage of using the OECD 
database is that it tracks only OECD member countries and a few nonmember 
countries. 

• In the U.S., the Fed collects data from multiple sources, including a country’s 
statistical agencies and The World Bank. The only drawback to using a Fed 
database is a lack of updating in GDP data and an absence of data for certain 
countries. 

• The Bureau of Economic Analysis (BEA) a division of the U.S. Department of 
Commerce, issues its own analysis document with each GDP release, which is a 
great investor tool for analyzing figures and trends and reading highlights of 
the very lengthy full release. 

 
Gross Value Added (GVA) 
What Is Gross Value Added (GVA)? 
Gross value added (GVA) is an economic productivity metric that measures the 
contribution of a corporate subsidiary, company, or municipality to an economy, 
producer, sector, or region. 
GVA provides a dollar value for the amount of goods and services that have been 
produced in a country, minus the cost of all inputs and raw materials that are 



14 

Easy to PICK UPSC “PT” DNA 

  

directly attributable to that production. GVA thus adjusts gross domestic 
product (GDP) by the impact of subsidies and taxes (tariffs) on products. 
KEY TAKEAWAYS 

• Gross value added (GVA) is an economic productivity metric that measures the 
contribution of a corporate subsidiary, company, or municipality to an 
economy, producer, sector, or region. 

• GVA is the output of the country less the intermediate consumption, which is 
the difference between gross output and net output. 

• GVA is important because it is used to adjust GDP, which is a key indicator of 
the state of a nation's total economy. 

• It can also be used to measure how much money a product or service 
has contributed toward meeting a company's fixed costs. 

Understanding Gross Value Added (GVA) 
GVA is the output of the country less the intermediate consumption, which is the 
difference between gross output and net output. GVA is important because it is used 
in the calculation of GDP, a key indicator of the state of a nation's total economy. It 
can also be used to see how much value is added (or lost) from a particular region, 
state, or province. 
At the national level, GVA is sometimes favored as a measure of total economic 
output and growth over GDP or gross national product (GNP). GVA is related to 
GDP through taxes on products and subsidies on products. It adds back subsidies 
that governments grant to certain sectors of the economy and subtracts taxes 
imposed on others. 
At the company level, this metric is often calculated to represent the GVA by a 
particular product, service, or corporate unit that the company currently produces or 
provides. Once the consumption of fixed capital and the effects of depreciation are 
subtracted, the company knows how much net value a particular operation adds to 
its bottom line. In other words, the GVA number reveals the contribution made by 
that particular product to the company's profit. 
The formula for GVA: 
GVA=GDP+SP−TP 
where: 
SP= Subsidies on products 
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TP= Taxes on products 
 
Gross Value Added (GVA) Example 
Let's consider a hypothetical example for the fictitious country, ” X land”. As a very 
simplified example of calculating GVA, consider the following data for our fictitious 
country: 

• Private consumption = $500 billion 
• Gross investment = $250 billion 
• Government investment = $150 billion 
• Government spending = $250 billion 
• Total exports = $150 billion 
• Total imports = $125 billion 
• Total taxes on products = 10% 
• Total subsidies on products = 5% 

Using this data, the GVA can be calculated. The first step is to calculate the GDP. 
Recall that GDP is computed as private consumption + gross investment + 
government investment + government spending + (exports - imports): 

• GDP = $500 billion + $250 billion + $150 billion + $250 billion + ($150 
billion - $125 billion) = $1.175 trillion 

Next, we calculate the subsidies and taxes on products. For simplicity's sake, assume 
that all private consumption is consumption of products. In that case, subsidies and 
taxes are as follows: 

• Subsidies on products = $500 billion x 5% = $25 billion 
• Taxes on products = $500 billion x 10% = $50 billion 

With this, the GVA can be calculated as follows: 
• Gross value added = $1.175 trillion + $25 billion - $50 billion = $1.15 

trillion 
 
 
Economic Times Article - What are GVA and GDP in growth calculation? 
 
With the industrial output and consumer price numbers released, all eyes are now 
set on the growth numbers that would be released on Wednesday. After following 
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gross domestic product (GDP) for many years, policy makers have now also started 
looking at gross value added (GVA) to analyse growth.  
 
1.What is gross value added? 
Put simply, it is a measure of total output and income in the economy. It provides 
the rupee value for the amount of goods and services produced in an economy after 
deducting the cost of inputs and raw materials that have gone into the production of 
those goods and services. It also gives sector-specific picture like what is the growth 
in an area, industry or sector of an economy. 
 
2.How is it measured? 
At the macro level, from national accounting perspective, it is the sum of a country’s 
GDP and net of subsidies and taxes in the economy. When measured from the 
production side, it is a balancing item of the national accounts.  
3.What is GDP? 
It gives the economic output from the consumers’ side. It is the sum of private 
consumption, gross investment in the economy, government investment, 
government spending and net foreign trade (difference between exports and 
imports). 
 
4.What is the difference between the two? 
While GVA gives a picture of the state of economic activity from the producers’ side 
or supply side, the GDP gives the picture from the consumers’ side or demand 
perspective. Both measures need not match because of the difference in treatment of 
net taxes. This is one of the reasons that in the first quarter of 2015, GDP growth was 
stronger at 7.5%, while GVA growth was 6.1%. 
 
5.Why did policy makers decide to also give weight to GVA? 
A sector-wise breakdown provided by the GVA measure can better help the 
policymakers to decide which sectors need incentives/stimulus or vice versa. Some 
consider GVA as a better gauge of the economy because a sharp increase in the 
output, only due to higher tax collections which could be on account of better 
compliance or coverage, may distort the real output situation. 



17 

Easy to PICK UPSC “PT” DNA 

  

 
6.Which of the two measures is considered more appropriate gauge of 
the economy? 
A sector-wise breakdown provided by the GVA measure helps policymakers decide 
which sectors need incentives or stimulus and accordingly formulate sector specific 
policies. But GDP is a measure when it comes to making cross-country analysis and 
comparing the incomes of different economies. 
 
TH Explainer- The Hindu Explains 
What is Gross Value Added, and how is it relevant when growth is 
announced in GDP terms? 
Why are the GVA figures in focus now? How is the GVA data relevant 
when economic growth is announced in GDP terms? 

• The story so far: The National Statistical Office (NSO), on May 29, released 
its provisional estimates of national income for the financial year 2019-20. As 
per the NSO, real GDP (Gross Domestic Product) in the full fiscal year was 
estimated to have expanded by 4.2% from a year earlier, the slowest pace of 
growth in 11 years.  

• And GDP growth for the January-March quarter was pegged at 3.1%. The 
release also detailed the estimates of the Gross Value Added, or GVA, at basic 
prices for the four quarters of 2019 as well as the comparable quarterly data 
for the two preceding years.  

• Interestingly, the GVA numbers for the first three quarters revealed significant 
revisions from what the NSO had shared back in February, when it had 
announced estimates for the third quarter.  

• While initial estimates are routinely revised based on the updated availability 
of information, the extent of these revisions has come into focus since they 
point to a sharper and more widespread slowdown in economic activity over 
the course of the last financial year than had been previously revealed. 

What is Gross Value Added (GVA)? 
• In 2015, in the wake of a comprehensive review of its approach to GDP 

measurement, India opted to make major changes to its compilation of 
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national accounts and bring the whole process into conformity with the United 
Nations System of National Accounts (SNA) of 2008.  

• As per the SNA, gross value added, is defined as the value of output minus the 
value of intermediate consumption and is a measure of the contribution to 
GDP made by an individual producer, industry or sector. At its simplest it 
gives the rupee value of goods and services produced in the economy after 
deducting the cost of inputs and raw materials used. GVA can be described as 
the main entry on the income side of the nation’s accounting balance sheet, 
and from an economics perspective represents the supply side.  

• While India had been measuring GVA earlier, it had done so using ‘factor cost’ 
and GDP at ‘factor cost’ was the main parameter for measuring the country’s 
overall economic output till the new methodology was adopted.  

• In the new series, in which the base year was shifted to 2011-12 from the 
earlier 2004-05, GVA at basic prices became the primary measure of output 
across the economy’s various sectors and when added to net taxes on products 
amounts to the GDP. 

• As part of the data on GVA, the NSO provides both quarterly and annual 
estimates of output — measured by the gross value added — by economic 
activity.  

• The sectoral classification provides data on eight broad categories that span 
the gamut of goods produced and services provided in the economy.  

• These are: 1) Agriculture, Forestry and Fishing; 2) Mining and Quarrying; 3) 
Manufacturing; 4) Electricity, Gas, Water Supply and other Utility Services; 5) 
Construction; 6) Trade, Hotels, Transport, Communication and Services 
related to Broadcasting; 7) Financial, Real Estate and Professional Services; 8) 
Public Administration, Defence and other Services. 

Why are the latest GVA numbers attracting attention? 
• In February, the NSO announced estimates of national income and 

expenditure for the fiscal third quarter along with its second advance estimates 
of GDP for 2019-20.  

• Those estimates had pegged year-on-year GVA growth rates in the first three 
quarters at 5.4%, 4.8% and 4.5%, respectively. The February estimates also 
suggested that manufacturing, construction, electricity and utility services and 
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the trade, hotels and transport (another services category) sectors apart, the 
other four sectors were faring at about the same level or better than the 
comparable year earlier periods. However, last month’s estimates saw 
significant downward revisions in the GVA data pertaining to the first three 
quarters for five of the eight sectors, dragging down the Q1, Q2 and Q3 GVA 
growth rates to 4.8%, 4.3% and 3.5%.  

• The revisions, combined with a lacklustre performance in the fourth quarter, 
including a sharp weakening in momentum at two of the largest services 
sectors ultimately lowered the overall annual GVA growth estimate for 2019-
20 by as much as 1 percentage point to 3.9%, from the 4.9% forecast in 
February. 

• A closer look at some of the sectoral revisions point to a deeper weakness in 
the service sectors than had been previously factored in.  

• Take Trade, Hotels, Transport, Communications and Services related to 
Broadcasting. As a sector it contributes almost 20% to GVA and is the largest 
GVA component after the other major services category, Financial, Real Estate 
and Professional Services. While in February Q1, Q2 and Q3 growth for the 
sector was estimated at 5.7%, 5.8% and 5.9%, respectively, in the latest 
estimates they have been cut to 3.5%, 4.1% and 4.3%, respectively. 

• Similarly, the growth estimates for the largest services sector, which 
contributes almost one-fourth of the overall GVA, too have been reduced 
sharply. Q1, Q2 and Q3 growth has been cut from 6.9%, 7.1% and 7.3%, 
respectively to 6%, 6% and 3.3%, respectively. 

• The revisions, however, show two other key sectors in a more positive light. 
Agriculture’s growth for the first three quarters has been marginally increased 
while Public Administration too as a category has had its numbers boosted for 
the second and third quarters. The latter sector’s Q1, Q2 and Q3 growth have 
been revised from 8.7%, 10.1% and 9.7%, respectively, to 7.7%, 10.9% and 
10.9%. 

How relevant is the GVA data given that headline growth always refers 
to GDP? 
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• The GVA data is crucial to understand how the various sectors of the real 
economy are performing. The output or domestic product is essentially a 
measure of GVA combined with net taxes.  

• While GDP can be and is also computed as the sum total of the various 
expenditures incurred in the economy including private consumption 
spending, government consumption spending and gross fixed capital 
formation or investment spending, these reflect essentially on the demand 
conditions in the economy.  

• From a policymaker’s perspective it is therefore vital to have the GVA data to 
be able to make policy interventions, where needed. Also, from a global data 
standards and uniformity perspective, GVA is an integral and necessary 
parameter in measuring a nation’s economic performance, and any country 
which seeks to attract capital and investment from overseas does need to 
conform to the global best practices in national income accounting. 

What are the drawbacks in using GVA to measure economic growth? 
• As with all economic statistics, the accuracy of GVA as a measure of overall 

national output is heavily dependent on the sourcing of data and the fidelity of 
the various data sources in capturing the vast labyrinth of activities that 
constitute a nation’s economic life.  

• To that extent, GVA is as susceptible to vulnerabilities from the use of 
inappropriate or flawed methodologies as any other measure. In a June 2019 
research paper titled ‘India’s GDP Mis-estimation: Likelihood, Magnitudes, 
Mechanisms, and Implications,’ former Chief Economic Adviser Arvind 
Subramanian of Harvard University and the Peterson Institute for 
International Economics posited that the change in methodology and data 
sources when India switched its base year to 2011-12 had led to a significant 
overestimation of growth.  

• Specifically, he argued that the value based approach instead of the earlier 
volume based tack in GVA estimation had affected the measurement of the 
formal manufacturing sector and thus distorted the outcome.  

• The paper triggered much debate and prompted the Ministry of Statistics & 
Programme Implementation to assert in a response that the Ministry’s GDP 
estimates were based on “accepted procedures, methodologies and available 
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data and objectively measure the contribution of various sectors in the 
economy”. 

 
 
TH Editorial- Economic calculation problem 
Whether resources can be efficiently organised in a centrally planned economy 

• Also known as the socialist calculation debate, this refers to an important 
academic debate on the question of whether centrally planned economies can 
allocate scarce resources efficiently.  

• The debate was between the Austrian school economists Ludwig von Mises 
and Friedrich Hayek on the one side and socialist economists Oscar Lange and 
Abba Lerner on the other in the first half of the twentieth century. 

 
The debate 

• The debate was kickstarted by Mises’ 1920 monograph “Economic Calculation 
in the Socialist Commonwealth” which argued that rational allocation of 
resources was impossible in a centrally planned socialist economy. Mises 
argued that in the absence of private property, as is the case in a centrally 
planned economy, there would be no market for resources and hence no 
rational resource allocation.  

• Before Mises, many economists had argued that a socialist economy would be 
inefficient because it did not reward people according to their economic 
output. The logic was that people in general would have very little incentive to 
work hard when rewards are skewed.  

• Mises, however, argued that even if a solution was found to the problem of 
incentives, a socialist economy would still not function efficiently. This, he 
argued, was because the group of central planners managing the economy 
would not have sufficient information to allocate the scarce resources under 
their control efficiently. 

• It should be remembered that resources in any economy are scarce when 
compared to the unlimited desires of human beings. So, these limited 
resources need to be allocated towards the most urgent needs of society in 
order to maximise social welfare.  
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• Take the case of a raw material like timber. It can be allocated for literally 
thousands of different uses, some a lot more urgent than others. In a market 
economy, in which resources are owned by private individuals who are free to 
exchange the resources that they own for resources owned by others, prices act 
as a crucial signal.  

• When resource owners sell their resources to whoever is ready to pay the 
highest price, they thus ensure that the resource is allocated to those who need 
it the most. The implicit assumption here is that, generally speaking, people 
who are willing to pay the highest price for a resource also want it the most 
urgently. 

• In a centrally planned socialist economy, in which all resources are owned by 
the state, decisions regarding where to allocate resources are made by a group 
of central planners.  

• No resource is owned by private individuals, and hence there is no possibility 
of exchange between individuals and the formation of market prices to guide 
the allocation of resources.  

• Mises and Hayek argued that in the absence of prices which act as crucial 
signals to producers in a market economy, central planners would be left 
groping in the dark trying to figure out how to allocate resources.  

• Central planners will, for instance, have to know by other means how much of 
the timber that is produced in a day need to be allocated towards each of the 
thousands of uses towards which it could possibly be allocated. In a market 
economy, this decision is made spontaneously together by millions of 
individuals through the market. 

 
The socialist argument 
 

• Some socialist economists, however, retorted that markets were not essential 
for the rational allocation of resources. They argued that a central planning 
board can allocate resources according to a plan that takes into account the 
genuine needs of society.  

• Other socialist economists such as Lange, however, acknowledged the 
importance of prices in resource allocation. They argued that a socialist 
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economy can use the market mechanism to allocate resources even when all 
resources are owned by the state. 

 
 
.

All the best 
JAI HIND 
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