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CHAPTER 04

NATIONAL INCOME ACCOUNTING AND ROLE OF THE GOVERNMENT

Macro Economics  
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Macro-economic variables 

 
 
 
 

Macro-Economic management policies  
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NOTE: 
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Macro-Economic Agents 
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Circular flow of an Economy  
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National income accounting 
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Institutional units

Production boundary 
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Unobserved economic activities 

 

 
 
 

 



P a g e  74 | 116 

 

 

Productive economic activities which are included in gross domestic production 

Productive economic activities not included in Gross Domestic Product. 

Nonproductive transactions excluded in national income accounting.  

Main uses of national accounting is shown below.  
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Three Approaches of National Income Accounting  

 
 
 

A. Production Approach 

 

 

 

 

 

 



P a g e  76 | 116 

 

 

 

 

 
 

 

 



P a g e  77 | 116 

A. Production Approach
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B. Income Approach 

 
 

 
 

 
 

C. Expenditure Approach 
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Drawbacks in National Income Accounting  

 
 
 
 
 
 

FISCAL POLICY 

 
 
 
 
 

 
 
 

1. Government Revenue 

 
 

a. 
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The base for classification of Tax Revenue  

 
 

 
 

Differentiate Direct Tax & Indirect Tax 

 
 
 

Indirect Tax 

What is the main Indirect Tax in Sri Lanka? 
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Three Types of Imposition of Tax 
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b. Non Tax Revenue of Government

 
 

 
 

 
 
 

Characteristics of good tax system 

 

 

 

 

 

 

Differentiate Neutrality & Equity 
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Government Expenditures 

 
 

Expenditure 
on Good & 
Services 

Interest 
Payment 

Current 
Transfers & 
subsidies

Salaries & 
Wages 

Other 
Goods& 
Services 

Domestic 

Foreign 

To Government 
Institutions & 
Corporations 

To Household & 
Other Sector 

Acquisition of 
Real Estate 

Capital 
Transfers 
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Government Debt 

Market Source Non  Market 
Source 

Projected Debt Non  Projected 
Debt 

Banking 
Source 

Non  Banking 
Source 

Central Bank 

Commercial 
Banks 

EPF 

NSB 

Insurance 

Institutions 


