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Chapter 1

INTRODUCTION

1.1 Motivation of the Study

The environmental degradation and depletion of natural resources due to the
process of industrialisation have warranted ample attention of academicians in the
recent decades. Traditionally, both environmental aspects were neglected in the
standard accounting system of an economy, since the objective was to accomplish
a higher rate of growth through optimum usage of available resources. Further,
with expansion and growth of an economy, the uses of environmental and natural
resources become more intensive, and their depletion posed a threat to the

sustainability of the existing system of production.

Environmental resources have been considered as free goods in
economics. Such an approach to environmental problems did not reflect the real
cost of resources. This resulted in over-exploitation of environmental resources
(especially air and water) and subsequent exhaustion of exhaustible resources in
a competitive market economy, where firm maximizes profits by minimizing
costs. However, in the wake of global environmental awareness, environmental
repercussions resuiting from the economic activities can no longer be neglected,

especially in the estimations of national / regional incomes aggregates.

National income has been considered as one of the most important
indicators of development. In general, on the definition of income, it is apt to quote
J. R. Hicks' (1946) here;




"The purpose of income calculations in practical affairs is to give people an
indication of the amount which they can consume without impoverishing
themselves. Following out this idea it would seem that we ought to define a man's
income as the maximum value which he can consume during a week, and stifl
expects to be as well off at the end of the week as he was at the beginning. Thus
when a person saves he plans to be better off in the future; when he lives beyond
his income he plans to be worse off. Remembering that the practical purpose of
income is to serve as a guide for present conduct, | think it is fairly clear that this is

what the central meaning must be".

In the study of national income accounting, it is essential to understand the
indicators of income, such as: Gross Domestic Product (GDP), Gross National
Product (GNP), Net National Product (NNP), Value Additions, Depreciation,
Consumption patterns and Stock of resources® etc. All data necessary for the
purpose of computation of indices that measure the income of an economy are
provided by the Systems of National Accounts (henceforth, SNA). National income
measured in terms of Value Added is defined as a single measure of the value of
goods and services produced in an economy during a particular period of time (one
year), which ensures that none of the value of goods and services produced is

counted more than once.

If the income is overestimated, it provides a wrong guide, and subsequently
distorts the estimates of growth, development and welfare. In SNA, depreciation
factor is of utmost importance as the ‘Net Value Additions’ is considered national

income. If depreciation is underestimated, income gets inflated and vice-versa.

In SNA. consumption of fixed capital (assets) i.e., depreciation is estimated
only for man-made capital while ignoring the environmental capital. Environmental
economists argue that the depreciation factor in SNA is grossly underestimated,

since the depletion of environmental resources (such as land. air and water) and



natural resources (such as forests and minerals) is not taken into account though
they are used for all economic activities. The computations of Net Value Additions
do not consider this depreciation in conventional SNA. These resources and their
depreciation need to be considered as fixed capital (at par with man-made capital)
in the production process, since any economic activity cannot be undertaken
without having a bearing on such resources. However, a mere increase in national
income cannot be considered as a true indicator of economic development
particularly if it is attained at the cost of a degraded environment and depleted
natural resource base. Thus, for sustainable growth, macroeconomic policies need

figures of sustainable income.

In India, National income aggregates are estimated every year by the
Central Statistical Organization (henceforth, CSO) of the Govemment of India and
the State income aggregates are estimated by Directorate of Economics and
Statistics (henceforth, DES) of the state govermments. These are the official
estimates of income in the framework of SNA. Surprisingly, the present national
income figures do not adequately iepresent sustainable income. Thus, it is
necessary to integrate environmental aspects with the SNA. This is the basic

motivation of the present study.

In this context of income accounting, a number of pertinent issues can be
raised as they are related to analytical, empirical and policy aspects of

environmental concerns. These issues may include the following:

1. Are the depletion of natural resources and degradation of environmental

resources well defined and addressed in the existing framework of SNA?

2. Does SNA account for environmental protection costs arising from poliution

and degradation? If so, how? If not, why not?






