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1.National Income at Constant Price: 

(a) If national income is calculated on the basis of base year price index, then it is known as National  

income at constant price. 

(b) It is also called Real National Income as it fluctuates due to the fluctuation in the flow of goods  

and services and price remains constant. 

2. National Income at Current Price: 

a) If National Income is calculated on the basis of current year price index, then it is known as  

national income at current price. 

(b) It is also called Monetary National Income as it fluctuates due to the fluctuation in the flow of  

goods and services along with the price of the commodity. 

3. GNP at current MP:  

When final goods and services included in GNP are valued at current MP, i.e.,  

prices prevailing in the year for which GNP is being measured, it is called GNP at current MP or  

Nominal GNP. 

4. GNP at constant MP:   

When final goods and services included in GNP are valued at constant prices, i.e. prices of the base  

year, it is called GNP at constant MP or Real GNP. 

5. GNP Deflator:   

GNP Deflator measures the average level of the prices of all the final goods and services that are  

produced within the domestic territory of an economy including NFIA. GNP deflator is measured as  

the ratio of nominal GNP to real GNP, multiplied by 100. 

 
If the GDP deflator for 2010 is 105.1 and the base year is 2005, this means that the price level has 
risen 5.1% since 2005. Another way to say it is that the 2005 dollar could buy 5.1% more than the 
2010 dollar. 

6. Green GNP:  

Green GNP refers to GNP adjusted for loss of value due to, (a) Environmental degradation; and 
(b) Depletion of natural resources on account of overall production activity in the 
economy. 



7. Activities excluded from GDPMP: The activities are as follows: 
(a) Purely financial transactions: It may be of three types: 
(i) Buying and selling of securities 
(ii) Government Transfer payments 
(iii) Private Transfer Payments 
 

(i) Buying and selling of securities: 
• In financial markets potential savers and investors buy and sell financial assets such as shares and 
bonds. 
• While someone buys a share, there is only a transfer of ownership right. It is a claim to ownership 
of assets. 
• Trading in financial instruments does not imply production of final goods and services. As such 
these are not included in the GNP. 

(ii) Government Transfer Payments: 
• Transfer Payments are payments for which no goods and services are provided in exchange. 
• Pension payments employees social security measures, etc. are examples for 
Government Transfer Payment as there is no production of final goods and services in response to 
transfer Payment, transfer payments are not included in GNP. 

(iii) Private Transfer Payments: 
• Items such as pocket money given by parents to their children, elders gifting money to the young 
ones are private transfer payments. 
This is merely a transfer of money from one individual to another. Hence, this is not included in GNP 

b) Transfer of used goods: 
(i) GNP refers to the value of the final goods and services produced in a given year. 
(ii) Hence, goods produced in the previous time period cannot be included in the GNP. For example, 
Mr A sells his old bike to Mr B for rs. 30,000 on 25th April 2011 which was purchased by Mr A on 1st 
March 2010 for Rs. 45,000. This transaction should not be included as it has already been included in 
the 2010 GNP and if we again include it, then it will create the problem of double counting. 
 

(c) Non-market goods and services: 
(i) Many final goods and services are not acquired through regular market transaction. Vegetables 
can be grown in the backyard instead of buying them from the super market or an electrical fault can 
be repaired by the house owner himself instead of hiring an electrician. 
(ii) These are examples of Non-marketed goods and services that have been consumed with using 
organized markets as GNP includes only those transactions that occur through market activities. 
 

(d) Illegal Activities: Activities like gambling, black-marketing etc., should be excluded because all 
unlawful activities are beyond the scope of NY and also because there is statistical problem of their 
estimation. 

(e) Leisure Time Activities: Activities like painting, growing of flowers in kitchen garden, etc. is not 
included as their aim is not to earn money but to pass away free time in one’s hobby or 
entertainment, again there is statistical problem of measuring their satisfaction derived in painting 
or any other leisure activities. 
 

8. Limitations of using GDP as an index of welfare of a country 

There are many reasons behind this. These are: 
(a) Many goods and services contributing economic welfare are not included in GDP or Non-
Monetary exchanges: 
(i) There are many goods and services which are left out of estimation of national income on account 
of practical estimation difficulties e.g., services of housewives and other members, own account 



production, etc. 
(ii) These are left on account of non-availability of data and problem in valuation. 
(iii) It is generally agreed that these items contribute to economic welfare. 
(iv) So, if we depend only on GDP, we would be underestimating economic welfare. 

(b) Externality: 
(i) When the activities of somebody result in benefits or harms to others with no payment received 
for the benefit and na payment made for the harm done, such benefits and harms are called 
externalities. 
(ii) Activities resulting in benefits to others are positive externalities and increase welfare; and those 
resulting in harm to others are called negative externalities, and thus decrease welfare. 
(iii) GDP does not take into account these externalities. 
For example, construction of a flyover or a highway reduces transport cost and journey time of its 
users who have not contributed anything towards its cost. Expenditure on construction is included in 
GDP but not the positive externalities flowing from it. GDP and positive externalities both increase 
welfare. Therefore, taking only GDP as an index of welfare understates welfare. It means that 
welfare is much more than it is indicated by GDP. 
(iv) Similarly, GDP also does not take into account negative externalities. For examples, factories 
produce goods but at the same time create pollution of water and air. River Yamuna, now a drain, is 
a living example. The pollution harms people. The factories are not required to pay anything for 
harming people. Producing goods increases welfare but creating pollution reduces welfare. 
Therefore, taking only GDP as an index of welfare overstates welfare. In this case, welfare is much 
less than indicated by GDP. 

(c) Change in the distribution of income (GDP) may affect welfare: 
(i) All people do not earn the same amount of income. Some earn more and some earn less. In other 
words, there is unequal distribution of income. 
(ii) At the same time, it is also true that in the event of rise in ‘per capita real income’ all are not 
better off equally.‘Per capita’ is only an average. Income of some may rise by less and of some by 
more than the national average. In case of some it may even fall. 
(iii) It means that the inequality in the distribution of income may increase or decrease. 
(iv) If it increase it implies that rich become more rich and the poor become more poor. 
(v) Utility of a rupee of income to the poor is more than to the rich. Suppose, the income of the poor 
declines by one rupee and that of the rich increases by one rupee. In such a case, the decline in 
welfare of the poor will be more than the increase in welfare of the rich. 
(vi) Therefore, if the rise in per capita real income inequality increases, it may lead to a decline in 
welfare (in the macro sense). 

(d) All products may not contribute equally to economic welfare: 
(i) GDP includes different types of products, like food articles, houses, clothes, police services, 
military services, etc. 
(ii) Some of these products contribute more to the welfare of the people, like food, clothes, houses, 
etc. Other products like police services, military services etc. may comparatively contribute less and 
may not directly affect the standard of living of the people. 
(iii) Therefore, how much is the economic welfare would depend more on the types of goods and 
services produced, and not simply how much is produced. 
(iv) It means that if GDP rises, the increase in welfare may not be in the same proportion. 

(e) Contribution of some products may be negative: 
(i) GDP includes all final products whether it is milk or liquor. 
(ii) Milk may provide both immediate and ultimate satisfaction to consumers. On the other hand, 
liquor may provide some immediate satisfaction, but because of its harmful effects on health it may 
lead to decline in welfare. 
(iii) GDP include only the monetary values of the products and not their contribution to welfare. 



(iv) Therefore, economic welfare depends not only on the volume of consumption but also on the 
type or goods and services consumed. 

                                                                     Practice Questions 

Q 1 Differentiate between National Income at constant prices and national income at current prices 

Q 2 Which is a better indicator of growth- Real GDP or Nominal GDP 

Q 3 Is GDP an indicator of welfare  

Q 4 What is      a)Green GNP       b) GDP deflator  

Q 5 Name the items which are excluded from domestic territory? 

Q 6 Calculate the nominal and real GDP for 2009 and 2010 using 2009 as the base year price level.  

Remember the older year is the base year. 

 

Year   
 

 Item 
 

Quantity  
 

Price 
 

2009 Desks 100 Rs 500 

 Chairs 50 Rs 20 

2010 Desks 80 Rs 600 

 Chairs 70 Rs 400 
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