
 
 

Economics Lesson Plan  

Class: XII 

Week 14: 24th Aug 2020 to 29th Aug 2020 

 

Unit 1- National Income and Related Aggregates  

 

CHAPTER 1.4: Methods of Measuring of National Income 

 

❖ Real GDP and Nominal GDP: 

 

• When the goods and services are produced by all producing units in the domestic territory of a 

country during an accounting year and valued these at base year’s prices or constant price, it is 

called Real GDP or GDP at constant prices.  

• It changes only by change in physical output not by change price level. 

•  It is called a true indicator of economic development. 

• Real GDP = 
𝑁𝑜𝑚𝑖𝑛𝑎𝑙 𝐺𝐷𝑃

𝑃𝑟𝑖𝑐𝑒 𝐼𝑛𝑑𝑒𝑥
 x 100 

 

 

• When the goods and services are produced by all producing units in the domestic territory of a 

country during an accounting year and valued these at current year’s prices or current prices, it is 

called Nominal GDP or GDP at current prices.  

• It is influenced by change in both physical output and price level. 

•  It is not considered a true indicator of economic development. 

• Nominal GDP = 
𝑅𝑒𝑎𝑙 𝐺𝐷𝑃

𝑃𝑟𝑖𝑐𝑒 𝐼𝑛𝑑𝑒𝑥
 x 100 

 

❖ GDP Deflator (or Price Index): 

• It measures the average level of prices of all the goods and services that make up GDP. 

• GDP Deflator (or Price Index) =  
𝑁𝑜𝑚𝑖𝑛𝑎𝑙 𝐺𝐷𝑃

𝑅𝑒𝑎𝑙 𝐺𝐷𝑃
 𝑋 100 

❖ GDP and Welfare:  

 

• In general, Real GDP and Welfare are directly related with each other. A higher GDP 

implies that more production of goods and services. 

•  But more goods and services may not necessarily indicate that the people were better off 

during the year. 

•  In other words, a higher GDP may not necessarily mean higher welfare of the people,due to 

the following factors- 



➢ Composition of GDP 

➢ Distribution of GDP 

➢ Externalities 

➢ Non-monetary exchanges 

------------------------------------------------------- 

Practice Questions: 

  

1. Giving reasons, explain the treatment assigned to the following which estimating national income. 

 

a. Family members working free on the farm owned by the family. 

b. Payment of interest on borrowings by general government. 

c. Payment of income tax by a firm 

d. Festival gifts to employees. 

e. Interest received on loan given to a foreign company in India. 

f. Dividend received by an Indian from his investment in shares of a foreign company. 

g. Money received by a family in India from relatives working abroad. 

h. Interest received on loans given to a friend for purchasing a car. 

i. Dividend received by a foreigner from investment in shares of an Indian company. 

j. Scholarship given to Indian students studying in India by a foreign company. 

k. Fees received from students. 

l. Expenditure on machines for installation in a factory. 

m. Profit earned by a branch of foreign bank in India. 

n. Interest received on debentures. 

  

2. Are the following part of a country’s net domestic product at market price? Explain 

a) Net indirect tax 

b) Net export 

c) NFIA 

d) Consumption of fixed capital 

 

3. Why are exports included in the estimation of domestic product by the expenditure method? Can 

gross domestic product be greater than gross national product? Explain. (4+2) 

 

(Ans. Expenditure method estimates expenditure on domestic product, i.e. expenditure on final goods and 

services produced within the economic territory of the country. It includes expenditure by residents and 

non- residents both. Exports, though purchased by nonresidents, are produced within the economic 

territory, and therefore, a part of domestic product. 

Domestic product can be greater than national product if factor income paid to the rest of the world is 

greater than the factor income received from the rest of the world is i.e. when net-factor income received 

from abroad is negative.) 



4. Increase in per capita real income means increase in per capita availability of goods and services. 

does it necessarily mean rise in the welfare of the people of the country? Give any two argument in 

support of your answer and explain the same. 

5. What are non-monetary exchanges? Give an example. Explain the impact of use of GDP as an 

index of welfare of the people. 

6. What are externalities? Give an example of a positive externality and its impact on welfare of the 

people.  

7. Explain how ‘non-monetary exchanges’ are a limitation in taking domestic product as an index of 

welfare? 

8. Distinguish between domestic product and national product. When can domestic product be more 

than the national product? 

9. Distinguish between Real Gross Domestic Product and Nominal Gross Domestic Product. Which of 

these is a better index of welfare of the people and why? 

10.  Numerical and Board questions: 
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