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Welcome to RIFM 

Thanks for choosing RIFM as your guide to help you in CFP Certification.  

Roots Institute of Financial Markets is an advanced research institute Promoted by Mrs. Deep 

Shikha CFPCM. RIFM specializes in Financial Market Education and Services. RIFM is introducing 

preparatory classes and study material for Stock Market Courses of NSE , NISM and CFP 

certification. RIFM train personals like FMM Students, Dealers/Arbitrageurs, and Financial 

market Traders, Marketing personals, Research Analysts and Managers. 

 

We are constantly engaged in providing a unique educational solution through continuous 

innovation. 

 

Wish you Luck…………… 

 

Faculty and content team, RIFM 
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CHAPTER 

13 

 

FINANCIAL MATHEMATICS 

 

a. Calculate and interpret time value of money 

b. Calculation of annuities  

c. Loan repayment schedule 

d. Inflation- adjusted interest rates 
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a. Calculate and interpret time value of money 
 

Money has time value. A rupee today is more valuable than a rupee a year hence. 

Why? There are several reasons: 

 Individuals, in general, prefer current consumption to future consumption. 

 Capital can be employed productively to generate positive returns. An investment 

of one rupee today would grow to (1+r) a year hence (r is the rate of return 

earned on the investment.) 

 In an inflationary period a rupee today represents a greater real purchasing 

power than a rupee a year hence. 

Most Financial problems involve cash flows occurring at different points of time. These 

cash flows have to be brought to the same point of time for purposes of comparison and 

aggregation. Hence you should understand the tolls of compounding and discounting 

which underlie most of what we do in finance-from valuating securities to analyzing 

projects, from determining lease rentals to choosing the right financing instruments, 

from setting up the loan amortization schedules to valuing companies, so on and so 

forth. 

Calculation of future value 

Future value measures the nominal future of money that a given sum of money is 

„worth‟ at a specified time is the future assuming a certain interest rate. 

Formula used      

 

FV= PV (1+R) 1(1+R)2 … (1+R)N     

      

FV= PV (1+R)N    

     

Where,     

      

FV= Future Value 

PV= Present Value 

R= rate of interest/Return 

ON FC-200V 

Press CMPD 

N= Enter Value 

I = Enter Value 

PV= Enter Value 

FV = Solve 
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N= Term Period 

 

 

 

Example 1 Calculate the maturity amount of Rs. 18,000 if invested at 8% per annum for 

5 years. 

a. Rs. 26448 b. Rs. 26500  c. Rs. 25100  d. Rs. 16541  

 

Solution Press CMPD 

 Set:  End, N= 4, I% = 8, PV= -18000, FV=Solve= 26448 

Calculation of Present value 

Present value is the value on a given date of future payment or series of future 

payments, discounted to reflect the time value of money and other factors such as 

investment risk. 

Formula used 

FV= PV (1+R) 1(1+R)2 … (1+R)N    

 FV= PV (1+R)N 

PV= FV/(1+R)n 

 

Where,  

FV= Future Value 

PV= Present Value 

R= rate of interest/Return 

N= Term Period 

PV= Future Amount/ (1+ Interest 

Rate) term 

    

ON FC-200V 

Press CMPD 

N= Enter Value 

I = Enter Value 

PV= Solve 

FV= Enter Value 
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Example 2 How much must be invested today, at 9% p.a. to accumulate enough to 

retire a Rs. 100000 debt due seven years from today? 

a. Rs. 32650 b. Rs. 54704  c. Rs. 61230  d. Rs. 87950 

Solution 

Press CMPD, Set: End, N= 7, I-9, PV= Solve= -54703.42, FV=100000 

 

Calculation of Interest & term 

Interest  

Interest is a fee, paid on borrowed capital. Assets lend include money, shares, 

consumer goods through hire purchase, major assets such as aircraft, and even entire 

factories in finance lease arrangements. The interest is calculated upon the value of the 

assets in the same manner as upon money. Interest can be thought of as „rent on 

money‟. For example, if you want to borrow money from the bank, there is a certain rate 

you have to pay according to how much you want loaned to you. 

The fee (interest) is compensation to the lender for foregoing other useful investments 

that could have been made with the loaned money. Instead of the lender using the 

assets directly, they are advanced to the borrower. The borrower then enjoys the 

benefits of using the assets ahead of the effort required to obtain them, while the lender 

enjoys the benefit of the fee paid by the borrower for the privilege. The amount lent, or 

the value of the assets lent, is called the principal. This principal value is held by the 

borrower on credit. Interest is therefore the price of credit, not the price of money as it is 

commonly and mistakenly-believed to be. The percentage of the principal that is pad as 

a fee (the interest), over a certain period of time, is called the interest rate. 

On FC-200V, Press CMPD, N= Enter Value, I= Solve, PV= Enter Value, FV= Enter 

Value 

Term 

Term is defined as a limited period of time, a point in time at which something ends, or a 

deadline, as for making a payment. 

Thumb Rule 

This rule is just like a quick calculation. It might not give you the exact answers but will 

give you the closest answer. 

Rule of 72: To estimate the number of periods required to double an original 

investment, divide the most convenient “rule-quantity” by the expected growth rate, 

expressed as a percentage. 
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Steps Involved: 

1. Find out your interest rate 

2. Second…….do the math 

72/interest rate= Years 

Rule of 69: A rule stating that an amount of money invested at r percent per period will 

double in 69/r (in percent) + 3.5 periods. 

69/interest rate+0.35= years 

For example, if interest rate is 9%, the investment will double in a little over 8 years 

69/9+0.35= 8.016 years. 

Rule of Tripling Investments 

Rule of 115: To estimate how long it takes to triple your money, divide 115 by your 

expected interest rate (or rate of return) 

115/interest rate= years 

For instance, an investment will triple in approximately 11.5 years, if rate of interest is 

10% 

Example 3 An analyst estimates that Mars Software‟s earning will grow from Rs.3 per 

share to Rs. 4.50 per share over the next eight years. The rate of growth in Mars 

Software‟s earning is closest to: 

a. 4.9%  b. 5.2% c. 6.7% d. 7.0%   

 

Set: End, N= 8, I=Solve= 5.2, PV= -3, FV= 4.5     

 

Example 4 If Rs. 5000 is invested in a fund offering a rate of return of 12 percent per 

year, approximately how many years will it take for the investment to reach Rs. 100000? 

a. 4 years b. 5 years c. 6 years d. 7 years          

Solution 72/12= 6 years 

   

 

b. Calculation of annuities 
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Annuity: The term annuity is used in reference to any terminating stream of fixed 
annuity payments over a specified period of time. Some examples of annuity are: 
Rent Loan EMI‟s Pension, etc. 
Following are the various types of annuities- 
 
1. Ordinary Annuity/ Annuity in Arrears: An ordinary annuity is essentially a 

level stream of cash flows made at the end of each period for a fixed period of 
time. Straight bond coupon payments are normally referred to as ordinary 
annuities. 

2. Annuity Due: An annuity whose payment is to be made immediately rather 
than at the end of the period. 

3. Annuity certain: Annuity certain is a plan which makes payments for a 
specified period of time regardless of whether the annuitant is alive or dead 
during that period. 

4. Deferred Annuity: A type of annuity contract that delays payment of income, 
installments or a lump sum until the investor elects to receive them. This type 
of annuity has two main phases, the savings phase in which you invest 
money into the account, and the income phase in which the plan is covered in 
to an annuity and payments are received. 

5. Perpetuity Annuity Forever: Perpetuity forever is an annuity whose 
payments continue forever. 

6. Growing Annuity: A growing annuity is a finite number of cash flows growing 
at a constant rate. The formula for the present value of a growing annuity is: 
PV= CF0 (1+g)/(k-g)*[1-(1+g)/(1+k)N ] 
Where, CF= Cash flows, G= Growth Rate, K= Interest Rate, N= Number of 
years 
FV= PMT [{(1+r)n  - (1+g)n }]/(1+r)-(1+g) 

7. Payment (PMT) The payment is an equal cash flow that occurs each sub 
period in an annuity 
Faculty Comment: Always assume an annuity is an ordinary annuity unless 
the facts clearly indicates otherwise. 
Important Note: Always use begin Mode on your calculator if it is Annuity 
due 
 
Example 1 Find the present value of an annuity of Rs. 1000 payable at the 
end of each year for 8 years, if rate of interest is 5% p.a. 
a. Rs. 6463 b. Rs. 3231 c. Rs. 4265 d. Rs. 1614           

 
Set: End, N= 8,  I= 5, PV= Solve= 6463.21, PMT= -1000 

 

Example 2 Alfa add Rs. 7000 per year to an account for 10 years. If rate of 

interest is 6% per year on the money. What is the worth of the account at the end 

of the 10 years? 

a. Rs. 64622 b. Rs. 92266  c. Rs. 72550  d. Rs. 80124   

 

Set: End, N=10, I= 6, PMT= -7000, FV=Solve=92266 
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c. Loan repayment schedule 
 

The present value annuity formula can be applied in a variety of contexts. Its 

important applications are discussed below. 

How much can you borrow for a Car After reviewing your budget, you have 

determined that you can afford to pay Rs. 12,000 per month for 3 years toward a 

new car. You call a finance company and learn that the going rate of interest on 

car finance is 1.5 percent per month for 36 months. How much can you borrow? 

To determine how much you can borrow, we have to calculate the present value 

of Rs. 12000 per month for 36 months at 1.5 percent per month. Since the loan 

payments are an ordinary annuity, the present value interest factor of annuity is: 

PVIFAr, n    = 1-1/(1+r)n /r = (1-1/(1.015)36 /.015= 27.1 

Hence the present value of 36 payments of Rs. 12,000 each is: 

Present value= Rs. 12000*27.7= Rs. 332400 

You can, therefore borrow Rs. 332400 to buy the car. 

 

Period of Loan Amortization You want to borrow Rs. 1,080,000 to buy a flat. 

You approach a housing finance company which charges 12.5 percent interest. 

You can pay Rs. 180000 per year toward loan amortization. What should be the 

maturity period of the loan? 

The present value of annuity of Rs. 180000is set equal to Rs. 1000,000 

180000*PVIFAn,r = 1,080,000 

180,000*PVIFAn=?  r=12.5%= 1,080,000 

    180,000[1-1/ (1.125) n /0.125] = 1080000 

Given this equality the value of n is calculated as follows: 

1-1/ (1.125)n /0.125= 1,080,000/180,000=6 

1-1/ (1.125)n = 0.125*6= 0.75 

1/ (1.125)n = 0.25 

1.125n = 4 

N log 1.125= log 4 

N*0.0512= 0.6021 

N= 0.6021/0.0512= 11.76 years 

You can perhaps request for a maturity of 12 years. 

 

Determining the loan Amortization Schedule Most loans are repaid in equal 

periodic installments (monthly, quarterly, or annually), which cover interest as 

well as principal repayment. Such loans are referred to as amortized loans. 

For an amortized loan we would like to know (a) the periodic installment 

payments and (b) the loan amortization schedule showing the break-up of the 
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periodic installments payment between the interest component and the principal 

repayment component. To illustrate how these are calculated, let us look an 

example. 

 

Suppose a firm borrow Rs. 1,000,000 at an interest rate of 15 percent and the 

loan is to be repaid in 5 equal installments payable at the end of each of the next 

5 years. The annual installment payment A is obtained by solving the following 

equation. 

 

Loan Amount= a *PVIFAn=5,r=15% 

1,000,000 = A*3.3522 

Hence A= 298,312 

The amortization schedule is shown following table. The interest component is 

the largest for year 1 and progressively declines as the outstanding loan amount 

decreases. 

           Loan Amortization Schedule 

Year Beginning 

Amount (1) 

Annual 

installment 

(2) 

Interest Principal 

Repayment 

2-3=4 

Remaining 

Balance 1-

4= 5 

1 1,000,000 298,312 150,000 148,312 851,688 

2 851,688 298,312 127,753 170,559 681,129 

3 681,129 298,312 102,169 196,143 484,986 

4 484,986 298,312 727,482 225,564 259,422 

5 259,422 298,312 38,913 259, 399 23 

a. Interest is calculated by multiplying the beginning loan balance by the 

interest rate. 

b. Principal repayment is equal to annual installment minus interest 

c. Due to rounding off error a small balance is shown  

 

d. Inflation- adjusted interest rates 
 

Inflation Adjusted Rate of returns: Inflation adjusted rate of return is a measure 

that accounts for the return periods inflation rate. Inflation adjusted returns 

reveals the return on an investment after removing the effects of inflation. 

It is calculated as follows: 
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Inflation Adjusted Return = (1+Return)/(1-Inflation Rate)-1 

 

Example A bond that pays interest annually yields a 7.25 percent rate of return. 

The inflation rate for the same period is 3.5 percent. What is the real rate of 

return on this bond? 

a. 3.62% b. 3.75% c. 10.75% d. 8.50% 

 

Solution: Real rate= 1+nominal rate/1+inflation rate-1*100= 1.0725/1.0350-

1*100= 3.62% 
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Exercise 

1. If the long term interest rate sought is 9%, the real rate of interest is 6%, and then 

inflation is likely 

A. 2.83% 

B. 3% 

C. 4% 

D. 6% 

2. The Maheshwaris recently found out that they can reduce their mortgage interest rate 

from 12% to 8%.The value of homes in their neighborhood has been increasing at the 

rate of 7.5% annually. If the Maheshwaris were to refinance their house with Rs.2, 000 

in closing costs in addition to the mortgage balance (Rs.120,056) over a period of time 

to coinvide with their chosen retirement age in 22 years, what would the monthly 

payment be for principal and interest (closing costs are going to be added to the 

mortgage)? 

A. Rs.853.43 

B. Rs.895.60 

C. Rs.945.34 

D. Rs.967.86 

E. Rs.983.99 

3. The “Rule of 72” says that if you earn 8% per year, your money will double in__ 

years. 

A. 12 

B. 6 

C. 8 

D. 9 

E. 72 

4.  Raj will receive 25,000 & 15,000 at the end of 14 & 15 year respectively. If rate of 

return is 6%.Compute the present value of the amount. 

A. 73647 

B. 65820 

C. 17317 

D. 70120 

5. Kamal has invested Rs.9,000 for 8 years at the rate of interest of 6%.What amount 

he will get after 8 years if amount is compounding annually for first 5 years & semi-

annually in the last 3 years. Compute the amount he will get after 8 years. 
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A. 126824 

B. 14381 

C. 10598 

D. 159282 

6. Ravi wants to arrange a cost of his daughter Shalini‟s college education fee cash of 

college education is Rs.1, 40,000 for the daughter is 10 years old & will be in college in 

8 years. If rate of return of his investment is 8%, then how much amount Ravi should 

invest at the end of every year to issue the expenses of college education of his 

daughter. 

A. 20978 

B. 13162 

C. 25168 

D. 31010 

7. What is the effective annual rate if the stated nominal rate is 12 percent per annum 

compounded monthly? 

A. 12.55% 

B. 12.36% 

C. 12.68% 

D. 12.49% 
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CHAPTER 

14 

 

ECONOMIC ENVIRONMENT AND INDICATORS 

 

a. Inflation/ deflation 

b. Interest rates/yield curves 

c. Equity investment and real return 

d. Government monitory and fiscal policy 

e. The impact of business cycles 

f. Key Indicators. Lagging, concurrent and leading 

g. Financial institutions 
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a. Inflation/ deflation 
 

Inflation: 

Inflation is a rise in general level of prices of goods and services over time. Although 

“inflation” is sometimes used to refer to a rise in the prices of a specific set of goods or 

services, a rise in prices of one set (such as food) without a rise in others (such as 

wages) is not included in the original meaning of the word. Inflation can be thought of as 

a decrease in the value of unit of currency. It is measured as the percentage rate of 

change of a price index but is not uniquely defined because there are various price 

indices that can be used. 

In economics, inflation is an increase in general level of prices of a given kind in a given 

currency. Inflation is measured by taking a “basket” of goods, and comparing the prices 

at two intervals, and adjusting for changes in the intrinsic basket. Thus, there are 

different measurements of inflation, depending on the basket of goods selected. The 

most common measures are of consumer inflation, producer inflation and GDP deflators 

or price indexes. The last measures inflation in the entire economy. 

Some terms associated with inflation: 

General Inflation: General inflation is a fall in the purchasing power of money within an 

economy, as compare to currency devaluation which is the fall of the market value of a 

currency between economics. General Inflation is referred to as a rise in the general 

level of prices. 

Deflation: is the opposite of Inflation. 

Disinflation: Refers to slowing the rate of inflation, this is, prices are still rising, but at a 

slower rate than before. 

Reflation: Is a term used to denote inflation after a period of deflation, meaning inflation 

designed to restore prices to a previous level. 

Hyperinflation: is repaid inflation without any tendency towards equilibrium-that is, an 

inflation that produces even more inflation. 

Measuring Inflation 

There are various measures of inflation 

1. Cost of Living Index or CLI is the theoretical increase in the cost of living of an 

individual, which consumer price Indexes are supposed to approximate. 

Economists argue over whether a particular CPI over or under estimates the CLI. 

This is referred to as “bias” within the CPI. The CLI may be adjusted for 
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“purchasing power parity” to reflect the differences in prices for land or other local 

commodities which differ widely from world prices. 

 

2. Consumer Price Index (CPI) measures the price of a selection of goods 

purchased by a “typical consumer”. These measures are often used in wage and 

salary negotiations. Sometimes, labour contracts include cost of living escalator, 

or adjustments that imply nominal pay raises automatically occur due to CPI 

increases, usually at a slower rate that actual inflation (I.e. after inflation has 

occurred). CPI is based on retail prices as well as services consumed by a 

homogenous group of people. Such as industrial workers (CPI-IW), agricultural 

laborers (CPI-AL) or non manual urban employees (CPI-UNME). Of these three, 

CPI-IW is considered as good measure of price rise and is used for 

determination of dearness allowance (DA). CPI is measured on a monthly basis. 

 

 

3. Producer price index (PPIs. This measures the price received by a producer. 

This differs from the CPI in that price subsidation, profits, and taxes may cause 

the amount received by the producer to differ from what the consumer paid. 

There is also typically a delay between an increase in the PPI and any resulting 

increase in the CPI. Although the composition of the indexes varies, one 

important difference is the treatment and inclusion of services. 

 

4. Wholesale price index. This measures the change in price of a selection of 

goods at wholesale prices (i.e.  Typically prior to sales taxes). These are very 

similar to the PPI. The WPI is the main measure of price changes. It indicates the 

extent of change in the wholesale price in a year relative to the base year whose 

index is taken as 100. This index does not cover services; it takes into account 

only the 435 traded goods with a high weight age to the manufactured goods. It 

is calculated on a weekly basis and published with a two weeks lag. 

 

5. Commodity price index measures the change in price of a selection of 

commodities. These commodities can be selected for their use in the economy, 

or their use in a particular context. Sometimes a single commodity is used, for 

example gold, to stand in for the entire range of commodities. 

 

6. GDP Deflator is based on calculations of the gross domestic product. It is based 

on the ratio of the total amount of money spent on GDP (nominal GDP) to the 

inflation-corrected measures of GDP (constant-price or “real” GDP). It is the 

broadest measures of the price level which is derived from the national income 

date released by the CSO. Deflators are also calculated for components of GDP 

such as personal consumption expenditure. 
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GDP deflator = GDP at current prices/GDP at constant prices 

GDP deflator =1 (implies no change in price level) 

GDP deflator >1 (Implies prices have increased) 

Changes in the price of gold bullion in a currency are also used as a measure of 

inflation in that currency. Those prefer this measure (e.g. supply-side 

economists) tend to do so for several reasons. 

 Price services over hundreds of years (where available) show that gold 

retain its purchasing power. In this way, gold demonstrates on of the 

desirable attributes of money as a store of value. 

 The authorities in various countries calculate their prices indices in 

different ways and using different baskets of goods. 

 The weightings of each goods in price indices rapidly become obsolete 

because of technological obsolescence and changes in taste. 

Causes of Inflation   

Many economists believe that high rates of inflation are caused by high rates of growth 

of money supply. Views on the factors that determine moderate rates of inflation are 

more varied. Changes in inflation are sometimes attributed to fluctuations in real 

demand for goods and services or in a available supplies (i.e. changes in scarcity), and 

sometimes to changes in supply or demand for money. In the mid-twentieth century, two 

cams disagreed strongly on the main causes of inflation at moderate rates: the 

“monetarists” argued that money supply dominated all other factors in determining 

inflation, while “Keynesians” argued that real demand was often more important than 

changes in the money supply. 

The causes of inflation depend on a number of different factors, which are mentioned 

and briefly described below: 

1. Inflation may also result from an increase in the cost of production. This 

leads to estimation in the price of the final finished products. This situation arises 

when there is an increase in the prices of the raw materials. Rise in the costs of 

labor may also contribute to inflation. This is because the increase in the wages 

of the labors will make the companies to increase the cost of their products and 

extract the additional amount spent as wages from the consumers. 

 

2. Inflation may occur if the government of country prints money in excess that 

what is actually required, to deal with financial emergencies. This results in the 

escalation of the prices with rapidly, to keep pace with the currency surplus. This 

situation is known as the Demand Pull, which is characterized by forceful 

escalation of the prices, owing to a higher demand. 
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3. Inflation may also occur when federal taxes are imposed on consumer goods 

like fuels or cigarettes with the rise in the taxes; it is the common trend of the 

suppliers to forward the additional expenses to the customers in the form of hike 

in the prices of different products. 

 

4. The National debts and international lending may also led to inflation The 

countries at the time of borrowing money, need to pay interest. The payment of 

interests makes the nations increases the overall prices of commodities, to keep 

us with their debt repayments programs. 

 

 

5. A serious fall in the exchange rate may also be cited as a cause of inflation 

This is due to the fact that the government has to deal with the differences in the 

levels of the country‟s imports and exports. 

Types of Inflation       

There are three commonly accepted major types of inflation. 

Demand-Pull Inflation: Inflation caused by increases in aggregate demand due to 

increased private and government spending, etc. Demand inflation is constructive to a 

faster rate of economic growth since the excess demand and favorable market 

conditions will stimulate investment and expansion. The falling value of money, 

however, may encourage spending rather than saving and so reduce the funds 

available for investment. 

Cost-Push Inflation:  Presently termed “Supply shock inflation” caused by drops in 

aggregate supply due to increased prices of inputs, for example, take for instance a 

sudden decrease in the supply of oil, which would increase oil prices. Producers for 

whom oil is a part of their costs could then pass this on to consumers in the form of 

increased prices. 

Built-in Inflation: induced by adaptive expectations, often linked to the “price/wage 

spiral” because it involves workers trying to keep their wages up (gross wages have to 

increase above the CPI rate to the net to CPI after tax) with price and then employers 

passing higher costs on to consumers as higher prices as part of a “vicious circle”. Built-

in inflation reflects events in the past, and so might be seen as hangover inflation. 

Deflation 

A general decline in prices, often caused by a reduction in the supply of money or 

credit. Deflation can be caused also by a decrease in Government, personal or 
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investment spending. The opposite of inflation, deflation has the side effect of increased 

unemployment since there is a lower level of demand in the economy, which can lead to 

an economic depression declining prices, if they persist, generally create a vicious spiral 

of negative such as falling profits, closing factors, shrinking employment and income, 

and increasing defaults on loans by companies and individuals. To counter deflation, 

Reserve Bank of India through its monetary policy increases the money supply and 

deliberately induce rising prices, causing inflation. Rising prices provide an essential 

lubricant for any sustained recovery because business increase profits and take some 

of the depressive pressures off wages and debtors of every kind.        

b. Interest rates/yield curves 
 
Yield Curves 
A yield curve is the graphic depiction of the relationship between the yield to maturity 
and years to maturity for a given security. It is a line that plots the interest rates, at a set 
point in time, of a security for different maturity dates. 
 

 
 

The shape of the yield curve is closely scrutinized because it helps to give an idea of 

future interest rate change and economy activity. The slope of the yield curve is also 

seen as important. The greater the, slope, the greater the gap between short-and long-

term rates. There are three main types of yield curve shapes: normal, inverted and flat 

(or thumbed).  

A normal yield curve (pictured above here) is one in which longer maturity bonds have a 

higher yield compared to shorter-term bonds due to the risks associated with time. 

An inverted yield curve is one in which the shorter-term yields than the longer-term 

yields, which can be a sign of upcoming recession. 
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A flat (or humped) yield curve is one in which the shorter- and longer term yields are 

very close to each other, which is also a predictor of an economic transition. 

c. Equity investment and real return 
 
Inflation, as we all know, is a silent killer. It destroys the purchasing power of money 

over a period of time. This means a rupee tomorrow is worth less than a rupee today. 

It is not sufficient to put money away safety in a bank somewhere or for that matter to 

stick to fixed deposits and other debt instruments. No debt instrument will beat inflation 

unless it involves the taking of commensurate risks. High rates of interest that beat 

inflation are only offered by companies that are on the verge of default or delay in 

payments. The NBFC scams of 1994-96 provide ample evidence of this. 

The real return (taking inflation into account) offered by debt securities are meager. 

These calls for an investment option which can provide superior real return and help 

achieve long term financial goals. Equity investment makes a strong case in such a 

scenario. 

Take a look at the following table. This benchmarks returns from various instruments 

against the rate of inflation. It leads to straightforward conclusions. 

How have different asset classes fared between 1980-2006: 
CUMULATIVE ANNUALISED RETURNS (1980-2006) 

 
 

The highest possible returns come from equities, which have consistently outperformed 

all other asset classes. Since 1980, equities have been by far, the superior performers. 
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It is true that equity investment involves a higher degree of risk, but if equities are 

avoided, inflation may wipe out the savings anyhow. If equity investments are handled 

properly they can be a great investment channel. 

Over short time frames, other investment may score at any given point of time. But over 

long timeframes, equity is the favorite. 

     

  Note: Real estate investment was not taken into account in the above analysis. 

Due to inflation and other factors, the cost of long term financial goals keeps on 

increasing. It is important to generate higher post tax and higher real return to achieve 

such goals. Investing in equities through mutual funds provides diversification and 

reduces risk. 

Obviously one shouldn‟t put all his eggs into the equity basket. Indeed, depending on 

the risk profile and needs for current income as opposed to long term asset growth, 

investment should be spread across equities, FDs and bonds as a good way of 

diversifying risks. 

d. Government monitory and fiscal policy 
 
Monetary Policy 

Monetary policy, as the same suggests, deals with money. It is essentially a program of 

action undertaken by monetary authorities, generally the central bank, to control and 

regulate the supply of money with the public and the flow of credit with a view to 

achieving pre-determined macroeconomic goals such as growth, employment, stability 

of price, foreign exchange and balance of payment equilibrium. 

The Monetary and Credit Policy is the policy statement, through which the Reserve 

Bank of India seeks to ensure price stability for the economy. These factors include-

money supply, interest rates and the inflation. It helps the under developed countries to 

step up and accelerate the rate of output, employment and income. 

Objectives of Monetary policy: 

1. The safeguarding of the country‟s gold reserve: The necessity of safe guarding of 

gold reserve arises under a gold standard. In a gold standard country, gold can 

be freely imported and exported as the currency of the country is convertible by 

law into gold coin or gold bullion. 

2. Price Stability: Price instability causes disturbances in economic relations, 

maladjustment and serious social consequences. The Central bank by regulating 
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the supply of purchasing power, according to the needs of the people, can 

reduce economic fluctuations to a large extent. 

3. Exchange Stability: In the interest of smooth flow of international trade and for 

settlement of international obligations, stability of foreign exchanges is essential. 

Instability disturbs international trade and makes the settlement of international 

difficult.. 

4. Achievement of the full employment: It implies the full utilization of human and 

non-human resources. 

5. Repaid Economic growth: To ensure monetary stability so that economic growth 

can be repaid and continuous. 

Instruments of monetary policy 

The instruments of monetary policy refer to the economy variables that the central bank 

can change at its discretion with a view to controlling and regulating the money supply 

and availability of credit. Monetary instruments are generally classified under two 

categories. 

A. Quantitative Measures 

B. Qualitative Measures 

 

A. Quantitative Measures 

a) Open Market Operations: The „open market operation‟ is sale and 

purchase of government securities and Treasury Bills by the central 

bank of the country. 

When the central bank decides to pump money into circulation, it buys 

back the government securities, bills and bonds, and when it decides 

to reduce money in circulation, it sells the government bonds and 

securities. It is most powerful and widely used tool of monetary control. 

The Central Bank carries out its open market operations through the 

commercial banks. When the central bank decides to reduce money 

supply with the public and the availability of credit with the objective of 

preventing inflation, it will offer government bonds and treasury bills for 

sale through the commercial banks. 

 

b) Cash Reserve Ratio: Bank always keep a certain proportion of their 

reserve in the form of cash, partly to meet the statutory reserve 

requirements and partly to meet their own day to day needs for making 

cash payments. Cash is held partly in the form of „cash in hand‟ & 

partly in the form of „balances with the RBI‟. 

The cash reserve ratio is the percentage of total deposits which 

commercial banks are required to maintain in the form of cash reserve 
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with the central Bank. The objective of cash reserve ratio is to prevent 

shortage of cash for meeting the cash demand by the depositors. 

By Changing the CRR, the central bank can change the money supply 

overnight. When economic condition demands a contractionary 

Monetary Policy, the central bank raises the CRR. And when, 

economic conditions demand monetary expansion, central bank cuts 

down the CRR.   

 

c) Statutory Liquidity requirement: Apart from CRR, RBI has made 

active use of another ratio, namely the SLR, while the CRR enables 

the bank to impose the primary reserve requirements; the SLR enables 

it to impose secondary and supplementary reserve requirements, on 

the banking system. SLR is that proportion of the total deposits which 

commercial banks are statutorily required to maintain in form of liquid 

assets (cash reserve, gold, and govt. bonds) in addition to cash 

reserve ratio. If this ratio is decreased then the banks will have more 

loan able funds with them which increases the money supply in the 

economy, hence will result in decreases in interest rate so there will be 

more investment. An increase in SLR ratio results in the opposite 

situation. 

 

d) Bank Rate: The traditional theory of bank rate policy was to rediscount 

the bills of exchange with the RBI and other commercial bank. But the 

bill market is not well developed and RBI makes advances as 

refinance and other government securities. The bank rate at which the 

central bank of a country provides financial accommodation to 

commercial banks. 

By raising or lowering the bank rate, the Central bank can hope to 

reduce or expand credit granted by banks. When the bank rate is 

raised, cost of borrowing by the commercial banks from the Central 

bank goes up. This is turn, leads to a rise in the lending rates of the 

commercial banks. The increase in the lending rate may compel the 

borrower of the commercial banks to borrow less. The bank rate is 

usually raised when there is an inflationary in the economy. A fall in the 

bank rate similarly will lead to a lowering of the lending rates of 

commercial banks which will in turn, leads to an expansion of bank 

credit. 

 

e) Repo Rate: The repo rate is the instrument used by RBI for its liquidity 

adjustment facility (LAF). The LAF can be thought of as a way for the 

RBI to lend and borrow to banks for very short periods, typically just a 
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day. The repo rate is the RBI‟s lending rate and reserve repo rate is 

the RBI‟s borrowing rate. These two rates help the RBI influence short 

term interest rates in the rest of the financial system. Repo is short for 

repossess or repurchase. Repo rate is the rate that RBI charges the 

banks when they borrow from it. Repo operations increase liquidity in 

the system. Reserve repo rate is the rate that RBI offers the banks for 

parking their funds with it. Reserve repo operations suck out liquidity 

from the system. 

 

B.Qualitative Measures 

a) Credit Rationing: When there is a shortage of institutional credit 

available for business sector, the large and financially strong sectors or 

industries tend to capture a major share in the total institutional credit. 

The result is priority sectors and essential industries and starved funds. 

In order to curb this tendency, the central bank resorts to credit 

rationing measures. Two measures are generally adopted. 

 Imposition of upper limits on the credit available to large 

industries and firms. 

 Charging a higher or progressive interest rate on bank loan 

beyond a certain limit. 

  b) Change in lending margins: The bank advance money against 

mortgage of property that is, land, building, jewelry, share, stock of goods 

and so on. The bank provides loans only up to a certain percentage of the 

value of the mortgaged property. The gap between te value of the 

mortgaged property and the amount advanced is called lending Margin. 

The central bank is empowered to increase the lending margin with a view 

to decreasing the bank credit. 

c) Moral Suasion: This is a method of persuading and convincing the 

commercial bank to advance credit in accordance with the directive of 

central bank in overall economic interest of the country. 

Fiscal policy 

Fiscal policy is the government program of making discretionary changes 

in the pattern and levels of its expenditure, taxation and borrowing in order 

to achieve intended economic growth, employment, income quality, and 

stabilization of the economy on a growth path. 

Objectives of Fiscal Policy 
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a) Equity: by equity in distribution of income we do not mean absolute 

equity in income but reduction in gross inequalities of income. The 

existence of extreme inequalities in income and wealth distribution 

may have adverse effect on the economic development in so far as 

they reduce the nutritional, health and living standards of the 

people; create excessive demand for imported luxury consumption 

goods. Further an excessive transfer of funds to abroad may 

prevent the growth of internal markets. Political and social 

discontent is another consequence of these inequalities. These 

inequalities can be reduced through redistributive public 

expenditure and redistributive tax policies. 

b) Mobilization of resources: The foremost aim of fiscal policy in 

underdeveloped or developing countries is to mobilize resources in 

private and public sectors. This is so because the national income 

and the per capita income in these economies are low and, 

therefore, the volume of voluntary savings is also low. Thus, 

financing of developments plans poses a great problem for the 

government of such countries. Acceleration of economic growth 

requires in rate of investment and capital formation for which such 

governments are compelled to resort to forced savings for 

mobilizing an adequate volume of resources. The following 

methods are used to raise the incremental savings ratio so as to 

provide for the required finances for developments plans: 

i. Direct physical control 

ii. Increase in the rates of existing taxes. 

iii. Imposition of new taxes. 

iv. Surpluses from public enterprises. 

v. Public borrowing of non-inflationary nature. 

vi. Deficit Financing. 

            Taxation is by and large the most important source of raising revenues to 

finance developments plans. 

c) Accelerated rate of growth: Economic growth is accelerated by 

raising the rate of saving and investment in public as well as in 

private sectors through public sector through public expenditure 

and taxation policies. This would bring about higher technical 

progress also. 

d) Encourage socially optimal investment: Fiscal policy 

encourages investment into those productive channels which are 

considered socially and economically desirable. Resources have to 

be redirected from unproductive and wasteful channels like 
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hoarding of precious metals, hoarding of foreign currency, 

investment in real estate, speculation etc, to useful capital 

formation. Government can induce investment in various ways such 

as: 

i. Building economic and social overheads like 

transport and communications facilities, irrigation 

facilities, power installation facilities etc. 

ii. Production in strategic industries and services of 

public utilities. 

iii. Inducing investment in private sector by providing 

assistance to new industries and by introducing 

modern techniques of production. 

Fiscal Instrument  

Fiscal instrument are the variables that government can change 

and maneuver at its own discretion. The major fiscal instruments 

include the following measures. 

a. Budgetary Balance Policy: Keeping budget in balance, 

surplus or in deficits is in itself a fiscal instrument. When the 

government keeps its total expenditure equal to its revenue, it 

means it has adopted a balanced-budget policy. When the 

government spends more than its expected revenue, as a 

matter of policy, it is pursuing a deficit budget policy. And, when 

the government follows a policy of keeping its expenditure 

substantially below its current revenue. It is following a surplus-

budget policy. 

b. Government Expenditure: The government expenditure 

means the sum of public spending on purchase of goods and 

services, public investment, transfer payments (e.g. pensions, 

subsidies, unemployment allowance, grants and aid, payments 

of interest and amortization of loans). The government 

expenditure is an injection into the economy; it adds to the 

aggregate demand. 

c. Taxation: Taxation means not quid pro quo transfer of private 

income to public coffers by means of taxes; direct or indirect. 

Direct taxes include taxes on personal incomes, corporate 

incomes, wealth and property. Personal income tax and 

corporate income taxes are the two important direct taxes 

imposed by the central government in India. Indirect taxes 

include taxes on the production and sale of the goods and 
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services. Indirect taxes are also called commodity taxes. The 

two most important central indirect taxes are excise (or 

MODVAT) and customs. 

d. Public Borrowings: Public borrowings include both internal 

and external borrowings. The governments make borrowings, 

generally with a view to finance their budget deficits. 

Internal borrowings are of two types 

1. Borrowings from the public by means of government bonds and 

treasury bills. 

2. Borrowings from the central bank, i.e. deficit financing, 

borrowing from the central bank for financing budget deficits, i.e. 

monetized deficit financing, is straightway an injection into the 

economy. 

External borrowings include borrowings from:  

1. Foreign governments 

2. International organizations like World Bank and IMF. 

3. Market borrowings.           

Implications of high fiscal deficit: 

Large fiscal deficits have implications on money supply growth, 

inflation and for the access to resources for private investment. 

1. Money Supply Growth: When debt is magnetized, net RBI 

credit to the government increases which increases the high 

powered money in the economy. With the introduction of WMA 

on April, 1997 the component of debt minimized is limited, 

providing greater autonomy to the RBI in its conduct of 

monetary policy. Thus, this large fiscal deficit does not strongly 

imply high money supply growth. 

2. Inflation: Since the fiscal deficit is not monetized to a large 

extent, high fiscal deficit doesn‟t imply a high growth in money 

supply. Further, the comfortable position in food grains stock 

and foreign exchange reserve stock give the government levers 

trough which inflation can be kept under control but a large part 

of the fiscal deficit is used to finance current government 

expenditure, which is unproductive by its nature. The 

expenditure instantaneously increases the aggregate demand in 
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the economy without any increase in the production/supply; this 

would finally lead to an inflationary situation in the long run. 

3. Crowding of private investment: Continued reliance of 

government on market borrowings will lead to crowding out of 

private investment. When government borrows from the market, 

liquidity position in the market becomes tight leading to a higher 

rate of interest. This higher rate of interest is higher cost of 

capital, which discourage private investment. If the government 

can monetized a significant portion of its deficit, this may not 

lead to crowding out of private investment. This concern is more 

serious when the private savings are not able to sustain 

increased government borrowings. 

4. Crowding out of essential public expenditure: Fiscal deficit 

is a net addition to public debt. Increase in public debt 

necessitates more debt services in the form of interest and 

repayment of borrowings. With increased reliance on market 

borrowings, cost of debt to the government also increases which 

results in increased burden of interest. This increased burden 

crowds out essential public expenditure in health, education and 

other social and economic welfare.          

 

e. The impact of business cycles 

 
It refers to cyclical movements in economic activity, from peak to trough and back again 
to the peak of economic activity. In the rising phase of business cycle, output is high, 
unemployment is low, both investment and consumption are high, interest rates are 
high, bourses are buoyant and inflation is high and rising. They can define as „The 
recurring and fluctuating levels of economic activity that an economic experiences over 
a long period of time. The five stages of the business cycle are growth (expansion), 
peak recession (contraction), trough and recovery. At one time, business cycles were 
thought to be extremely regular, with predictable durations. But today business cycles 
are widely known to be irregular-varying in frequency, magnitude and duration.‟ 

Business cycles were first identified and analyzed by Arthur Burns and Wesley Mitchell 
in their 1946 book, Measuring Business Cycles. One of their key insights was that many 
economic indicators move together. During a boom, or expansion, not only does output 
rise, but also employment rises and unemployment falls. New constructions and prices 
typically rise during a boom as well. Conversely, during a downturn, or depression, not 
only does the output of goods and services decline, but employment falls and 
unemployment rises as well. New construction also declines. In the era before World 
War II, prices also typically fell during a recession; since the fifties, prices have risen 
during downturns, through usually more slowly than during booms. 
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Business cycles are dated according to when the direction of economy activity changes. 
The peak of the cycles refers to the last month before several key economic indicators, 
such as employment, output and new housing starts, begin to fall. The trough of the 
cycle refers to the last month before the same economic indicators begin to rise. 
Because key economic indicators often change direction at slightly different times, the 
dating of peaks and troughs necessarily involves a certain amount of subjective 
judgment. 

Business cycles do occur, however, because there are disturbances to the economy of 
one sort or another. Booms can be generated by surges in private or public spending. 
For example, if the governments spend a lot of money to fight a war but do not raise 
taxes, the increased demand will cause not only an increase in the output of war 
material, but also an increase in the take home pay of government plant workers. The 
output of all the goods and services that these workers want to buy their wages will also 
increase. Similarly, a wave of optimism that cause consumers to spend more than usual 
and firms to build new factories will cause the economy to expand. Recessions or 
depressions can be caused by these same forces working in reverse. A substantial cut 
in government spending or wave of pessimism among consumers and firms may cause 
the output of all types of goods to fall. 

Another cause of recessions and booms in monetary policy. The central bank of the 
country determines the size and growth rate of the money stock and thus the level of 
interest rates in the economy. Interest rates, in turn, are a crucial determinant of how 
much firms and consumers want to spend. A firm faced with high interest rates may 
decide to postpone building a new factory because the cost of borrowing is so high. 
Conversely, a consumer may be lured into buying a new home if interest rates are low 
and mortgage payments are, therefore, more affordable. Thus, by raising or lowering 
interest rates, the Federal Reserve is able to generate recessions or booms. 

The following are the four stages of a business cycle.                           

Boom: 

 A boom is a period of time during which sales or business activity increases rapidly. In 
the Stock market, booms are associated with bull markets.  

Conversely, busts are associated with  Bear markets. The cyclical nature of the market 
and the economy in general suggests that every bull market in history has been 
followed by a bear market. 

 Recession: 

A recession is a significant decline in activity spread across the economy, lasting longer 
than a few months. It is visible in industrial production, employment, real income and 
wholesale-retail trade. The technical indicator of a recession is two consecutive quarters 
of negative economic growth as measured by a country‟s gross domestic product 
(GDP). 
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Recession is a normal (albeit unpleasant) part of the business cycle. A recession 
generally lasts from six to 18 months. Interest rates usually fall in recessionary times to 
stimulate the economy by offering cheap rates at which to borrow money. 

Peak: 

Peak is the highest point between the end of an economic expansion and the start of a 
contraction in a business cycle. The peak of the cycle refers to the last month before 
several key economic indicators, such as employment and new housing starts, begin to 
fall. It is at this point that real GDP spending in an economy is its highest level. 

Business cycles are dated according to when the direction of economic activity changes 
and is measured by the time it takes for an economy to go from one peak to another. 
Also, because economic indicators change at different times, it is the National Bureau of 
Economic Research that ultimately determines the official dates of peaks and troughs in 
U.S business cycles. 

Troughs: 

The stage of the economy‟s business cycle that marks the end of a period of declining 
business activity and the transition to expansion 

 

 

 

      

         

  

    

   

 

    

 
      

In general, the business cycle is said to go through expansion, then the peak, followed 

by contraction, and then it finally bottoms out with the trough.    

f. Key Indicators. Lagging, concurrent and leading                    
 

Recession Expansion 
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Economic Indicators 

Economic indicators are statistics about the economy. They allow analysis of economic 

performance and predictions of future performances. Economic indicators include 

various indices, earnings report, and economic summaries such as unemployment, 

consumer price index, industrial production, GDP, retail sales changes in money supply 

etc. There are three type of indicators 

1. Leading Indicators 

2. Coincident indicators 

3. Lagging indicators 

Leading Indicators 

Leading indicators are events, which happen immediately before an economic shift. 

Typically, leading indicators signal future events, leading economic indicators tend to 

move up or down a few months before business-cycle expansions and contractions. 

The state of the major stock markets is one of the major leading indicators in the 

economy. A strong stock market indicates a strengthening economy, whereas a week 

stock market indicates an economic downturn. Money supply, interest rate spread is 

also examples of leading indicators. 

Coincident Indicators 

A coincident indicator happens at the same time as the economic activity. E.g. 

Company Payrolls, because they make payments and simultaneously increase the 

localized economy. Other examples of coincident economic indicators are industrial 

production, manufacturing and trade sales. 

Lagging Indicators 

A lagging indicator is an event which happens after the corresponding economic cause 

occurs. Lagging economic indicators tend to rise or fall a few months after business 

cycle expansions and contractions. An example of a closely monitored lagging indicator 

is the unemployment rate of a country. As the economy weakens, the unemployment 

rate increases correspondingly. Other examples of lagging indicators are investors to 

sales ratio, average prime rate, etc. 

g. Financial institutions 

Reserve Bank of India 

Establishments:- 
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The Reserve Bank of India was established an April 1, 1935 in accordance with the 

provisions of the Reserve Bank of India Act, 1934. Through Originally privately owned, 

since nationalization in 1949, the Reserve Bank is fully owed by the Government of 

India. 

The preamble of the Reserve Bank of India describes the basic functions of the Reserve 

bank as: “…to regulate the issue of Bank Notes and keeping of reserves with a view of 

securing monetary stability in India and generally to operate the currency and credit 

system of the country to its advantage.” 

Main Functions:- 

A. Monetary Authority 

a) Formulates implements and monitors the monetary policy. 

b) Objective: Maintaining price stability and ensuring adequate flow of credit 

to productive sectors. 

 

B. Regulator and supervisor of the financial system: 

a) Prescribes broad parameters of banking operations within which the country‟s 

banking and financial system functions. 

b) Objective: Maintain public confidence in the system, Protect depositors‟ 

interest and provide cost-effective banking services to the public. 

 

C. Manager of foreign exchange: 

a) Manages the Foreign Exchange Management Act, 1999. 

b) Objective: To facilitate external trade and payment and promote orderly 

development and maintenance of foreign exchange market in India. 

 

D.   Issuer of currency: 

a) Issues and exchanges or destroys currency and coins not fit for circulation. 

b) Objective: To give the public adequate quantity of supplies of currency notes 

and coins and in good quality. 

 

E. Developmental role: 

a) Performs a wide range of promotional functions to support national objective. 

 

F. Related Functions: 

a) Banker to the Government: performs merchant banking functions for the 

central and the state governments; also acts as their banker. 

b) Banker to banks: Maintains banking accounts of all scheduled banks. 

c) Financial Supervision. 
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Financial Supervision 

The Reserve Bank of India performs this function under the guidance of the Board for 

Financial Supervision (BFS). The Board was constituted in November 1994 as a 

committee of the Central Board of Directors of the Reserve Bank of India. The primary 

objective of BFS is to undertake consolidated supervision of the financial sector 

comprising commercial banks, financial institutions and non-banking finance 

companies. 

Some of the initiatives taken by BFS include: 

i. Restructuring of the system of bank inspection. 

ii. Introduction of the system of bank inspections. 

iii. Strengthening of the role of statutory auditors and 

iv. Strengthening of the internal defenses of supervised institutions. 

Insurance Regulatory and Development Authority 

IRDA‟s objective is to regulate, promote & maintain the growth of insurance industry in 

India and to protect the interest of the policyholders. The Insurance Regulatory and 

Development Authority (IRDA) was constituted in 1999 by an act of Parliament. As per 

section 4 of IRDA Act 1999, IRDA is a ten member team consisting of a Chairman, Five 

Whole-time members, four part-time members. 

Mission: 

To protect the interest of the policyholders, to regulate, promote and ensure orderly 

growth of the insurance industry and for matters connected therewith or incidental 

thereto. 

Duties, Powers and Functions of IRDA:- 

Subject to the provisions of this Act and any other law for the time being in force, the 

Authority shall have the duty to regulate, promote and ensure orderly growth of the 

insurance business and re-insurance business. 

A. Without prejudice to the generality of the provisions contained in sub-section (1), 

the powers and functions of the authority shall include:- 

a. Issue to the applicant a certificate of registration, renews. Modify, withdraw, 

suspend or cancel such registration. 

b. Protections of the interests of the policy holders in matters concerning 

assigning of policy, nomination by policy holders, insurable interest, 

settlement of insurance claim, surrender value of policy and other terms and 

conditions of contracts of insurance. 
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c. Specifying requisite qualifications, code of conduct and practical training for 

intermediary or insurance intermediaries and agents. 

d. Specifying the code of conduct for surveyors and loss assessors. 

e. Promoting efficiency in the conduct of insurance business. 

f. Promoting and regulating professional organizations connected with the 

insurance and re-insurance business. 

g. Levying fees and other charges for carrying out of the purposes of this Act. 

h. Calling for information from, undertaking inspection of, conducting enquiries 

and investigations including audit of the insurers, intermediaries, insurance 

intermediaries and other organizations connected with the insurance 

business. 

i. Control and regulation of the rates, advantages, terms and conditions that 

may be offered by insurers in respect of general insurance business no so 

controlled and regulated by the tariff advisory committee under section 64U of 

the Insurance Act, 19387 (4 of 1938). 

j. Specifying the form and the manner in which book of account shall be 

maintained and statement of accounts shall be rendered by insuerers and 

other insurance intermediaries. 

k. Regulating investment of funds by insurance companies. 

l. Regulating maintenance of margin of solvency. 

m. Adjudication of disputes between insurers and intermediaries or insurance 

intermediaries. 

n. Supervising and functioning of the tariff Advisory Committee. 

o. Specifying the percentage of premium income of the insurer to finance 

schemes for promoting and regulating professional organizations referred o in 

clause (f). 

p. Specifying the percentage of life insurance business and general insurance 

business to be undertaken by the insurer in the rural or social sector. 

q. Exercising such other powers as may be prescribed. 

 

Association of Mutual Fund in India 

The Association of Mutual Fund in India (AMFI) is dedicated to developing the Indian 

Mutual Fund Industry on Professional, healthy and ethical li9nes and to enhance and 

maintain standards in all areas with a view to protecting and promoting the interests of 

mutual funs and their unit holders. 

AMFI is an apex of all Asset Management Companies (AMC) which has been registered 

with SEBI. Till date all the AMC that have launched mutual fund schemes are its 

members. It functions under the supervision and guidelines of its Board of Directors. All 

the Asset Management Companies must have a minimum corpus of Rs. 10 crores. 
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The Objective of AMFI 

1. AMFI maintains professional codes & ethical standards which is followed in all 

areas of operation of the industry. 

2. AMFI interacts with SEBI and works according to SEBI‟s guidelines in the mutual 

fund industry. 

3. AMFI develops training programmes and certification for all intermediaries and 

other engaged in the mutual fund industry. 

4. AMFI undertakes all India awareness programme for investors in order to 

promote proper understanding of the concept and working of mutual funds. 

5. Last but not the least association of mutual fund of India also disseminate 

information of Mutual Fund Industry and undertakes studies and research either 

directly or in association with other bodies. 

 

In General, its main functions are:- 

 Formulate sound and ethical business practices and to provide investor 

protection. 

 Provide information, assistance and other services to its members. 

 Promote public awareness of the benefits & the risk of investing in mutual 

funds. 

Securities and Exchange Board of India (SEBI)    

The securities and Exchange Board of India (SABI) is the regulatory authority in India 

established in India established under section 3 of SEBI Act, 1992. SEBI Act, 1992 

provides for establishments of Securities and Exchange Board of India (SEBI) with 

statutory powers for. 

 Protecting the interests of investors in securities. 

 Promoting the development of the securities market. 

 Regulating the securities market, i.e. making rules and regulations for the 

securities market. 

Its regulatory jurisdiction extends over corporate in the issuance of capital and transfer 

of securities, in addition to all intermediaries and persons associated with securities 

market. SEBI has been obligated to perform the aforesaid functions by such measures 

as it thinks fit. 

Functions of SEBI:- 

1. Regulating the business in stock exchanges and any other securities markets. 

2. Registering and regulating the working of stock brokers, sub-brokers etc. 

3. It enhances investor‟s knowledge on market by providing information. 
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4. Promoting and regulating self-regulatory organizations. 

5. Prohibiting fraudulent and unfair trade practices. 

6. Calling for information from undertaking inspection, conducting inquiries and 

audits of the stock exchanges, intermediaries, self-regulatory organizations, 

mutual funds and other persons associated with the securities market. 

Assets with banking system include current account balances with other banks, 

advances to banks and money at call and a short notice of a fortnight or less.       
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Exercise 

1. Deflation is 

A. A boon 

B. Good for developing economies 

C. A phenomenon which has a number of negative aspects 

D. Good for developed economies 

2. Micro-economics refers to the study of economics at 

A. National level 

B. Level of the firm 

C. Personal level 

D. B and C 

3. In which of the component of money supply, national saving certificates are included. 

A. M1 

B. M2 

C. M3 

D. M4 

E. Not included in any component of money supply 

4. High powered money includes 

A. Cash with banks 

B. Banker‟s deposit with RBI 

C. Currency with Public 

D. Other deposits with RBI 

E. All of the above 

5. Which one of the following factors would be the strongest indication that interest rates 

might rise? 

A. Selling of rupee-denominated assets by foreign investors 

B. Decreasing Indian government deficits 

C. Decreasing rates of inflation 

D. Weak credit demand by the private sector of the Indian economy 

6. ______is regulated by the Reserve bank of India. 

I. Bank Deposit rates 

II. Bank Lending Rates 

III. Certificate of Deposit Rates 
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A. A 

B. B 

C. C 

D. None of the above 

7. Domestic GOI bond holders (holding them up to Maturity) have to deal with___ risk. 

A. Volatility 

B. Default 

C. Inflation 

D. Price 

E. Currency 
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“Every effort has been made to avoid any errors or omission in this book. In spite of this error 
may creep in. Any mistake, error or discrepancy noted may be brought to our notice, which, 
shall be taken care of in the next printing. It is notified that neither the publisher nor the author 
or seller will be responsible for any damage or loss of action to anyone of any kind, in any 
manner, there from. 
 
ROOTS Institute of Financial Markets, its directors, author(s), or any other persons involved in 
the preparation of this publication expressly disclaim all and any contractual, tortuous, or other 
form of liability to any person (purchaser of this publication or not) in respect of the publication 
and any consequences arising from its use, including any omission made, by any person in 
reliance upon the whole or any part of the contents of this publication. 
 
No person should act on the basis of the material contained in the publication without 
considering and taking professional advice. 
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Helpful Books from RIFM 

NCFM Modules Practice Books (about 500 Questions per Module) 
Cost Rs. 800 Per Module 

1. FINANCIAL MARKETS: A BEGINNERS MODULE 

2. SECURITIES MARKET (BASIC) MODULE 

3. CAPITAL MARKET (DEALERS) MODULE 

4. DERIVATIVES MARKET (DEALERS) MODULE 

5. COMMODITIES MARKET MODULE 

6. INVESTMENT ANALYSIS AND PORTFOLIO MANAGEMENT 

7. OPTION TRADING STRATEGIES 

NISM Modules Practice Books (about 500 Questions per Module) 
Cost Rs. 800 Per Module 

1. MUTUAL FUND DISTRIBUTORS CERTIFICATION EXAMINATION 

2. CURRENCY DERIVATIVES CERTIFICATION EXAMINATION 

CFP Certification Modules ---Study Notes (Detailed Study notes as per 
FPSB syllabus) Cost Rs. 1000 Per Module 

1. INTRODUCTION TO FINANCIAL PLANNING 

2. INVESTMENT PLANNING 

3. RISK ANALYSIS AND INSURANCE PLANNING 

4. RETIREMENT PLANNING 

5. TAX PLANNING 

CFP Certification Modules ---Practice Books (about 800 Questions per 
Module) Cost Rs. 1000 Per Module 

1. INTRODUCTION TO FINANCIAL PLANNING 

2. INVESTMENT PLANNING 

3. RISK ANALYSIS AND INSURANCE PLANNING 

4. RETIREMENT PLANNING 

5. TAX PLANNING 

Advance Financial Planning Module--- 

Practice Book & Study Notes (Cost Rs. 5000/-) 
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