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Syllabus of Valuation Examination

Macroeconomics

- National income accounting: consumption, capital, intermediate and final goods, stock and 
flows concepts, gross investment, depreciation and net investment; income method; 
expenditure method; value added method; GDP and NDP at factor cost and market price; 
national disposal income (gross and net); nominal and real income, GDP deflator 

- Basics of fiscal policy: meaning, objectives and components; revenue receipts, capital 
receipts, revenue expenditure, capital expenditure, government deficit, revenue deficit, 
effective revenue deficit, fiscal deficit, primary deficit 

- Basics of monetary policy: meaning, objectives and components; credit creation; money 
multiplier; tools of monetary policy- open market operation, cash reserve ratio, statutory 
liquidity ratio, bank rate, liquidity adjustment facility, marginal standing facility, reverse repo 
rate, quantitative easing; fiscal responsibility and budget management 

- Understanding business cycles: business cycle; phases of business cycle; yield curve as a 
predictor of future economic growth; real business cycle



Finance and Financial Statement Analysis

- Finance: basic concepts of finance including time value of money 

- Decisions in finance - investment decision; financing decision; dividend 
decision; net present value; internal rate of return; payback period 

- Financial statement analysis: financial statements; operating and non-
operating assets; liabilities; incomes and expenses; profit and loss 
analysis; balance sheet analysis; ratio analysis; performance analysis; 
capital structure analysis; credit analysis; cash flow analysis



Macroeconomics



Introduction to Macroeconomics

• Microeconomics examines the behavior of individual 
decision-making units—business firms and households.

• Macroeconomics deals with the economy as a whole; it 
examines the behavior of economic aggregates such as 
aggregate income, consumption, investment, and the 
overall level of prices.

Aggregate behavior refers to the behavior of all households 
and firms together



Growth of 
Macroeconomics

• John Maynard Keynes, was a British economist, 
whose ideas fundamentally changed the theory 
and practice of macroeconomics and the 
economic policies.

• In 1936, John Maynard Keynes published The 
General Theory of Employment, Interest, and 
Money.

• At the individual level income determines 
spending and at the aggregate level spending 
determines the income. He also pointed out about 
the paradox of savings i.e. increase in 
autonomous saving leads to decrease in aggregate 
demands and thus decrease in gross output.



Aggregate Supply and Aggregate Demand

• Aggregate demand is the total demand 
for goods and services in an economy.

• Aggregate supply is the total supply of 
goods and services in an economy.

• Aggregate supply and demand curves 
are more complex than simple market 
supply and demand curves



Gross 
Domestic 
Product: 

Expenditure 
and Income

Gross domestic product (GDP) is the total monetary or 
market value of all the finished goods and services produced 
within a country in a specific time period.
GDP is most often used to measure the economic growth, 
purchasing power, and overall economic health of a nation.

Nominal GDP is a macroeconomic assessment of the value 
of goods and services using current prices in its measure. 
Calculated by multiplying the current quantities at current 
year prices.

Real GDP takes nominal GDP and adjusts for inflation or 
deflation by comparing and converting prices to a base 
year’s prices. The present base year for gross domestic 
product is 2011-12.



Gross 
National 

Product vs. 
Gross 

Domestic 
Product

• Gross National Product (GNP): 
It measures the value of goods and services produced by 
only a country's citizens but both domestically and 
abroad.

• Gross Domestic Product (GDP):
It measures the value of goods and services produced 
within a country's borders regardless of the nationality.

GDP is the most commonly used by global economies

GNP – GDP = factor payments from abroad minus factor 
payments to abroad

Examples of factor payments:  wages, profits, rent, interest 
& dividends on assets



GDP at Factor Cost & Market Price

Input cost the producer has to incur in the process of production is factor cost. (cost of capital, 
interest, rent, wages, raw materials).
When factor cost is considered to calculate GDP then it is GDP at factor cost.

Market cost derived after adding indirect taxes to the factor cost of production .it means d cost at 
which d goods entered in market.

GDP (MP) = GDP (FC) + Indirect Taxes minus subsidies

GDP Deflator
It is the ratio of the value of goods and services an economy produces in a particular year at current 
prices to that of prices that prevailed during the base year. It is a measure of inflation



Gross Domestic Product: Expenditure and Income
Two definitions:

• Total expenditure on domestically-produced final goods and services.

• Total income earned by domestically-located factors of production. 

• Expenditure equals income because every dollar spent by a buyer becomes income to the 
seller. 

Households
Firms

Goods

Labor

Expenditure ($)

Income ($)



Method of 
calculating 

National 
Income

• Income Method

The Income Method measures national income 
from the side of payments made to the primary 
factors of production in the form of rent, 
wages, interest and profit for their productive 
services in an accounting year. 

National Income = Rent + Compensation + 
Interest + Profit + Mixed income

Mixed income refers to the income of the self-
employed individuals, farming units, and sole 
proprietorships.



• Expenditure Method

Expenditure approach focuses on the expenditure involved in the 
production of goods and services. 

Y    =    C   +   I   +   G   +   NX

C = Consumption 

I = Investment

G = Government Spending 

NX = Net Exports

Value of Total 
Output

Aggregate 
Expenditure



• Consumption: It is the largest GDP component in the economy, consisting of private expenditures 
(household final consumption expenditure) in the economy. Personal expenditures fall under one of 
the following categories: durable goods, non-durable goods, and services.

• Investment: It includes capital expenditure on assets. It provides an indicator of the 
future productive capacity of the economy. It includes: Business fixed investment Residential fixed 
investment & Inventory investment

• Government Spending: It represents expenses undertaken y both State & Central Government for 
providing infrastructure, essential commodities, education, healthcare etc. Transfer Payments are 
excluded.

• Net Exports: The difference in exports & imports undertaken by a country in a Financial Year. 
Exports are considered an output for an economy whereas imports are considered as expenditure as 
they are not produced within an economy

Note:

▪ Any expenses on intermediate goods should not be considered as these are already included in the 
value of final goods.

▪ Transfer Payments are not included as they do not add value to the economy.

▪ Purchase of second hand goods is not included in this method. However brokerage 



Value Added Method

The value-added method is also known as product method or output method, and its primary objective 
is calculating the national income by taking into account the value added to a product during the 
various stages of production.

The value of output minus  the value of the intermediate goods used to produce that output .

GDP = Sum of value added at all stages of production

Stock & Flow Concept:

The concepts of stock and flow are used in macro economics or in the theory of income, output and 
employment.

A stock is a  quantity measured  at a point in time. A flow is a quantity measured per unit of time. A 
Stock can change due to flow, but the size of flows can be determined itself by changes in stock

Money is a stock variable, whereas the spending the money is a flow variable. The government debt is 
stock while the government deficit is a flow



• Gross Investment: The total addition made to the capital stock of economy in a given period is 
termed as Gross Investment. Capital stock consists of fixed assets and unsold stock. So, gross 
investment is the expenditure on purchase of fixed assets and unsold stock during the 
accounting year.

• Net Investment: The actual addition made to the capital stock of economy in a given period is 
termed as Net Investment.

Net Investment = Gross Investment – Depreciation

• Depreciation (Consumption of Fixed Capital): Depreciation refers to a fall in the value of 
fixed assets due to normal wear and tear, passage of time or expected obsolescence (change in 
technology).



Fiscal Policy



Fiscal Responsibility and Budget Management Act, 2003

Objective of the Act was set targets for the Government of India to establish financial discipline, improve the 

management of public funds, strengthen fiscal prudence and reduce its fiscal deficits.

In 2016, a committee under N K Singh was set up to suggest changes to the Act. 

Key Highlights 

The Central Government shall,-

(a) Take appropriate measures to limit the fiscal deficit upto three per cent. of gross domestic product by the 31st 

March, 2021;

(b) Endeavor to ensure that-

I. The general Government debt does not exceed sixty per cent.; 

II. The Central Government debt does not exceed forty per cent, of gross domestic product by the end of 

financial year 2024-2025 

III. Not give additional guarantees with respect to any loan on security of the Consolidated Fund of India in 

excess of one-half per cent of gross domestic product, in any financial year

(c) Any deviation from fiscal deficit target shall not exceed one-half per cent of the gross domestic product in a 

year except in the case of ground or grounds of national security, act of war, national calamity, collapse of 

agriculture severely affecting farm output and incomes, structural reforms in the economy with unanticipated 

fiscal implications, decline in real output growth of a quarter by at least three per cent points below its average 

of the previous four quarters

(d) The Central Government shall not borrow from the Reserve Bank but the Reserve Bank may buy and sell the 

Central Government securities in the secondary market 



Government receipts are divided into two groups—Revenue 
Receipts and Capital Receipts.

Revenue Receipts:
Government receipts which neither (i) create liabilities nor (ii) 
reduce assets are called revenue receipts. These are proceeds 
of taxes, interest and dividend on government investment, 
cess and other receipts for services rendered by the 
government. This can be further bifurcated into Tax revenue 
& Non Tax Revenue.

Capital Receipts:
Government receipts which either (i) create liabilities (e.g. 
borrowing) or (ii) reduce assets (e.g. disinvestment) are called 
capital receipts. Thus when govt. raises funds either by 
incurring a liability or by disposing off its assets, it is called a 
capital receipt.

Revenue Receipt 

vs Capital Receipt





Government expenditure are divided into two groups—
Revenue Expenditure and Capital Expenditure.

Revenue Receipts:
An expenditure which neither creates assets nor reduces 
liability is called Revenue Expenditure, e.g., salaries of 
employees, interest payment on past debt, subsidies, pension, 
etc.

Capital Receipts:
An expenditure which either creates an asset (e.g., Building) 
or reduces liability (e.g., Repayment of Loan) is called capital 
expenditure.

Revenue 

Expenditure vs 

Capital 

Expenditure







Government Deficit
Deficit is the amount by which the expends in a budget overreach the earnings. The Government Deficit is the 
amount of money in the budget set by which the government expend overreaches the government earning 
amount.

Revenue deficit

Revenue deficit is the excess of its total revenue expenditure to its total revenue receipts.

Revenue deficit = Revenue expenditure – Revenue Receipts

This indicates that the Government doesn’t have sufficient revenue for the normal functioning of the 
government department.

Effective Revenue deficit: It is the difference between revenue deficit and grants for creation of capital assets

Fiscal Deficit

It is the excess of total expenditure over total receipts excluding borrowings i.e. it is the amount needed by the 
Government to meet its expenses.

Fiscal Deficit = Total expenditure – (Revenue receipts + Non-debt creating capital receipts)

Fiscal Deficit = Net borrowing at home + Borrowing from RBI + Borrowing from abroad

Primary Deficit

Primary deficit is the amount of money that the government requires to borrow apart from the interest payments 
on the formerly borrowed loans

Primary Deficit = Fiscal Deficit – Net interest liabilities





Monetary Policy

Monetary Policy: Monetary policy is the macroeconomic policy laid down by the Reserve Bank of India. It 
involves the management of money supply and interest rates. It is bi-monthly meeting & the committee 
comprises of six members including RBI Governor.

Open Market Operations (OMO): It is an activity by a RBI to buy or sell government securities on the open 
market.  Central banks use these operations as the primary means of implementing monetary policy.

Implications: 

Sale of Government Securities                                Rupee Liquidity   

Purchase of Government Securities                       Rupee Liquidity 

Liquidity Adjustment Facility (LAF)

LAF is a facility extended by RBI to scheduled commercial banks and primary dealers to avail liquidity in case 
of requirement or park excess funds with the RBI in case of excess liquidity on an overnight basis against the 
collateral of Government securities including State Government securities.

The operations of LAF are conducted by way of repurchase agreements (Repos and Reverse Repos with RBI)



Direct & Indirect Instruments by RBI

Cash Reserve Ratio (CRR): 

The average daily balance that a bank is required to maintain with 
the Reserve Bank as a share of such per cent of its Net demand 
and time liabilities (NDTL). Reduction in CRR augment primary 
liquidity in the banking system.

Minimum daily maintenance of the Cash Reserve Ratio was 
reduced from 90 per cent to 80 per cent up to September 25, 
2020.

Current CRR Rate: 3%

Statutory Liquidity Ratio (SLR):

The share of NDTL that a bank is required to maintain in safe and 
liquid assets, such as, government securities, cash and gold. 
Changes in SLR often influence the availability of resources in 
the banking system for lending to the private sector. Banks has to 
update to RBI every alternate Friday regarding their SLR status.

The Reserve Bank of India raises SLR to control the bank credit 
during the time of inflation. Similarly, it decreases the SLR 
during the time of recession to increase bank credit.

Reserve Bank of India has the authority to increase this ratio by 
up to 40%

Current SLR Rate: 18%

Statutory Liquidity Ratio (SLR) Cash Reserve Ratio (CRR)

In the case of SLR, banks are asked 

to have reserves of liquid assets 

which include both cash and gold.

The CRR requires banks to have 

only cash reserves with the RBI

Banks earn returns on money parked 

as SLR

Banks don’t earn returns on money 

parked as CRR

SLR is used to control the bank’s 

leverage for credit expansion.

The Central Bank controls the 

liquidity in the Banking system with 

CRR.

In the case of SLR, the securities are 

kept with the banks themselves 

which they need to maintain in the 

form of liquid assets.

In CRR, the cash reserve is 

maintained by the banks with the 

Reserve Bank of India.



Repurchasing Option (Repo Rate):

The interest rate at which the Reserve Bank provides overnight liquidity to banks against the collateral of 
government and other approved securities under the liquidity adjustment facility (LAF) i.e. banks borrow from 
RBI. 

It is an instrument for borrowing funds by selling securities with an agreement to repurchase the said securities 
on a mutually agreed future date at an agreed price which includes interest for the funds borrowed.

Current Policy Repo Rate: 4.00%

Repo Rate                     Bank’s Borrowing Cost                   Borrowing Cost of Borrowers                      Inflation

Repo Rate                     Bank’s Borrowing Cost                   Borrowing Cost of Borrowers                      Inflation

Reverse Repo Rate:

The interest rate at which the Reserve Bank absorbs liquidity, on an overnight basis, from banks against the 
collateral of eligible government securities under the LAF i.e. banks lend money to RBI. 

Current Reverse Repo Rate: 3.35%

Reverse Repo Rate                     Money Supply 

Reverse Repo Rate                     Money Supply 



Marginal Standing Facility (MSF):

A facility under which scheduled commercial banks can borrow additional amount of overnight money from the 

Reserve Bank by dipping into their Statutory Liquidity Ratio (SLR) portfolio up to a limit at a penal rate of 

interest. This provides a safety valve against unanticipated liquidity shocks to the banking system.

Current Marginal Standing Facility (MSF) Rate: 4.25%

Bank Rate: It is the lending rate at which commercial banks can borrow from the RBI without providing any 

security. At this rate RBI is ready to buy or rediscount bills of exchange or other commercial papers.

Current Bank Rate: 4.25%

Repo Rate Bank Rate

Repo Rate is charged for repurchasing the 

securities sold by the commercial banks 

to the central bank.

Bank Rate is charged against loans 

offered by the central bank to commercial 

banks

Securities, bonds, agreements and 

collateral is involved

No collateral is involved 

Short term financial needs Long term financial requirements of 

commercial banks

Repo Rate is always lower than the Bank Rate.



Highlights of the Monetary Policy Committee 22nd May 2020



Highlights of the Monetary Policy Committee 6th August 2020



Quantitative Easing

It is a form of unconventional monetary policy in which a central bank purchases longer-

term securities from the open market in order to increase the money supply and encourage lending and 

investment.

In an open market operation the central bank primarily acquires short-dated securities from the market.

Money Multiplier

The money multiplier is the amount of money that banks generate with each rupee of reserves. Reserves is 

the amount of deposits that the RBI requires banks to hold and not lend. Banking reserves is the ratio of 

reserves to the total amount of deposits.

Money Multiplier= 1 / Reserve Ratio
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