
 

NISM Series V-A Study Material 

Module 1.1: The Investment Landscape 
 
 

1. The Core Purpose of Investing 
The primary objective of investing is not merely to accumulate wealth, but to protect 
purchasing power against the eroding effects of Inflation. Leaving money idle in cash results 
in a guaranteed loss of value over time due to the rising cost of living. 
 

2. Understanding the Real Rate of Return 
Investors often mistake nominal returns (like the interest rate on a Bank Fixed Deposit) for 
actual profit. However, true wealth creation is measured by the Real Rate of Return. 

Formula: Real Rate of Return = Nominal Return - Inflation Rate 

Consider the following practical scenario using 2026 data for an investor in the 30% tax 
bracket: 

Component Rate / Value 

  

Bank FD Nominal Return 6.50% 

Less: Income Tax (30% slab) - 1.95% 

Post-Tax Nominal Return 4.55% 

Less: Retail CPI Inflation (2026) - 3.40% 



Component Rate / Value 

  

Actual Real Rate of Return 1.15% 

As illustrated, after adjusting for taxes and inflation, the actual growth of capital is minimal. 
To build substantial wealth, asset allocation must prioritize instruments that consistently beat 
inflation. 
 

3. Core Asset Classes 
An asset class is a grouping of investments that exhibit similar characteristics and are 
subject to the same laws and regulations. The NISM curriculum focuses on four primary 
asset classes: 

●​ Equity (Stocks): Represents ownership in a business. Historically offers the highest 
potential to beat inflation over the long term, though it carries higher short-term 
volatility (risk). 

●​ Fixed Income (Debt): Includes FDs, Government Bonds, and Corporate Debentures. 
Represents a loan given by the investor to the issuer. Offers lower risk and stable, 
albeit lower, returns. 

●​ Real Estate: Physical property and land. Offers capital appreciation and rental income 
but suffers from low liquidity (cannot be converted to cash instantly). 

●​ Commodities (Gold/Silver): Traditionally acts as a safe haven and a hedge against 
inflation and economic instability. 

 

4. The Role of Financial Markets 
Financial markets act as the critical bridge in the economy, facilitating the movement of 
capital. 

●​ Savers/Investors: Households or entities with surplus capital. 
●​ Intermediaries: Banks, Stock Exchanges, and Mutual Funds that pool the surplus 

capital. 
●​ Borrowers: Corporations requiring capital for expansion, or the Government funding 

infrastructure projects. 

By efficiently moving funds from savers to borrowers, financial markets drive economic 
growth, allowing investors to earn a return on the capital they provided. 
 



5. Module 1.1 Mock Questions 
1.​ What is the 'Real Rate of Return'?​

A) The return guaranteed by a bank FD​
B) Nominal Return minus Inflation​
C) Return on Equity minus Taxes​
D) The interest rate set by RBI​
Correct Answer: B 

2.​ Which of the following asset classes generally has the lowest liquidity?​
A) Bank Fixed Deposits​
B) Equity Shares of large companies​
C) Real Estate​
D) Gold ETFs​
Correct Answer: C 

3.​ What is the primary role of the financial markets?​
A) To guarantee profits for all investors​
B) To channelize funds from savers to borrowers​
C) To eliminate inflation from the economy​
D) To print new currency notes​
Correct Answer: B 
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