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1.  i∗ = r$%&'()* + π% + 0.5 × (Y-%- Y-	'(%$/)+ 0.5 

× (π%  – π')(1%') 
 
where, 
𝑖∗= target nominal policy rate 
rneutral = real policy rate that would be targeted 
if GDP growth were on trend & inflation on 
target 
π%, π')(1%' = respectively the expected and 

target inflation rates  
Y-%, Y-	'(%$/= respectively the expected and 

trend real GDP growth rates 
By readjusting the above equation: 
 
Real inflation adjusted target rate =  
i∗ − π% = r$%&'()* + 0.5 × (Y-% − Y-	'(%$/)+ 0.5 × 

(π%– π')(1%') 
 

2. Net exports = Net Private Savings + 
Government Surplus 
(X–M)  = (S–I) + (T-G)  
 

3. Government Surplus = Taxes – 
Government spending 
 

 

1. E (Re) ≈ 4
5

 + (% ∆E −	%∆S) +  ∆P/E  

Where, 
o E (Re) = Expected rate of return on 

equity  
o D/P = Expected dividend yield  
o %∆S = Expected % change in number of 

shares outstanding 
 
2. Under Basic CAPM model: 

o 𝑅𝑃8 = 	𝛽8,<𝑅𝑃< 

o 𝛽8,< = 	𝐶𝑜𝑣(𝑅8, 𝑅<)/𝜎<C  = 𝜌8,<8 E
FG
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Where, 

	𝑅𝑃8 = 	 [𝐸𝑅8 −	𝑅L] risk premium on ith 
asset 
𝑅𝑃< =	 [𝐸𝑅< −	𝑅L] risk premium on 
market portfolio 
𝛽8,< = ith asset sensitivity to market 

portfolio = NOP(QG,QH)
FH
R  = 𝜌8,< E

FG
FH
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𝜎	is	standard	deviation	and	ρ	is	correlation 
 

Expected Return using Singer-Terhaar Model 
Model’s 1st component (full integration 
assumption): 

 

3. 𝑅𝑃8^ = 	𝛽8,^<𝑅𝑃 < = 𝜌8,^<	𝜎8 E
Q5_H
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Model’s 2nd component (completely 
segmented market assumption): 

4. RPbc = 	1 × RPfg = 1 × 	σb i
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5. 𝑅𝑃8 = 	𝜑𝑅𝑃8^ + (1 − 𝜑)𝑅𝑃8r    
 

6. Cap rate = s&((%$'	t%)(
uv	wxy

k(z{%('t	|)*&%
 ,  where NOI = 

net operating Income 
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