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01.    Financial markets improve economic welfare because 

A)    they allow funds to move from those without productive investment opportunities to those who 

have such opportunities. 

B)    they allow consumers to time their purchases better.  

C)    they weed out inefficient firms. 

D)    they do (A) and (B) of the above. 

 

02.    Which of the following are securities? 

A)    A certificate of deposit 

B)    A share of Texaco common stock 

C)    A Treasury bill 

D)    All of the above 

 

03.    Which of the following statements about the characteristics of debt and equity are true? 

A)    They can both be long-term financial instruments.  

B)    They both involve a claim on the issuer’s income.  

C)    They both enable a corporation to raise funds. 

D)    All of the above 

 

04.    Which of the following are long-term financial instruments? 

A)    A negotiable certificate of deposit 

B)    A banker’s acceptance  

C)    A U.S. Treasury bond 

D)    A U.S. Treasury bill 

05    Which of the following statements about financial markets and securities are true? 

A)    Most common stocks are traded over-the-counter, although the largest corporations have their 

shares traded at organized stock exchanges such as the New York Stock Exchange. 

B)    A corporation acquires new funds only when its securities are sold in the primary market. 

C)    Money market securities are usually more widely traded than longer-term securities and so tend 

to be more liquid. 

D)    All of the above are true. 



 

06.    Which of the following statements about financial markets and securities are true? 

A)    A bond is a long-term security that promises to make periodic payments called dividends to the 

firm’s residual claimants. 

B)    A debt instrument is intermediate term if its maturity is less than one year.  

C)    A debt instrument is long term if its maturity is ten years or longer. 

D)    The maturity of a debt instrument is the time (term) to that instrument’s expiration date. 

 

07.    Financial intermediaries 

A)    exist because there are substantial information and transaction costs in the economy. 

B)    improve the lot of the small saver. 

C)    are involved in the process of indirect finance. 

D)    do all of the above. 

 

08.   The main sources of financing for businesses, in order of importance, are 

A)    financial intermediaries, issuing bonds, issuing stocks.  

B)    issuing bonds, issuing stocks, financial intermediaries.  

C)    issuing stocks, issuing bonds, financial intermediaries. 

D)    issuing stocks, financial intermediaries, issuing bonds. 

 

09.    When the potential borrowers who are the most likely to default are the ones most actively seeking a 

loan,                              is said to exist. 

A)    asymmetric information 

B)    adverse selection 

C)    moral hazard 

D)    fraud 

 

10.    When the borrower engages in activities that make it less likely that the loan will be repaid,                            

is said to exist. 

A)    asymmetric information 

B)    adverse selection 

C)    moral hazard 

D)    fraud 

 

11.   When the least desirable credit risks are the ones most likely to seek loans, lenders are subject to the 

A)    moral hazard problem. 

B)    adverse selection problem.  



 

C)    shirking problem. 

D)    free-rider problem. 

12.   The availability of cash and other cash like marketable instruments that are useful in purchases 
and investments are commonly known as    

A) Liquidity 

B) Credit 

C) Marketability 

D) Risk 

13.   Banking sector comes under which of the following sectors                 . 

A) Marketing sector 

B) Service sector 

C) Industrial sector 

D) Agriculture 

 

14.                    is a market for financial assets which have a long or indefinite maturity. 

A) Financial market 

B) Capital market 

C) Money market 

D) Financial system 

 

15. Full service factoring is often   

A) Recourse factoring 

B) Non-recourse factoring  

C) Agency factoring 

D) Forfaiting 

 

 


