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Practice Test - Chapter 11 – Financial Markets

I. Fill in the blank

Directions: Fill in the blanks

1. ________________________________ is a system that organizes the transfer of money between savers and borrowers. The purchase of shares in a company (called __________) or purchase of debt in companies or government (called _________) is known as ___________________.

II. Stock Market Identification

Directions: Identify the term.

________________________ The chief Chinese stock exchange

________________________ The oldest and largest stock exchange in the United States 

________________________ U.S. Commodities exchange based in city of "Broad Shoulders"

________________________ Technology focused stock exchange in U.S., absorbed penny stock American Stock Exchange in 1990s

________________________ The chief British stock exchange

________________________ The chief Japanese stock exchange

________________________ Index fund that measures thousands of "small cap" companies 

________________________ Index of top U.S. stocks, measuring 60 blue chip stocks

________________________ Index of top U.S. stocks, measuring 500 blue chip stocks in a variety of industries.

________________________ When the stock market is going up (gaining value)

________________________ When the stock market is going down (losing value)

III Risk Management

Directions: Draw an arrow pointing at which of the following constitutes more risk for a five-year investment.

Stock in one blue chip company  ________________________ Mutual Fund

Municipal bonds ________________________ Mutual Fund

Treasuries________________________Municipal bonds

Futures ________________________ Options

Call options________________________ Put options

Certificate of deposit in bank________________________ Stock in the same bank

Municipal bonds________________________Corporate bonds

Call options________________________ Mutual fund

IV. Reward Averages

Directions: Draw an arrow pointing at which of the two has earned more money over the past 30 years, on average.

Treasuries  ________________________ Mutual Fund

Municipal bonds ________________________ Corporate bonds

Treasuries________________________Municipal bonds

Certificate of deposit in bank________________________ Stock in the same bank

Ordinary bank savings account________________________Certificate of deposit in bank

Ordinary bank savings account________________________Treasuries

Stocks________________________Corporate bonds

Ordinary bank savings account________________________Corporate bonds

V. Short answer

Directions: Answer the questions fully.

1. If the country is undergoing 10 percent inflation or more, which is better to have on gold at the current market price ... one-year "put options" or one year "call options"? Why?

2. Which is better to have in an environment of high inflation (10 percent or more) ... your money in a one-year certificate of deposit or your money in a passbook savings account?

3. If you have a corporate bond earning an annual fixed rate of 6 percent, and a national inflation rate of 3 percent, approximately what is going to be your real after-tax profit on your investment?

4.  If you have a municipal bond earning an annual fixed rate of 6 percent, and a national inflation rate of 3 percent, approximately what is going to be your real after-tax profit on your investment?

5. If prices are falling, and you have six month options at the current market price for a stock, which would you rather have: put options or call options?

6. If prices are stable, which will earn you more money: corporate bonds at a fixed rate of 6% or municipal bonds at a fixed rate of 6%?

