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Part I:- True or False (10 marks)  

Write “True” if the statement is correct and write “False” if the statement is in correct in the 

answer sheet attached.  (1pt each) 
1. Money market intermediaries are supply only short term funds to individuals and corporate 

customers. 

2. Financial intermediaries are predominantly concerned with recycling of funds from surplus to 

deficit agents; that is facilitating the transfer of funds from those that wish to save to those 

that wish to borrow.  

3. Secondary stock market is crucial for business establishment, business expansion and 

diversification as well as modernizing systems of an organization. 

4. Capital market intermediaries are mainly providing long term funds to individuals and 

corporate customers. 

5. In secondary market there is direct relationship between investors and companies. 

6. The objectives of financial regulations are to protect the consumer, and to sustain systemic 

stability and maintain the safety and soundness of financial institutions.  

7. Effective risk reduction is achieved by making a relatively large number of small loans rather 

than a small number of large loans. 

8. In primary security market the beneficiaries are only companies. 

9. A change in the financial environment will not stimulate a search by financial institutions for 

innovations that are likely to be profitable. 

10. Structural regulation restricts only on entry and business activities. 

 

 

 

 

 

 

 

 



Part II: Match from Colum B to Column A and put on the space provided. (1pt each) 
 Column A Column B 

1. Financial institution A. A market where financial assets are traded and exchanged. 

2. Underwriting B. The ability to convert their saving in financial assets into 

money at short notice at low cost or a fair price 

3. Aftermarket  C. Public authorities may limit themselves to ex-post 

interventions, offering protection to customers and financial 

intermediaries in the case of impending insolvency. 

4. Market  D. Government agencies may also act in controlling the levels of 

risk assumed and reducing the probability of insolvency and 

illiquidity. 

5. Electronic Banking E. Develop new products to satisfy their own needs as well as 

their customers. 

6. Financial Innovation F. Modern computer technology enables banks to lower the cost 

of bank transactions by having the customer interact with an 

electronic banking 

7. Preventive regulation G. A place where buyers and sellers are brought together and aid 

to transfer goods and services. 

8. Protective regulation H. Secondary market 

9.  Liquidity provision I. The process of selling new issues to investors 

10. Financial market J. Organization that facilitate financial transaction 

Part III: Chose the best answer write  put on the space provided. (1pt each) 

1. Which one of the following is among the functions of financial institution? 

A. Contributes for economic development of the nation 
B. Serve as medium of exchanging financial transactions 
C. Facilitate financial activities 
D. Balance saving and investment 

E. All of the above 
F. None of the above  

2. _________ is a technique that helps to control, managing any financial activities that facilitates in 

financial intermediaries. 

A. Financial market 
B. Financial institution 
C. Financial system 

D. Financial rate of return 
E. All of the above  
F. None of the above  

http://en.wikipedia.org/wiki/Underwriting


3. One is characteristics of common stock shareholders. 

A. Participate in managerial decision 
B. Real owners 
C. Enjoy the fruits of the firm 

D. Bear real risk 
E. All of the above 
F. None of the above 

4. One is not characteristics of preferred stock shareholders. 

A. Fixed rate of dividend 
B. Fixed rate of risk sharing 
C. Not participate in managerial decision. 

D. Not real owners 
E. All of the above 
F. None of the above 

5. One is characteristics of good financial market. 

A. Timely transacts B. Has accurate information 
C. Low cost of transaction 
D. Rapid price adjustment due to new information and product 
E. All of the above F. None of the above 

6. _________ is the specific value that is gain after invested certain amount of money and is 

calculated from company’s profit. 

A. Financial instrument 
B. Financial market 
C. Financial rate of return 

D. Financial instrument 
E. All of the above 
F. None of the above 

7. _______ is asset can be easily and quickly bought and sold in the financial market. 

A. Rapidly 
B. Timely 
C. Accurate 

D. Valuable  
E. All of the above 
F. None of the above 

8. Of the following one is among the nature of the Financial System. 

A. It provides market solution to the market failures and is an alternative for government 
intervention. 

B. It is concerned with the future, and hence is characterized by risk and uncertainty. 
C. Its key services in the process of allocating funds between savers and borrowers consist in 

trading risk and liquidity.  
D. As new information becomes available market parties adjust suddenly and collectively (herd 

behavior) their price expectations.  
E. All of the above F. None of the above 

9. One is different among the other. 

A. Regulation of interest rates 
B. Product line restrictions 

C. Geographical restriction 
D. Portfolio restriction  

10. It is an element of prudential measures. 

A. Disclosure and standard reporting requirement 
B. Inspection and bank examination 
C. Portfolio restriction and supervision 
D. Conduct and conflict rules 

E. All of the above 
F. None of the above 



Part IV: Discuss the following questions 
1. Write the characteristics of: 

a) Primary stock market 
b) Secondary stock market 

2. Differentiate between: 
a) Common stock share holders 
b) Preferred stock shareholders 

3. What is the difference between protective regulation and preventive regulation? 
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