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Chapter 1

Role of Financial Markets and Institutions

Questions

2.
Distinguish between primary and secondary markets.


ANSWER: Primary markets are used for the issuance of new securities while secondary markets are used for the trading of existing securities.

3.
Distinguish between money and capital markets.


ANSWER: Money markets facilitate the trading of short-term (money market) instruments while capital markets facilitate the trading of long-term (capital market) instruments.

6.
Explain the meaning of efficient markets. Why might we expect markets to be efficient most of the time?


ANSWER: If markets are efficient then prices of securities available in these markets properly reflect all information. We should expect markets to be efficient because if they weren't, investors would capitalize on the discrepancy between what prices are and what they should be. This action would force market prices to represent the appropriate prices as perceived by the market.

18.
With regard to the profit motive, how are credit unions different from other financial institutions?


ANSWER: Credit unions are non-profit financial institutions.

20.
What is the function of a mutual fund? Why are mutual funds popular among investors?


ANSWER: A mutual fund sells shares to investors, pools the funds, and invests the funds in a portfolio of securities. Mutual funds are popular because they can help individuals diversify while using professional expertise to make investment decisions.

1

