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QUESTION 1

Which one of the following four statements about the "market-maker" trading strategy is INCORRECT? 

A. A market maker that attracts buy and sell orders can make a profit from the spread quoted between the buy and sell
price. 

B. A market maker can benefit from the market information she gets from the trades she is asked to execute. 

C. This strategy is independent of market liquidity and number of other market makers. 

D. This risk in this strategy is that traders have to take positions that may quickly incur a loss. 

Correct Answer: C 

 

QUESTION 2

Which one of the following statements is an advantage of using implied volatility as an input when calculating VaR? 

A. Implied volatility assumes volatilities are constant which makes it easy to implement in models. 

B. Current market data is used to determine implied volatilities, which makes them forward looking measures 

C. Implied volatilities are better at predicting actual volatilities 

D. Loss probabilities from the standard normal distribution are used to compute implied volatilities, which makes it easy
to compute the. 

Correct Answer: B 

 

QUESTION 3

An asset and liability manager for a large financial institution has to recognize that retail products ___ include embedded
options, which are often not rationally exercised, while wholesale products ___ carry penalties for repayment or include
rights to terminate wholesale contracts on very different terms than are common in retail products. 

A. Frequently; typically 

B. Hardly ever; typically 

C. Frequently; rarely 

D. Hardly ever; rarely 

Correct Answer: A 

 

QUESTION 4

Which one of the following four options is NOT a typical component of a currency swap? 
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A. An initial currency exchange of the notional amount 

B. Denomination of the original notional amount into a foreign currency 

C. Periodic exchange of interest payments in different currencies 

D. A final currency exchange 

Correct Answer: B 

 

QUESTION 5

Which one of the following four statements regarding commodity derivative risks is INCORRECT? 

A. Because of the different demand/supply balance in each region and the cost of transporting the oil between regions,
a tanker of Brent crude oil in the UK will have a different value to a UK buyer than a tanker of Arab light crude oil in
Singapore, which results in the basis risk. 

B. Calendar spreads represent a special case of basis risk and occur when the relative prices of commodity futures do
not come in alignment and the trader becomes exposed to the absolute price movements. 

C. In most commodities, the longest term contracts are the most volatile, while the shortest term forward contract are
the least volatile. 

D. Some commodities can be both in backwardation and a have a strong seasonal element. 

Correct Answer: C 
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