Quiz on Institutional Trading and
Investment Strategies

Question1
What is a primary characteristic that distinguishes institutional trading from retail trading?

e A. Amandate to only engage in low-frequency, long-term investments.

e B. The significant capital involved, allowing for large-volume trades with managed market impact.
e C.The complete absence of regulatory oversight compared to retail trading.

e D. The exclusive reliance on technical analysis for all trading decisions.

Hint: Consider the scale and resources available to different types of market participants.

Answer: B. The significant capital involved, allowing for large-volume trades with managed market
impact.

Question 2

Which investment approach is most characteristic of a pension fund?

A. Acting as an intermediary to help companies issue new securities.

B. Providing continuous buy and sell quotes to ensure market liquidity for specific securities.

C. Aggressive, high-risk strategies using leverage and short-selling to maximise short-term returns.
D. A conservative strategy focusing on stable, income-generating assets to ensure long-term capital
preservation.

Hint: Think about the long-term obligations these funds have to their beneficiaries.

Answer: D. A conservative strategy focusing on stable, income-generating assets to ensure long-term
capital preservation.

Question 3

An institutional trader wants to execute a very large order without revealing their intention to the
broader market to minimise price impact. Which type of trading venue would be most suitable?

e A. An alternative trading system (ATS) like a dark pool.
e B. Anover-the-counter (OTC) market.

e C. Amajor public exchange like the NYSE or NASDAQ.

e D. Anonline brokerage platform designed for retail investors.

Hint: Some trading venues are specifically designed to operate without pre-trade price transparency.

Answer: A. An alternative trading system (ATS) like a dark pool.



Question 4

What is the fundamental principle behind an arbitrage trading strategy?

e A. Using algorithms to break down a large order into smaller trades over time to reduce market
impact.

e B. Identifying and capitalising on a long-term market trend using technical indicators.

e C. Simultaneously buying and selling an identical asset in different markets to profit from a price
discrepancy.

e D. Providing liquidity by quoting both a buy and a sell price for a security.

Hint: This strategy relies on exploiting market inefficiencies rather than predicting future price
movements.

Answer: C. Simultaneously buying and selling an identical asset in different markets to profit from a price
discrepancy.

Question 5

What technological practice is critical for high-frequency trading (HFT) firms to minimise latency?

e A. Using fundamental analysis to predict long-term price movements.
B. Using co-location services to place their servers in the same data centre as the exchange's
servers.

e C. Employing manual order entry systems for precise control over each trade.
D. Relying exclusively on public internet connections for data transmission.

Hint: In this type of trading, physical proximity to the market's infrastructure is key.

Answer: B. Using co-location services to place their servers in the same data centre as the exchange's
servers.

Question 6

Arisk manager wants to estimate the maximum potential loss a portfolio could face over a specific
period under normal market conditions, given a certain confidence level. Which quantitative
technique should they use?

A. Alpha Calculation.
B. Stress Testing.

C. Value at Risk (VaR).
D. Scenario Analysis.

Hint: This statistical tool provides a single monetary value that summarises the total risk in a portfolio.

Answer: C. Value at Risk (VaR).

Question 7



In the United States, which regulatory body is primarily responsible for overseeing the securities
markets and protecting investors in stocks and bonds?

A. The Commodity Futures Trading Commission (CFTC).
B. The Financial Industry Regulatory Authority (FINRA).
C. The Financial Stability Board (FSB).

D. The Securities and Exchange Commission (SEC).

Hint: Consider which agency's name relates most closely to stocks, bonds, and exchanges.

Answer: D. The Securities and Exchange Commission (SEC).

Question 8

An institutional trader holds a large, long position in a stock but is concerned about a potential
short-term price decline. Which hedging tool would allow them to protect against this downside
risk while retaining upside potential?

A. Buying call options on the stock.

B. Buying put options on the stock.

C. Entering into an interest rate swap.

D. Selling futures contracts on a broad market index.

Hint: This financial instrument gives the holder the right, but not the obligation, to sell an asset at a set
price.

Answer: B. Buying put options on the stock.

Question 9

What is the primary strategic responsibility of a portfolio manager?

e A. Building the quantitative models and algorithms used for automated trading.
B. Executing individual buy and sell orders as quickly and efficiently as possible.

e C. Developing and overseeing investment strategies, including asset allocation and risk
management.

e D. Ensuring all trading activities comply with external regulations and internal policies.

Hint: This role is concerned with the overall strategy and composition of the investment portfolio, not just
individual trades.

Answer: C. Developing and overseeing investment strategies, including asset allocation and risk
management.

Question 10

Which market participant's primary function is to continuously quote both a buy and a sell price for
a security to facilitate trading?



A. A compliance officer.
B. A market maker.

C. A broker.

D. A pension fund.

Hint: This participant profits from the difference between the ‘bid’ and ‘ask’ price.

Answer: B. A market maker.

Question 11

Before deploying a new trading algorithm in a live market, what is the essential step an institution
must take to evaluate its potential performance and identify weaknesses?

A. Submitting the algorithm to a regulatory body for pre-approval.

B. Deploying the algorithm immediately with a small amount of capital.
C. Backtesting the algorithm against historical market data.

D. Conducting expert interviews with retail traders for their opinion.

Hint: This process involves simulating how the strategy would have performed in the past.

Answer: C. Backtesting the algorithm against historical market data.

Question 12

The Flash Crash of 2010, where the Dow Jones Industrial Average plummeted rapidly before
recovering, primarily highlighted the systemic risks associated with what type of trading?

e A. High-frequency and algorithmic trading.

e B. Manualtrading by a large number of retail investors.
e C. Over-the-counter (OTC) derivatives trading.

e D. Long-term, conservative pension fund investing.

Hint: This event was characterized by an extremely rapid plunge and recovery in stock prices, driven by
automated systems.

Answer: A. High-frequency and algorithmic trading.

Question 13

What is a key purpose of the strict documentation standards and reporting obligations imposed on
institutional traders?

A. To guarantee profitability by following a set of predefined rules.

B. To simplify the trading process for new employees joining the firm.

C. To provide a clear audit trail for regulators to ensure transparency and accountability.
D. To share successful trading strategies with competing firms for market stability.

Hint: Regulators need to be able to reconstruct trading activity to monitor for fairness and legality.



Answer: C. To provide a clear audit trail for regulators to ensure transparency and accountability.

Question 14

To compare the performance of two different strategies on a risk-adjusted basis, which metric that
measures excess return per unit of risk is most appropriate?

e A. Beta.

e B. Value at Risk (VaR).
e C. Alpha.

e D. Sharpe ratio.

Hint: This metric considers the return earned in excess of the risk-free rate per unit of volatility or total
risk.

Answer: D. Sharpe ratio.

Question 15

Besides executing trades for clients, what is a key function of an investment bank in the
institutional trading landscape?

A. Underwriting, which involves helping companies issue new securities to raise capital.

B. Managing the retirement assets for millions of individuals with a long-term focus.

C. Providing insurance protection to retail investors' accounts against broker-dealer failure.

D. Pooling capital from accredited investors to employ aggressive and flexible trading strategies.

Hint: This function connects corporations needing capital with the investors who can provide it.

Answer: A. Underwriting, which involves helping companies issue new securities to raise capital.



