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Summative Assessment 
SECTION A          (27 marks) 

1. Indicate whether the following statements are true or false:  
         (1 x 10 = 10) 

 
1. The equity market is where individuals can obtain finance from companies. 

Answer_________________  

 

2. Changes to taxation in a country have no real effect on equity markets. 

Answer_________________  

 

3. The price at which shares are bought and sold will be determined by the 

perceived value of the future prospects of the company 

Answer_________________  

 

4. All companies who have issued shares are listed on the stock exchange 

Answer_________________  

 

5. One of the few investment avenues where there is a real opportunity to beat 

inflation in the long term is equity 

Answer_________________  

 

6. Inflation, is used to indicate an increase in the buyer power as a result of 

general decrease in the prices of goods and services 

Answer_________________  

 

7. A share is basically a part ownership of a company 

Answer_________________  

 

8. Shares that are offered to existing shareholders are a slightly higher price to 

that of the current market price 

Answer_________________  

 

9. A Debenture is a instrument used by a company to spend money 

Answer_________________  
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10. One of the ways in which the risk can be reduced is to spread the investment 

over as many different securities as the amount available can justify 

Answer_________________  

 
 

2. Multiple Choice – Circle the letter indicating the correct answer  
         (1 x 10 = 10) 

 

2.1  If the government raises the ruling interest rate, the likely effect on the equity 

market would be: 

a) Lower prices as money is channelled off to fixed interest investments 

 b) Lower prices as company operating costs tend to increase 

 c) Lower prices due to falling consumer demands for goods and services 

d)    ALL of the above 

 

2.2  Which one of the following is NOT an acknowledged sector on the JSE Ltd.? 

It would be: 

a) Manufacturing 

 b) Local government 

 c) Mining 

d)   Financial services 

 

2.3  Which one of the following is NOT a major investor in the equity market? 

a) Insurance companies and retirement funds 

 b) Local government 

 c) Collective Investment Schemes 

d)    Individual investors 

 

2.4 Which one of the following types of share earns a fixed dividend? 

a) Ordinary preference share 

 b) Profit sharing preference share 

 c) Rights issues 

d)    Unlisted shares 
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2.5 Identify the statement that correctly reflects the concept of an equity market with 

reference to financing and investment needs of borrowers and lenders: 

a) Long Term investment, which gives investors part ownership in listed 

companies on the JSE. 

b) Short Term investment which guaranteed returns from the owners of the 

companies in which an investor invests. 

c) Long Term savings e.g. a contribution to a provident fund. 

d) Medium term savings e.g. investing in property. 

 

2.6   Identify the correct explanation of the nature of the Equity Market with reference  

to liquidity, risk, time horizons, inflation, nature of return and volatility: 

a) Low risk, highly liquid, short term, capital is preserved, the yield moves up and 

down in accordance with the interest earned i.e. fluctuates everyday, usually 

offer a return on investment higher than that offered by the retail banks. 

b) High risk, can be bought and sold at any time, and the return received is 

dependant on market performance. 

c) Medium risk, low liquidity, long term, capital is preserved, very volatile –linked 

to the JSE. 

d) Low risk, not easily accessible, medium term investment, income is preserved. 

 

2.7 Identify the role-players in the equity market and the reason why they operate in 

this market: 

a) The JSE facilitates the raising of share capital by borrowers in the primary 

share market and the trading of these shares in the secondary market by 

lenders or investors.  

b) The Reserve bank, the commercial banks, big companies and large 

institutions like Eskom and Transnet. Client funds are placed on the best 

returns possible with these institutions that wish to borrow money for short 

periods. 

c) Commercial banks and Investment Companies. The fund managers invest 

client’s funds with the top four commercial banks. 

d) Retail banks, the Reserve Bank and Investment companies. The Investment 

companies lend money from the Reserve bank and Retail banks and then 

invest those funds on the JSE for clients. 
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2.8 COMPARE a share to typical instruments in other asset classes in terms of risk, 

nature of return, term, liquidity and issuer: 

a) Shares are a lower risk and produce lower returns than bonds which are 

securities used by the issuer who is the borrower to raise debt to settle current 

debt. 

b) Shares are considered a higher risk, but usually have higher returns over the 

longer term, have high liquidity and are issued by companies to their 

shareholders and are facilitated by the JSE. 

c) Shares are considered a low risk and produce higher returns over the medium 

term, are easily accessible and are issued by the Government. 

d) Shares are medium risk over and produce high returns over a short period of 

time whereas property is a high risk with high returns. 

 

2.9 An Investor wants you to compare bonds with other asset classes before 

investing their hard earned cash. Indicate the typical comparison that you would 

present.  

a) Bonds are a higher risk than other asset classes like shares, bank 

acceptances and treasury bills. The returns on bonds are also higher over the 

short term and are easily accessible. 

b) Bonds are a low risk investment, returns are not so high and the interest 

payable is very often guaranteed. Shares are high risk but produce higher 

returns over the long term and are more liquid. 

c) Bonds can be favourable compared with savings accounts as they are high 

risk, long term investments which have high liquidity. 

d) Bonds are a medium to high risk investment with guaranteed returns and high 

liquidity as opposed to shares which are low risk, low return investments. 

 

2.10 Identify the statement that is not true regarding shares: 

a) Shares are often issued by a company in order to obtain the money needed 

to finance the operations of the company  

b) Stockbrokers undertake the buying and selling of the shares. They need not 

be registered, but must be competent. 
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c) The price at which shares are bought and sold will be determined by the 

perceived value of the future prospects of the company  

d) Dividends are declared out of the profits made by the company and the 

dividends are divided between shareholders according to the % of shares 

owned by each entity / individual (shareholder). 

 
 
3. Match the answers in column B to complete the statements in Column A by 
placing the numerical choice in Column C.       (2) 
 

A - Statement B - Choice of Answers 
C - Correct 
Answer 

(a) A boom phase in the economy. (i) A bear market in equities  

(b) A recession stage in the 
economy. 

(ii) A bull market in equities  

 
 
4. Describe the characteristics of an investment in shares by inserting the 
relevant option in the rating column in the table below.                                   (5) 
 

CHARACTERISTIC RATING 

Liquidity: (good or poor)  

Risk: (high, medium or low)  

Capital growth prospects: (yes or no)  

Income flow: (good, some, none)  

Period: (short, medium, long)   

 
 
SECTION B 
Short Questions         (13) 
 
5.1 Give a definition of a “share” as it relates to the equity market and outline the 

main benefits that a shareholder can expect to derive from holding shares in one 
or more companies.                                                                      (6)  
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5.2 List two (2) different issuers of stock in the equity market and briefly explain why 

they issue stock.                                                                                           (4)        
 
 
 
 
 
 
 
 
 
 
 
 

 

5.3  List three (3) of the main activities of a stockbroker.                                    (3)        
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SECTION C         (10) 
Long Questions 
Answer the question below in Essay format. 
 
6. Briefly describe the interdependence between inflation, interest rates, 
commodity prices, market sentiment, the regulatory, macro, micro, political, 
geographic and economic environments.      (10) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


