Module 22 – Financial Assets
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1. Transaction costs: a,b,c Risk: c,b,a Liquidity: c,b,a 2. More developed countries will have a more developed financial system
MC: 1d 2e 3a 4d 5b
Free Response:
1. Smooth depositing, lending, transactions 2. Mutual Fund –takes customers money and grows it for them, Bank – takes savings and lends to borrowers, Retiremend fund – similar to a mutual fund but for retirmement money, Insurance company – takes payments from people for protection against risk
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Scltions appear at heback ofte book.

Check Your Understanding

1. Rank the following assets from the lowest level to the highest <. a share of the family business, which can be sold only if you
level of ) tramsaction costs, i) risk, i) liquidiy. Tis are find a buyer and all other family members agree to the sale-
acceptable foritems that have indistinguishable rankings. 2. Wha relationship would you expect to find between the level of

a. a bank deposit with a guaranteed interest rate
b. a share of a highly diversified mutual fund, which can be.
quickly sold

development of a country’s financial system and its level of

economic development? Explain in terms of the country’s levels
of savings and invesement spending.

Tackle the Test: Multiple-Choice Questions
L. Decreasing which of the following i a task of the financial system? 2. Which of the following is NOT a type of financial asset?

L transaction costs a bonds.
Irisk. b stocks
L liquidiey <. bank deposits
a Tonly d loans
b Honly e houses
< Monly
. land1lonly

e LiLand Nl
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3. The federal government is said to be “dissaving” when
. there s 2 budget deficic.
b. thereis a budget surplus.
€. there s no budget surplus or deficit.
- sming docs okl it spendi.
= et smings el e sicgs.
aA the savings of s and

<. savings and loan.

e life insurance company.

5. Afinancial intermediary that provides liquid financial assecs in
the form of deposits to lenders and uses their funds to finance
the lliquid investmen spending needs of borrowersis called a

a fund.

imvests those funds in a wide variety of assets in order to provide
s members with income afee recirement. This describes a

2. mutual fund.

b. bank.

b. bank.

€ corporation.

d. pension fund.

e. life insurance company.

Tackle the Test: Free-Response Questions

1. Identify and describe the three tasks of a well-functioning
financial system.

2 Listand describe the four most important types of financial
intermediaries.




