The Banking System Overview and Benefits
1. Banks are tasked with taking the ____________ of individuals and ___________ them to borrowers.
A. Loans; saving
B. Savings; lending
C. Investment; profits
D. Savings; borrowing
2. One of the benefits of the financial system that occurs because individuals who have excess savings do not have to spend time and effort looking for someone to lend to in order to earn interest on their deposits. Which of the following describes this benefit?
A. Increased transaction costs
B. Increased investment costs
C. Reduced transaction costs
D. Menu costs
E. Shoe leather costs
3. Which of the following best describes a benefit of the financial system?
A. The economy needs access to liquid money because it can allow for greater investment and consumption which stimulates aggregate demand.
B. Individuals should have as little liquid money as possible and banks allow this to be done easily.
C. The economy needs access to liquid money because this reduces crime.
D. The economy doesn’t need liquid money because people can always use M2 money to purchase necessary items.
4. How do banks increase diversification which reduces risk?
A. They lend to many individuals, so the likelihood that all do not pay back is greatly decreased.
B. They lend to only one individual, so the likelihood that all do not pay back is greatly decreased.
C. They lend to many individuals, so the likelihood that all do not pay back is greatly increased.
D. Banks will not lend to people who fail to earn above $1 million.
5. What is the most significant risk of lending money to a single individual only?
A. If they default on the loan, the lender will gain all of their money.
B. If they default on the loan, the lender will lose all of their money.
C. If they pay back the loan, the lender gain excessive money which will lead to increased tax payments.
D. If they default on the loan, the borrower will have to file excessive paperwork.
6. Which of the following best describes a transaction cost that is reduced by the existence of a well functioning financial system?
A. The cost that borrowers and lenders must incur to make requests with their local government department.
B. The cost that borrowers only must incur to make requests to lenders.
C. The costs that all individuals face in making everyday transactions with M1 money.
D. The cost that borrowers and lenders must incur to connect with each other and establish the conditions of the loan.
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