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QUIZ #2 
Economics 402, Section 2; Income and Employment Theory  

Spring 2009; Mr. Vaughan 

INSTRUCTIONS: Each question is equally weighted.  Please write your name and complete word (“True” 
or “False”) legibly in the spaces provided.  (Also, note by your name if this section/class is not yours.)  
When finished, please fold your quiz (5.25” by 11”) and write your student number on the back of the 
sheet.  Doing so will facilitate distribution of graded work without compromising privacy.  Good luck! 

FRIEDMAN AND SCHWARTZ (F&S) QUESTIONS 

__________ 1. (Chapter Two)  From the end of the Civil War until 1879, the U.S. was on a gold 
standard.   

__________ 2. (Chapter Two) According to F&S, the value of a national bank note during the 
Greenback era depended entirely on the condition of the issuing bank (i.e., the 
probability it would fail).   

__________ 3. (Chapter Two)  Between 1867 and 1879, as over the rest of their sample period, 
F&S observed that money growth accelerated before cyclical peaks and decelerated 
before cyclical troughs.   

__________ 4. (Chapter Two)  Between 1867 and 1879, real output fell by an average of roughly 
3.6 percent per year.   

__________ 5. (Chapter Two)  All other things equal, a rise in the deposits-to-currency ratio will 
produce an increase in the money stock.   

__________ 6. (Chapter Two)  Changes in high-powered money explain most of the changes in 
the money supply between 1867 and 1879.  

__________ 7. (Chapter Two)  According to F&S, the primary factor responsible for creating 
conditions favorable to resumption of the gold standard in the U.S. was rapid 
economic growth.   

LECTURE/TEXTBOOK/WSJ QUESTIONS 

__________ 8. Stagflation in the 1970s undermined support for Keynesian macroeconomics. 

__________ 9. Milton Friedman believed monetary shocks caused all macroeconomic fluctuations.  

__________ 10. In real business cycle models, macroeconomic fluctuations are Pareto optimal, 
meaning that stabilization policy cannot improve social welfare.  

__________ 11. New Keynesian models have stronger microfoundations than old Keynesian 
models, but still imply an important potential role for stabilization policy.   

__________ 12. In a recent Wall Street Journal op-ed, Barro argued the multiplier effect from 
government spending is much smaller than President Obama and his economic 
advisors suppose.   

__________ 12. In 1960, most of the world’s poor lived in Africa while in 2000, most of the 
world’s poor lived in Asia.  
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FRIEDMAN AND SCHWARTZ (F&S) QUESTIONS 

__________ 1. (Chapter Two)  From the end of the Civil War until 1879, the U.S. was on a gold 
standard.  False, see page 15. 

__________ 2. (Chapter Two)  According to F&S, the value of a national bank note during the 
Greenback era depended entirely on the condition of the issuing bank (i.e., the 
probability it would fail).  False, see page 21. 

__________ 3. (Chapter Two)  Between 1867 and 1879, as over the rest of their sample period, 
F&S observed that money growth accelerated before cyclical peaks and decelerated 
before cyclical troughs.  False, see pages 31-32. 

__________ 4. (Chapter Two)  Between 1867 and 1879, real output fell by an average of roughly 
3.6 percent per year.  False, see page. 35. 

__________ 5. (Chapter Two)  All other things equal, a rise in the deposits-to-currency ratio will 
produce an increase in the money stock.  True, see page 51.  

__________ 6. (Chapter Two)  Changes in the high-powered money explain most of the changes 
in the money supply between 1867 and 1879. False, see page 54. 

__________ 7. (Chapter Two)  According to F&S, the primary factor responsible for creating 
conditions favorable to resumption of the gold standard in the U.S. was rapid 
economic growth.  True, see page 81.  

LECTURE/TEXTBOOK/WSJ QUESTIONS 

__________ 8. Stagflation in the 1970s undermined support for Keynesian macroeconomics.  
True 

__________ 9. Milton Friedman believed monetary shocks caused all macroeconomic fluctuations.  
False, he believed monetary shocks amplified the business cycle, but there 
were a range of impulse mechanisms. 

__________ 10. In real business cycle models, macroeconomic fluctuations are Pareto optimal, 
meaning that stabilization policy cannot improve social welfare. True.  

__________ 11. New Keynesian models have stronger microfoundations than old Keynesian 
models, but still imply an important potential role for stabilization policy.  True. 

__________ 12. In a recent Wall Street Journal op-ed, Barro argued the multiplier effect from 
government spending is much smaller than President Obama and his economic 
advisors suppose.  True. 

__________ 12. In 1960, most of the world’s poor lived in Africa while in 2000, most of the 
world’s poor lived in Asia.  False, it is the other way around.  

 


