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ANSWER KEY – EXAM I 
Economics 402; Income and Employment Theory  

Spring 2009; Mr. Vaughan 
 
ESSAY QUESTION—SECTION 1  
1. Write a brief history of the development of 20th century macroeconomic thought.  Be sure your essay 

includes mention of the following lines of thought: classical (pre-Keynesian), Keynesian, monetarism 
(I), new classical or monetarism (II), real business cycle, and New Keynesian.  What role did the 
Great Depression of the 1930s and stagflation of the 1970s play as catalysts?  What role did A 
Monetary History of the United States play?   

Prior to the Great Depression (and the advent of Keynes), macroeconomics as a field of inquiry 
did not exist in its current form.  There were business-cycle theorists (Austrians, for example), 
to be sure.  And the NBER had launched serious empirical business-cycle studies.  But for the 
most part, economics was split into value theory (microeconomics) and monetary theory (the 
long-run impact of money on prices).  Recessions were a recognized phenomenon, but following 
conventional micro-analysis, economists believed flexible prices would restore an efficient 
(Pareto optimal) equilibrium in all individual markets given time.  Government intervention 
would only slow the equilibrating process and/or produce resource misallocation.  Finally, there 
was a general sense of recessions as purgative, necessary to discipline households/firms for 
mistakes made in prior expansions.   

In the General Theory (1936) Keynes argued the economy could settle at an underemployment 
equilibrium, with conventional microeconomic forces unable to restore full employment.  Put 
another way, the macroeconomy was subject to market failure.  In Keynes’s analysis, total 
employment and output was determined by aggregate demand (AD=C+I+G).  Only if AD were 
exactly what was necessary to produce full employment would such a desirable situation result.  
Moreover, investment (I) was quite unstable because of volatile expectations of businessmen 
about the future profitability of capital goods.  So government purchases (G) were necessary to 
produce a stable full-employment equilibrium.  Keynes’ insights produced a scientific 
revolution (in Kuhnian terms) because (1) the Great Depression could not be explained by pre-
Keynesian economics and (2) Keynes’s paradigm was broad enough to explain the Great 
Depression, with classical analysis as a special case (relevant only when the economy were at 
full employment).  And, even those economists who work in the equilibrium tradition concede 
that Keynes made a huge contribution by moving the analysis from individual markets in 
isolation (partial equilibrium analysis) to inter-connected markets (goods market, labor market, 
bond market, etc.). 

Between the 1930s and 1970s, Keynesian economics was dominant, and macroeconomic 
research largely focused on sharpening microfoundations (from the top down).  An example 
was allowing flexible wages and prices to restore the economy to full employment in the long 
run – the so-called neoclassical synthesis.  (This synthesis still called for activist stabilization 
policy to prevent welfare loss during the long transition.)  Another example was making the 
model dynamic with the Phillips curve – unemployment could be lowered with expansionary 
policy, but at the cost of a higher inflation.   

Milton Friedman and Anna Schwartz’s book, A Monetary History of the United States, was one 
of the first serious assaults on Keynesian orthodoxy.  Early Keynesian economics held the Great 
Depression (1) showed the macroeconomy was inherently unstable and (2) money was relatively 
unimportant as a determinant of macroeconomic activity.  F&S provided compelling evidence 
the (a) Great Depression was largely the result of inept monetary policy (government, not 
market failure) and (b) unstable monetary growth had consistently amplified the business cycle 
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over a 90-year period.  Friedman and his students/colleagues (Monetarists) became the first 
major rivals to Keynesians.  Absent bad monetary policy, they argued, the economy would 
suffer small welfare-reducing deviations from full employment.  But any attempt to “fine tune” 
would only amply welfare-reducing deviations because monetary policy is such a crude tool.   

In later work (1967, “Role of Monetary Policy”), Friedman argued proper microeconomic 
modeling of expectations in labor markets implied Phillips-curve trade-offs between inflation 
and unemployment were transitory –workers could be temporarily fooled by inflation surprises 
but ultimately nominal wages would catch-up and the economy would return to a “natural” 
(full employment) rate of unemployment.  In the 1970s, Friedman’s predictions of an unstable 
tradeoff were borne out when inflation and unemployment rose together (stagflation).  This led 
to a large-scale revolution against Keynesian economics, with a new focus on building models 
with good microfoundations from the bottom up – that is, equilibrium models with Keynesian 
frictions as a special case (rather than the reverse in traditional Keynesian analysis).  Bob Lucas 
(and his students/colleagues) started with Friedman’s “natural rate” model and added rational 
expectations (agents using the model and all other useful forecasting information to predict 
inflation – rather than adapative or backward-looking expectations as Friedman assumed).  In 
these New Classical or Monetarism (II) models, all markets cleared based on flexible prices – an 
equilibrium approach – and uanticipated monetary shocks caused business cycles.  Although 
these models were elegant (and far superior microeconomically to traditional Keynesian 
models), they did not bear empirical fruit.  So equilibrium-oriented economists kept the Lucas 
emphasis on flexible prices and market clearing but turned to other source of shocks – 
technology.  Empirical tests were successful; using equilibrium models and Solow residuals (to 
identify technology shocks) appeared to explain post-1945 U.S. real GDP fluctuations.  The 
implication is cyclical fluctuations are Pareto optimal, so stabilization policy cannot enhance 
welfare.  Put another way, there is no macroeconomic market failure).  Equilibrium economists 
concede their simple general-equilibrium models are far from accurate descriptions of the real 
world.  But, they argue, all models are abstractions, and (as Friedman argued) predictive 
success is more important than realistic assumptions.  To equilibrium economists, the ability of 
their models to explain GDP fluctuations means traditional Keynesian frictions are not key to 
understanding business cycles.   

Meanwhile, macroeconomists sympathetic to Keynes (New Keynesians) have attempted to 
incorporate insights from equilibrium research into their models – focusing on clearly 
identifying frictions that can be justified with traditional microeconomic analysis (e.g., prices 
are not just assumed to be “sticky;” such stickiness results because prices are costly to change).  
New Keynesians are not persuaded by equilibrium evidence – arguing it is either “an incredible 
coincidence” or the result of a testing on periods in which successful policy eliminated large 
welfare-reducing shocks.   

Most economists now concede real GDP fluctuations have equilibrium and disequilibrium 
components.  So policy debates turn on the relative importance of these components and 
effectiveness of various policy tools.  

2. John Gurley wrote the following parody of Friedman’s monetary views: “Money is a veil, but when 
the veil flutters real output sputters.”  He meant, in theory, the money supply should only determine 
the number of zeros on price tags; it should not have real economic effects.  In practice, however, 
wild swings in the money supply can produce wild swings in real output.  What specific evidence can 
you cite from the first half of A Monetary History (1867-1933) in support of the veil analogy?   

In chapter 6 (pp. 242-243), Friedman and Schwartz (F&S) present evidence that real output 
grows at the long-term trend rate when monetary growth is moderate and stable.  For example, 
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Barro notes on page 4 of the textbook that real GDP grew at an average rate of 3.5% per year 
from 1870-2005.  F&S identify three periods of moderate, stable monetary growth that span at 
least 2 business cycles: 1882-92, 1903-1913, and 1923-1929.  The annual average rates of 
monetary growth in these three periods were as 5.4%, 6.0%, and 4.0% respectively.  The result 
was annual average growth rates of real GDP of 3.5%, 3.3%, and 3.4% respectively.  By 
wholesale- and implicit-price measures, the price level fell in the first and third periods but rose 
in the second – confirming that healthy real growth is consistent with inflation or deflation, 
provided monetary growth is moderate and stable.  (Note: differences in the behavior of 
velocity explain differences in price-level trends.)  

On the other hand, when monetary growth is volatile (or contractionary) real output suffers.  
Again from table 11 on page 243, F&S classify 1873-78, 1892-96, and 1920-21 as periods 
characterized by “monetary uncertainty” or “monetary contraction.”  The average annual 
rates of monetary growth were -0.6%, -1.0%, and -5.7% respectively.  And the average annual 
growth rates of real output were 5.2%, -0.1%, and -4.3%.  Of course, correlation does not 
imply causation – it is possible real output was volatile in these three periods and that volatile 
monetary growth resulted.  But the third period – 1920-21 – was a “natural experiment:” the 
the Federal Reserve tightened monetary policy (by raising the discount rate 125 basis points – 
the largest hike in System history) to combat World War I inflation.  F&S rely on private 
papers to document the “exogeneity” of Fed policy actions. 

[Note: on page 286, F&S break 1869-1929 into six periods and then indicate the standard 
deviation of monetary variability and real-output variability are highly correlated – more 
evidence that “fluttering veils” produce “sputtering output.”  F&S also compare 1907-08 and 
1930-33 to show that a sensible injection of liquidity in the early 1930s could have kept the 
money supply from contracting and real output from going off a cliff.]  

ESSAY QUESTIONS—SECTION 2 
1. Write an essay contrasting New-Keynesian macroeconomics with equilibrium macroeconomics by 

focusing on differing (1) explanations for the current recession and (2) views on the likely success of 
the stimulus package.  Use the aggregate demand (AD) aggregate supply (AS) framework for your 
essay.  Be sure to define “Pareto optimal” and explain the role it plays in the two approaches. 

BACKGROUND: The two main schools of macroeconomic thought are New Keynesian and 
equilibrium (NK) and equilibrium.  NKs build on the work of John Maynard Keynes; they 
believe large exogenous shocks—particularly to aggregate demand (AD)—combine with market 
frictions (like sticky wages/prices and asymmetric information) to produce significant 
departments from full employment for lengthy periods.  Put another way, observed business 
cycle fluctuations are not Pareto optimal.  NK models justify a role for stabilization policy.  
Equilibrium macroeconomists are intellectual descendants of pre-Keynesian (or classical) 
economics.  Equilibrium macro models do not contain significant frictions.  In these models, 
flexible prices clear all markets, even in the presence of large shocks. Put another way, in 
equilibrium models observed aggregate quantities—consumption, output, employment, etc.—
are Pareto optimal.  Pareto optimality does not imply households/firms are thrilled about 
business-cycle fluctuations, only that stabilization policy cannot ehance aggregate welfare.   

ANSWER: Macroeconomists of all stripes agree the U.S. economy suffered a large negative 
aggregate demand shock (AD↓).  From December 2007 to December 2008, the net worth of U.S. 
households and nonprofit organizations tumbled $11.2 trillion (17.9%), driven largely by falling 
in stock and housing prices.  The decline in wealth lowered consumption spending (C↓).  Falling 
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stock prices also reflected a general decline in business expectations of future profitability of 
capital projects, which produced a significant decline in investment spending as well (I↓).  

New Keynesians (NKs) and equilibrium economists differ on the shape of the short-run 
aggregate supply curve (SR-AS).  NKs believe SR-AS curve is positively sloped, reflecting wage 
and/or price stickiness.  The figure below illustrates the NK view of the current recession.  The 
economy started at full employment (potential GDP) – point a.  The leftward movement from 
AD1 to AD2 captures the decline in consumption and investment spending.  The negative AD 
shock reduced the price level (inflation) from P1 to P2 and real GDP from Yp to Y2.  Real GDP is 
now below potential output (i.e., the economy is in recession).  The recession represents a 
market failure; wage/price stickiness is preventing some markets from clearing (the labor 
market in particular).  So AD stimulus in the form of expansionary monetary or fiscal policy is 
potentially Pareto improving (by shifting AD to the right and returning the economy to point a).   
True, in the long-run unemployed resources will put downward pressure on wages/prices, 
thereby shifting SR-AS to the right and restoring full employment (moving real GDP from Y2 to 
YP).  But the process will be a long one, during which a significant welfare losses will occur.   

Even some NKs concede stabilization-policy tools are too crude to “fine tune” away all business-
cycle fluctuations.  But, they argue, the current recession is so deep and likely to last so long 
that even crude tools will enhance aggregate welfare.  Monetary policy is already very 
expansionary.   (The monetary base more than doubled from December 2007 to December 
2008, and the Federal funds rate is near zero.)  So expansionary fiscal policy – the form of a 
stimulus package containing increases in government purchases and cuts in taxes (net of 
transfers) is all that remains.  NKs recognize any package crafted by politicians will not be ideal 
from a microeconomic standpoint (i.e., it will distort incentives and outcomes in individual 
markets).  But from a macroeconomic standpoint, all that matters is the increases in 
government spending and cuts in taxes are large enough to restore full employment.    

 

 

 

 

 

 

 

 

 

 

 

Equilibrium economists believe there is no SR-AS curve – only a LR-AS curve vertical at full 
employment (potential GDP).  Absent a negative shock to the economy’s productive capacity 
that shifted LR-AS leftward, an AD shock would produce only falling prices (no decline in real 
GDP).  Prices and real GDP have declined so a negative LR-AS shock must have also occurred.  
One possibility is collapse of the “shadow banking system” (loan originations/securitized into 
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marketable securities) acted like a huge negative technology shock – as if someone turned off or 
“dimmed the lights” on the financial system.   

The figure below illustrates the equilibrium view of the recession.  The economy started at full 
employment (potential GDP) – point a.  Again, the leftward movement from AD1 to AD2 
captures the decline in consumption and investment spending.  But a negative technology shock 
also shifted LR-AS to the left.  The combined shocks reduced the price level (inflation) from P1 
to P2 and real GDP from Y1

p to Y2
p.  The decline in real GDP, however, reflects a decline in 

potential output.  Because all agents economy-wide are optimizing and all markets are clearing, 
the lower level of real GDP is Pareto optimal.  Aggregate welfare has fallen, but stabilization 
policy is not Pareto improving.  A stimulus package designed to shift AD rightward would not 
increase real output because the economy is constrained by LR-AS2.  An increase in 
government spending, for example, would either be crowded out directly (by reducing private 
sector spending on similar goods – e.g., the government builds municipal swimming pools, so 
private-sector waterparks close) or indirectly (by pushing up interest rates and reducing 
spending on consumer durables and capital projects).  If the public demands a stimulus 
package – equilibrium economists argue – then that demand should be used as an excuse to 
enact policies that will increase long-term economic growth (i.e., shift the LR-AS curve to 
the right at a faster rate).  Examples of such policies include tax reform that reduces 
penalties on saving, tort reform that makes property rights more secure, increases in 
government subsidies of research likely to produce technological progress, etc.  
 

 

 

 

 

 

 

 

 

 

 

 

2. What happened to money, velocity, prices and real output from 1929 to 1933?  What happened to 
high-powered money, the deposit-to-currency ratio, the deposit-to-reserves ratio?  What explains 
these movements?  [Be sure to mention the three banking crisis (and failure of Bank of United 
States).]  What monetary actions did the Fed take during this period?  What explains these actions 
(and lack of more appropriate action)?  Why did the System fail to the bank failures more seriously? 

From the cyclical peak in August 1929 to the cyclical trough in March 1933, the money stock 
fell by over one-third (35.2 percent, see pp. 712-13, column 8)—more than triple the second 
largest decline in the Friedman and Schwartz (F&S) sample (1867-1960).  Real output (NNP in 
constant prices) fell by more than one-third as well, and implicit prices (NNP deflator) dropped 
by more than one-quarter.  (Except where noted, money, output and price data taken from p. 
299.)  Velocity fell by nearly one-third (p. 302). 
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Between 1929 and 1933, high-powered money rose an average of 4.6 percent per year (p. 334), 
or 17.6 percent overall (pp. 803-04, column 1).  The increase is traceable to a (1) gold inflow in 
the first 2 years of the contraction following the usual workings of the gold standard (p. 260), 
(2) a later (1931) increase in Federal Reserve credit increased as public demand for currency 
drove member banks to the Discount window, and (3) a still later (1932) undertaking of large-
scale open-market operations under Congressional pressure.  

Between 1929 and 1933, the deposit-reserve ratio fell 6.2 percent per year, and the deposit-
currency ratio fell 13.0 percent per year (p. 334).  Overall, the declines were 35.7 and 58.9 
percent, respectively (pp. 803-04, columns 2 and 3).  These movements reflected three waves of 
runs between 1930 and 1933 that led more than 9,000 U.S. banks to suspend operation (p. 351).  
Public desire to hold money in the form of currency rather than deposits caused the deposit-
currency ratio to decline dramatically; banks responded by building up liquid assets (reserves), 
thereby causing the decline in the deposit-reserve ratio as well.   

The 1929-30 contraction would have been serious even without the second and third banking 
crisis.  The first banking crisis began in October 1930, largely as a result of crop failures in the 
Midwest and upper South.  It spread to New York City, causing the failure of Bank of United 
States (BoUS) – the largest commercial bank to close up to that time.  As a result of that bank’s 
size, its distinctive name, and Federal Reserve membership, the failure undermined public 
confidence in the integrity of deposits.  From August 1929-October 1930 (cyclical peak to onset 
of first banking crisis), the money stock fell 2.6 percent (p. 340); from October 1930 to January 
1931 (first banking crisis), the money stock declined slightly more than 3.0 percent (p. 342).  
The cumulative decline in through January 1931 was large by F&S standards (5.7 percent).  
[By comparison, the decline during the 1907-08 panic was 7.3 percent (p. 157 or p. 706).  
Absolute declines were rare; slowdowns in the money-growth rate were the norm.]  But the 
Fed’s failure to keep the BoUS from failing (and provide needed liquidity to other banks during 
the first banking crisis) turned a bad banking crisis/recession into a catastrophe.  From 
January 1931 to March 1933, the money stock tumbled an additional 31.3 percent, still more 
than triple the decline in any other F&S episode.  

The Federal Reserve took few substantive steps to arrest the monetary contraction.  The New 
York Reserve Bank did respond to the 1929 stock-market crash by purchasing securities (open 
market operations) and encouraging member banks to borrow at the Discount Window – both 
actions correctly expansionary.  But these actions initiated a turf war with the Board in DC that 
effectively prevented action until fall 1931.  Then, after the U.K. abandoned the gold standard, 
the Discount Rate was raised.  (Gold was flowing out in anticipation the U.S. would abandon 
gold as well.  Raising the discount rate lifted U.S. interest rates, making American investments 
more attractive.  This action had a further contractionary effect on the U.S. economy.  Finally, 
Congress forced the Fed to conduct open-market purchases on a large scale beginning in April 
1932.  By August, Fed security holdings had risen by roughly $1 billion.  These purchases – 
though correctly expansionary – did not end the contraction because (1) public confidence in 
the banking system was so shaken the deposit ratios kept declining and (2) the Fed abandoned 
the policy as soon as Congress adjourned.  

If the Fed has generously injected high-powered money in response to increasing public 
demand for currency early in the contraction, the deposit-currency ratio would not have 
collapsed.  Some poorly run banks would have failed, to be sure, but thousands more would not 
have failed because of illiquidity.  With fewer runs and failures, surviving banks would not have 
have built up excess reserves, so the deposit-reserves ratio would not have collapsed.  If, for 
example, the 1932 open-market purchases had been carried from January to October 1930, 
January to August 1931, or September 1931 to January 1932, the banking system would not 
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have completely collapsed, the money supply would not have contracted violently and the 
economic contraction would have been on par with 1907-08 and 1920-21.  

The Fed did not act because of a (1) a power struggle between the New York Fed and the 
Federal Reserve Board in DC, (2) failure to appreciate the seriousness of the bank failures, and 
(3) lack of monetary policy expertise in the other 11 Reserve Banks and the Board.  Benjamin 
Strong, Governor of the NY Bank, died in 1928.  He certainly would have pressed for an 
expansion of high-powered money in 1930.  His successor did not have the stature or willingness 
to fight the Board.  Elsewhere in the Federal Reserve System, few people understood the link 
between the bank failures and collapse of the money supply.  Moreover, the failures were 
concentrated in smaller banks who were not members of the Federal Reserve System.   

 

MULTIPLE CHOICE (BOTH SECTIONS): 
1. World growth data from show: 

a. the US and other OECD countries grew at 
moderate rates for over a century . 

c. East Asian countries grew rapidly from 
1960 to 2000. 

b. sub-Saharan African countries grew at low 
rates or declined from 1960 to 2000 

d. all of the above patterns *** 
 

2. Consider a country called Freedonia.  Freedonia’s values for variables in the basic (chapter 3 Barro) 
Solow growth model are: saving rate = 20%; depreciation rate = 5%; real GDP per worker $2,000; 
real capital per worker = $1,000; population growth = 1%.  Which of the following is true?  

a. Freedonia is growing in transition to the 
steady state *** 

c. Freedonia is in the steady state 

b. Freedonia is shrinking in transition to the 
steady state 

d.  Freedonia’s current situation (relative to 
the steady state) cannot be determined 
with information given.  

 
 

3. During transition to the steady state in the basic Solow growth model: 
a. average product of capital falls. *** c. Labor force participation rises.  
b. output per worker is constant. d. the growth rate of capital per worker equals zero. 

4. The Solow residual is that part of output growth attributed to: 
a. the growth rate of the labor force. c. the growth rate of the capital stock. 
b. the growth rate of output.  d. the grow rate of technology. *** 
 

 

5. Theory/evidence suggest all of the following produce higher growth rates in a country except: 
a. Greater investment in research and 

development. 
c. Better maintenance of the rule of law  

b. Greater international openness (i.e., freer 
trade with the rest of the world) 

d. More foreign aid from developed 
countries. *** 

6. Suppose the country of Freedonia is currently growing.  The immediate effect of a rise in Freedonia’s 
saving rate – according to the basic Solow growth model – will be: 
a. A rise in the growth rate of capital 

and GDP per worker. *** 
c. A rise in the growth rate of capital per worker 

but a fall in the growth rate of GDP per worker.  
b. A fall in growth rate of real capital and 

GDP per worker.  
d. A fall in the growth rate of capital per worker 

but a rise in the growth rate of GDP per worker. 
 

7. Suppose the country of Freedonia is currently growing.  According to the basic Solow growth model, 
a rise in the level of technology will: 
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a. Raise the growth rate of capital and 
GDP per worker. *** 

c. Raise the growth rate of capital and GDP per worker 
but have no effect on the steady-state levels.    

b. Lower the steady-state level of capital 
and GDP per worker.  

d. Have no effect on the growth rate or steady-state 
levels of capital and GDP per worker because only a 
change in the growth rate of technology matters. 

8. Suppose the country of Freedonia is currently growing.  If Freedonia experiences a one-time increase 
in the population level, the basic Solow growth model predicts: 
a. both the growth rate and steady-state 

level of GDP per worker will rise.  
c. the growth rate of GDP per worker will rise but the 

steady-state level of GDP per worker will not 
change. *** 

b. both the growth rate and steady-state 
level of GDP per worker will fall. 

d. the growth rate of GDP per worker will fall but the 
steady-state level of GDP per worker will rise.  

 

9. Condition convergence in the Solow growth model implies (other things equal): 
a. the lower the initial level of capital per 

worker, the faster a country will grow. *** 
c. Average product of capital must increase 

for a country to grow. 
b. the lower the steady-state level of capital per 

worker, the faster a country will grow. 
d. Population growth must accelerate for a 

country to grow.    
10. Convergence can be seen in the data of all countries together if one holds constant: 

a. the degree democracy. c. the average rate of inflation. 
b. the terms of trade. d. all of the above. *** 

11. Which of the following was not on the list of highest-value policy interventions recommended by the 
Copenhagen Consensus? 

a. biofortification. c. A cap-and-trade system to reduce carbon emissions.  
*** 

b. Lowering the price of schooling. d. De-worming and other school-based nutrition programs.  
12. In the Solow Growth model with exogenous technological progress, steady-state growth is 

characterized by: 
a. capital per worker growing faster than output 

per worker. 
c. falling average product of capital. 

b. Real GDP per worker growing faster than 
the rate of technological progress. *** 

d. Falling share of national income going to 
capital.   

13. U.S. real investment expenditure since 1954 has been: 
a. Procyclical and more volatile than real GDP.  

*** 
c. Counter-cyclical and more volatile than real 

GDP 
b. Procylical and less volatile than GDP. d. Counter cyclical and less volatile than real 

GDP 
14. Since 1870, the highest U.S. year-over-year inflation rate since 1870 occurred: 

a. Just after World War I.*** c. In the early 1980s.  
b. Just after World War II. d. Just prior to the Panic of 1907. 

 

 

TRUE-FALSE (FRIEDMAN AND SCHWARTZ): 
15. (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 
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16. (Chapter Three)  F&S argue silver agitation actually caused the price level to fall more than it would 
have otherwise.  TRUE 

17. (Chapter Four)  F&S argue suspension of convertibility of deposits into currency during the Panic of 
1907 prevented the contraction from evolving into a full-blown 1930s-type depression.  TRUE 

18. (Chapter Five) F&S argue it is likely Benjamin Strong would not have strongly supported the steep 
increase in the Discount Rate in January 1920.  TRUE 

19. (Chapter Six)  Overall, the U.S. price level rose in the 1920s.  FALSE 
20. (Chapter Seven)  According to F&S, bank failures in the early 1930s had their greatest impact on 

economic activity through reduction of depositor/owner wealth.  FALSE 
 


