
 

QUIZ #3 
Economics 335; Money and Banking  

Spring 2009; Mr. Vaughan 

INSTRUCTIONS: Each question is equally weighted.  Please write your name and complete word (“True” 
or “False”) legibly in the space to the left of the question.  (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.  Doing so will facilitate distribution of graded work without compromising privacy.  Good luck! 

FRIEDMAN AND SCHWARTZ (F&S) QUESTIONS 

1. (Chapter Three)  According to F&S, velocity grew rapidly between 1879 and 1897.   

2. (Chapter Three/Four)  Under a gold standard, other things equal, a surge in imports tends 
to increase the money supply.   

3. (Chapter Three)  Increases in the deposit-to-currency ratio accounted for most of the 
1879-1897 change in the money stock.   

4. (Chapter Three)  Other things equal, bank panics tend to reduce the deposit-to-currency 
ratio.   

5. (Chapter Three)  F&S argue that silver agitation actually caused U.S. prices to fall more 
than they would have otherwise.   

6. (Chapter Four)  The 1897-1914 movement in U.S. prices reflected a world-wide trend.   

7. (Chapter Four)  U.S. real output declined from 1897 to 1914. 

 
LECTURE/TEXTBOOK/WSJ QUESTIONS 

1. The fourth-quarter decline in U.S. real GDP was driven largely by consumption 
spending.   

2. According to Martin Feldstein, the problem with the stimulus plan is not that it is too big 
but that it delivers too little extra employment/income for such a large deficit.   

3. In 2005, commercial banks collectively held more assets than any other type of financial 
intermediary.   

4. Fannie Mae is currently the largest mortgage GSE by asset size.   

5. Moral hazard is a problem caused by asymmetric information before financial 
transactions occur.   
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FRIEDMAN AND SCHWARTZ (F&S) QUESTIONS 

1. (Chapter Three)  According to F&S, velocity grew rapidly between 1879 and 1897.  
False, velocity fell by an average of 3% per year over this period.  See p. 96.  

2. (Chapter Three/Four)  Under a gold standard, other things equal, a surge in imports tends 
to increase the money supply.  False, see pp. 98-99. 

3. (Chapter Three)  Increases in the deposit-to-currency ratio accounted for most of the 
1879-1897 change in the money stock.  False, see Table 4 on p. 121.     

4. (Chapter Three)  Other things equal, bank panics tend to reduce the deposit-to-currency 
ratio.  True, see p. 122-23.  

5. (Chapter Three)  F&S argue silver agitation actually caused U.S. prices to fall more than 
they would have otherwise.  True, see pp. 131-32.  

6. (Chapter Four)  The 1897-1914 movement in U.S. prices reflected a world-wide trend.  
True, p. 135. 

7. (Chapter Four)  U.S. real output declined from 1897 to 1914.  False, see chart 13 on p. 
136 and/or discussion on p.138. 
 

LECTURE/TEXTBOOK/WSJ QUESTIONS 

8. The fourth-quarter decline in U.S. real GDP was driven largely by consumption 
spending.  True, consumption spending (which accounts for 70% of GDP) fell by 
3.5%. 

9. According to Martin Feldstein, the problem with the stimulus plan is not that it is too big 
but that it delivers too little extra employment/income for such a large deficit.  True. 

10. In 2005, commercial banks collectively held more assets than any other type of financial 
intermediary.  True, see table 4 in Mishkin ch. 2 (p. 41 or slide 15 in “Overview of the 
Financial System”). 

11. Fannie Mae is currently the largest mortgage GSE by asset size.  False, it is the Federal 
Home Loan Bank System; see slide 17 in “Overview of the Financial System.” 

12. Moral hazard is a problem caused by asymmetric information before transactions occur.  
False, moral hazard occurs after transactions, see Mishkin, p. 37. 

 


