
 

QUIZ #3 
Economics 402, Section 1; 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 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)  Between 1879 and 1897, the Treasury Department tightly controlled 
movements in the money stock to achieve domestic policy objectives.   

2. (Chapter Three/Four).  Prices fell in the U.S. from 1879 to 1897 then rose from 1897 to 
1914, but growth in real output was robust during both periods.   

3. (Chapter Three/Four)  Other things equal, a large increase in exports puts upward 
pressure on prices under a gold standard.   

4. (Chapter Three)  Monetization of silver under the Gold Standard Act of 1900 was 
principally responsible for the political demise of William Jennings Bryan.   

5. (Chapter Three)  Increases in high-powered money accounted for most of the movements 
in money stock between 1879 and 1897.   

6. (Chapter Three)  Other things equal, bank panics raise the deposit-to-currency ratio.   

7. (Chapter Three)  According to F&S, silver agitation actually caused the price level to fall 
more than it would have otherwise.   

 
LECTURE/TEXTBOOK/WSJ QUESTIONS 

8. Real GDP contracted by 6 percent in the fourth quarter of 2008, almost twice the 3.8% 
contraction economists expected.   

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.   

10. Between 1970 and 2000, world poverty (by the World Bank’s measure) declined 
considerably.   

11. Growth rates of real income per capita have been fairly consistent in OECD countries 
since the early 19th century, varying only a few tenths of one percent from the 1.8% 
average.   

12. If a production function is characterized by constant returns to scale, then doubling 
capital and labor inputs will double output. 



 

13.  
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FRIEDMAN AND SCHWARTZ (F&S) QUESTIONS 

1. (Chapter Three)  Between 1879 and 1897, the Treasury Department tightly controlled 
movements in the money stock to achieve domestic policy objectives.  False, the U.S. 
was on the gold standard, so the money stock was a dependent variable, tied rigidly 
to gold flows which, in turn depended on external trade balances.  See p. 89. 

2. (Chapter Three/Four).  Prices fell in the U.S. from 1879 to 1897 then rose from 1897 to 
1914, but growth in real output was robust during both periods.  True, see p. 93 

3. (Chapter Three/Four)  Other things equal, a large increase in exports puts upward 
pressure on prices under a gold standard.  True, see p. 99. 

4. (Chapter Three)  Monetization of silver under the Gold Standard Act of 1900 was 
principally responsible for the political demise of William Jennings Bryan.  False, p. 119.  

5. (Chapter Three)  Increases in high-powered money accounted for most of the movements 
in money stock between 1879 and 1897.  True, see p. 121.     

6. (Chapter Three)  Other things equal, bank panics tend to increase the deposit-to-currency 
ratio.  False, see p. 122-23.  

7. (Chapter Three)  According to F&S, silver agitation actually caused the price level to fall 
more than it would have otherwise.  True, see pp. 131-32.  

 
LECTURE/TEXTBOOK/WSJ QUESTIONS 

8. Real GDP contracted by 6 percent in the fourth quarter of 2008, almost twice the 3.8% 
contraction economists expected.  False, real GDP fell by 3.8%, considerably less than 
the expected 5-6 percent, but still the largest quarterly decline since 1982. 

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. Between 1970 and 2000, world poverty (by the World Bank’s measure) declined 
considerably.  True, the number of people living in poverty declined from 700 million 
in 1970 (20% of world population) to 398 million (7% of world population). 

11. Growth rates of real income per capita have been fairly consistent in OECD countries 
since the early 19th century, varying only a few tenths of one percent from the 1.8% 
average.  False, over 20-year intervals growth rates have ranged from 0.8% (1900-
1920) to 3.1% (1960-1980). 

12. If a production function is characterized by constant returns to scale, then doubling 
capital and labor inputs will double output.  True.  

 


