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QUIZ #4 
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 Four)  Changes in high-powered money were the proximate cause of changes in 
the money stock between 1897 and 1914.   

2. (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.   

3. (Chapter Four)  F&S argue comparison of macroeconomic performance for 1882-92 and 
1903-13 clearly shows falling prices have a depressing effect on economic activity.   

4. (Chapter Five)  The money stock and price level more than doubled between 1914 and 
1921.   

5. (Chapter Five)  The Federal Reserve was created (and intended to operate) in a world in 
which the gold standard would shape monetary policy.   

6. (Chapter Five)  The Federal Reserve brought about a severe recession in 1920-21 by 
dramatically raising reserve requirements for member banks.   

LECTURE/TEXTBOOK/WSJ QUESTIONS 

7. To the surprise of economists, the U.S. unemployment rate fell from 7.6% in December 
2008 to 7.2% in January 2009.   

8. According to John Taylor, “monetary excess” – the Fed holding its target interest rate, 
well below known guidelines for good policy in 2003-05 – was a major contributor to the 
current financial crisis.  

9. Firms seeking external finance rely more heavily on banks than securities markets—not 
just in U.S. but all over developed world.   

10. When U.S. firms seek external finance, they rely much more heavily on public bond 
issues than on public stock issues.   

11. Collateral can be an effective tool for solving adverse-selection problems in lending but 
not moral-hazard problems.   

12. According to the Pecking Order Theory of Financing, firms should never fund capital 
projects with public equity.     
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FRIEDMAN AND SCHWARTZ (F&S) QUESTIONS 

1. (Chapter Four)  Changes in high-powered money were the proximate cause of changes in 
the money stock between 1897 and 1914.  True, see pp. 175-76.  

2. (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, see pp. 166-67. 

3. (Chapter Four)  F&S argue comparison of macroeconomic performance for 1882-92 and 
1903-13 clearly shows falling prices have a depressing effect on economic activity.  
False, F&S argue the two periods were characterized by stable, moderate monetary 
growth.  Prices fell in the first, rose in the second, but real growth was similar in 
both.  This evidence suggests inflation is not a prerequisite for healthy economic 
growth.  See table 9 on page 185 and supporting discussion on page 187. 

4. (Chapter Five)  The money stock and price level more than doubled between 1914 and 
1921.  True, see pages 196, 197, and 198 or 206 and 207. 

5. (Chapter Five)  The Federal Reserve was created (and intended to operate) in a world in 
which the gold standard would shape monetary policy.  True, see pages 192-93. 

6. (Chapter Five)  The Federal Reserve brought about a severe recession in 1920-21 by 
dramatically raising reserve requirements for member banks.  False, the Fed caused the 
recession by raising the Discount Rate.  See pages 229 through 231. 

LECTURE/TEXTBOOK/WSJ QUESTIONS 

7. To the surprise of economists, the U.S. unemployment rate fell from 7.6% in December 
2008 to 7.2% in January 2009.  False, it rose

8. According to John Taylor, “monetary excess” – the Fed holding its target interest rate, 
well below known guidelines for good policy in 2003-05 – was a major contributor to the 
current financial crisis.  True 

 from 7.2% to 7.6% 

9. Firms seeking external finance rely more heavily on banks than securities markets—not 
just in U.S. but all over developed world.  True 

10. When U.S. firms seek external finance, they rely much more heavily on public bond 
issues than on public stock issues.  True 

11. Collateral can be an effective tool for solving adverse-selection problems in lending but 
not moral-hazard problems.  False  

12. According to the Pecking Order Theory of Financing, firms should never fund capital 
projects with public equity.  False, they should fund with equity after they have 
exhausted internal funds, bank loans, and public debt – provided they still have 
profitable projects.    


