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QUIZ #4 
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 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 the deposit-to-reserve ratio 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 fell between 1914 and 1921.   

5. (Chapter Five)  F&S argue the Fed was powerless to offset gold flows in its early years 
because it had no assets to sell.   

6. (Chapter Five)  F&S argue it is likely Benjamin Strong would not

LECTURE/TEXTBOOK/WSJ QUESTIONS 

 have strongly 
supported the steep increase in the Discount Rate in January 1920.   

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

8. According to Cole and Ohanian, the National Industrial Recovery Act (NIRA), which 
tossed aside antitrust acts and permitted industries to raise prices collusively, played a 
key role in prolonging the Great Depression.  .   

9. The Solow Growth Model assumes the population-growth rate increases as capital per 
worker increases

10. In the Solow Growth Model, the steady state is characterized by growth rates of capital 
per worker and real GDP per capital equal to zero.   

.    

11. In the Solow Growth Model, if capital per worker is lower than the steady-state level – 
other things equal – the growth rate of capital per worker will be positive

12. In the Solow Growth Model, a 

.    

decline in a country’s savings rate – other things equal – 
will cause its level of capital per worker and real GDP per capita to rise

     

. 
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FRIEDMAN AND SCHWARTZ (F&S) QUESTIONS 

1. (Chapter Four)  Changes in the deposit-to-reserve ratio were the proximate cause of 
changes in the money stock between 1897 and 1914.  False, it was high-powered 
money.  See pages 175 and 176.  

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 pages 166 and 167. 

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, they argue the two periods were characterized by stable, moderate monetary 
growth.  In the first, prices fell while in the second prices rose, but real growth was 
roughly the same.  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 fell between 1914 and 1921.  False, the 
money supply and price level more than doubled.  See pages 196, 197, and 198 or 
206 and 207. 

5. (Chapter Five)  F&S argue the Fed was powerless to offset gold flows in its early years 
because it had no assets to sell.  True, see page 213. 

6. F&S argue it is likely Benjamin Strong would not

LECTURE/TEXTBOOK/WSJ QUESTIONS 

 have strongly supported the steep 
increase in the Discount Rate in January 1920.  True, see page 231. 

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

8. According to Cole and Ohanian, the National Industrial Recovery Act (NIRA), which 
tossed aside antitrust acts and permitted industries to raise prices collusively, played a 
key role in prolonging the Great Depression.  True.   

9. The Solow Growth Model assumes population growth increases

10. In the Solow Growth Model, the steady state is characterized by growth rates of capital 
per worker and real GDP per capital equal to zero.  True. 

 as capital per worker 
increases.  False.  

11. In the Solow Growth Model, if capital per worker is lower than the steady-state level – 
other things equal – the growth rate of capital per worker will be positive

12. In the Solow Growth Model, a 

.  True.   

decline in a country’s savings rate – other things equal – 
will cause its level of capital per worker and real GDP per capita to rise.  False.   


