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QUIZ #5 
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 (“ACCORDING TO F&S” IMPLIED IN EACH QUESTION) 

1. (Chapter Six)  The 1921-29 period was characterized by fairly rapid economic growth 
without major contractions.   

2. (Chapter Six) The 1923-29 period provides further evidence the secular growth of real 
output is independent of movements in nominal prices, provided monetary growth is 
moderate and stable.   

3. (Chapter Six)  In the 1920s, commercial loans declined markedly relative to loans on 
securities and real estate on bank balance sheets.   

4. (Chapter Six)  High-powered money was chiefly responsible for overall changes in 
the money stock between 1921 and 1929.   

5. (Chapter Six)  In the 1920s, the total number of U.S. commercial banks rose sharply.   

6. (Chapter Six)  In the 1920s, banks held fewer reserves against deposits because the 
Fed was available as a lender of last resort and the Federal funds market was available 
for inter-bank lending.   

7. (Chapter Six)  The Federal Reserve was fairly successful in “sterilizing” seasonal 
influences on currency demand and interest rates in the 1920s.   

LECTURE/TEXTBOOK 

8. Debt finance can be an effective tool for reducing moral hazard.    

9. Evidence from 1920s indicates bonds underwritten by investment-bank subsidiaries of 
commercial banks performed well, thereby calling into question the “conflict of 
interest” argument used to justify Glass-Steagall.    

10. Other things equal, a rise in market interest rates will cause bond prices to rise.    

11. Other things equal, a bond whose coupon rate is above current market yields on bonds 
of similar risk will sell at a discount.    

12. Nominal interest rates in the U.S. rose from the early 1950s to roughly 1980.   

13. Nominal interest rates in the U.S. tend to rise during recessions.   

14. Other things equal, borrowers prefer an environment with 11% nominal interest rates 
and 9% expected inflation to an environment with 8% nominal interest rates and 2% 
expected inflation.   
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FRIEDMAN AND SCHWARTZ (F&S) QUESTIONS (“ACCORDING TO F&S” IMPLIED IN EACH QUESTION) 

1. (Chapter Six)  The 1921-29 period was characterized by fairly rapid economic growth without 
major contractions.  True, see p. 240. 

2. (Chapter Six) The 1923-29 period provides further evidence the secular growth of real output is 
independent of movements in nominal prices, provided monetary growth is moderate and stable.  
True, see p. 242-43.  

3. (Chapter Six)  In the 1920s, commercial loans declined markedly relative to loans on securities 
and real estate on bank balance sheets.  True, see p. 244. 

4. (Chapter Six)  High-powered money was chiefly responsible for overall changes in the money 
stock between 1921 and 1929.  False, see page 274. 

5. (Chapter Six)  In the 1920s, the total number of U.S. commercial banks rose sharply.  False, see 
page 249. 

6. (Chapter Six)  In the 1920s, banks held fewer reserves against deposits because the Fed was 
available as a lender of last resort and the Federal funds market was available for inter-bank 
lending.  True, see page 278. 

7. (Chapter Six)  The Federal Reserve was fairly successful in “sterilizing” seasonal influences on 
currency demand and interest rates in the 1920s.  True, see pages 292 and 293.   

LECTURE/TEXTBOOK 

8. Debt finance can be an effective tool for reducing moral hazard.  True.  

9. Evidence from 1920s indicates bonds underwritten by investment-bank subsidiaries of 
commercial banks performed well, thereby calling into question the “conflict of interest” 
argument used to justify Glass-Steagall.  True.  

10. Other things equal, a rise in market interest rates will cause bond prices to rise.  False.  

11. Other things equal, a bond whose coupon rate is above current market yields on bonds of similar 
risk will sell at a discount.  False.  

12. Nominal interest rates in the U.S. rose from the early 1950s to roughly 1980.  True.  

13. Nominal interest rates in the U.S. tend to rise during recessions.  False.  

14. Other things equal, borrowers prefer an environment with 11% nominal interest rates and 9% 
expected inflation to an environment with 8% nominal interest rates and 2% expected inflation.  
True, in the first environment the real interest rate is 2%; in the second it is 6%.  
Borrowers care about the real interest rate because it is the relative price of consuming now 
verses later.  At lower a real interest rate, the price of borrowing to consume now is lower.  


