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QUIZ #5 
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 Six)  Overall, the U.S. price level rose in the 1920s.   

2. (Chapter Six)  No recessions occurred in the U.S in the 1920s.  

3. (Chapter Six)  The deposit-currency ratio was chiefly responsible for overall changes in 
the money stock between 1921 and 1929.   

4. (Chapter Six)  In the late 1920s, the New York Reserve Bank favored curbing stock-
market speculation by raising the discount rate, while the Federal Reserve Board favored 
direct pressure on banks not to lend to stock-market speculators.   

5. (Chapter Six)  The 1920s saw a small number of bank failures (relative to 1915-20).   

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 successfully “sterilized” seasonal influences on 
currency demand and interest rates in the 1920s.   

LECTURE/TEXTBOOK 

8. In the chapter 4 Solow Growth Model, average product of capital rises

9. In the chapter 4 Solow Growth Model, an increase in the savings rate has 

 as a growing 
economy transitions to the steady state.   

no impact

10. In the chapter 4 Solow Growth Model, an increase in the 

 on 
the growth of capital per worker and real GDP per capita.   

level of labor input (as might be 
caused by a one-year increase in immigration quotas) causes a decline

11. The chapter 4 Solow Growth Model predicts a 

 in steady-state 
levels of capital per worker and real GDP per capita.   

decline in the steady-state level of capital 
per worker, other things equal, will increase

12. Cross-country evidence suggests poor countries tend to grow faster than rich countries, 
provided determinants of steady-state capital per worker are held constant.   

 the growth rate of capital per worker.   

13. Movements in real output and prices in the U.S. since year-end 2007 can be explained by 
New Keynesian (NK) models but not equilibrium business-cycle models.   

14. In equilibrium macro models, the short-run multiplier associated with increases in 
government purchases of output (as in the recently passed stimulus package) are very 
small if not zero.   

  



 

ANSWER KEY – QUIZ #5 
Economics 402, Section 2; Income and Employment Theory  

Spring 2009; Mr. Vaughan 

FRIEDMAN AND SCHWARTZ (F&S) QUESTIONS 

1. (Chapter Six)  Overall, the U.S. price level rose in the 1920s.  False, see p. 243. 

2. (Chapter Six)  No recessions occurred in the U.S in the 1920s.  False, see p. 241 and p. 296.  

3. (Chapter Six)  The deposit-currency ratio was chiefly responsible for overall changes in the 
money stock between 1921 and 1929.  True, see p. 274. 

4. (Chapter Six)  In the late 1920s, the New York Reserve Bank favored curbing stock-market 
speculation by raising the discount rate, while the Federal Reserve Board favored direct pressure 
on banks not to lend to stock-market speculators.  True, see pp. 254-55.   

5. (Chapter Six)  The 1920s saw a small number of bank failures (relative to 1915-20).  False, see p. 
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 p. 278. 

7. (Chapter Six)  The Federal Reserve successfully “sterilized” seasonal influences on currency 
demand and interest rates in the 1920s.  True, see pp. 292-93.   

LECTURE/TEXTBOOK 

8. In the chapter 4 Solow Growth Model, average product of capital rises

9. In the chapter 4 Solow Growth Model, an increase in the savings rate has 

 as a growing economy 
transitions to the steady state.  False. 

no impact

10. In the chapter 4 Solow Growth Model, an increase in the 

 on the 
growth of capital per worker and real GDP per capita.  False.  

level of labor input (as might be caused 
by a one-year increase in immigration quotas) causes a decline

11. The chapter 4 Solow Growth Model predicts a 

 in steady-state levels of capital per 
worker and real GDP per capita.  False. 

decline in the steady-state level of capital per 
worker, other things equal, will increase

12. Cross-country evidence suggests poor countries tend to grow faster than rich countries, provided 
determinants of steady-state capital per worker are held constant.  True.  

 the growth rate of capital per worker.  False.  

13. Movements in real output and prices in the U.S. since year-end 2007 can be explained by New 
Keynesian (NK) models but not equilibrium business-cycle models.  False, NK models explain 
the recession with a decline in aggregate demand (AD), which lowered real output (relative 
to potential) and prices.  Equilibrium models explain the recession with a decline in AD and 
a smaller decline in long-run aggregate supply (potential output), which combined to lower 
real output and prices.  

14. In equilibrium macro models, the short-run multiplier associated with increases in government 
purchases of output (as in the recently passed stimulus package) are very small if not zero.  True, 
the increase in government purchases will either be directly or indirectly crowded out, so 
aggregate demand (and therefore real output) will not change.  An increase in “G” with no 
increase in “y” means a zero multiplier.  


