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FRIEDMAN AND SCHWARTZ (F&S) QUESTIONS 
1. (Chapter Seven)  Between August 1929 and March 1933, implicit prices in the U.S. (i.e., the NNP 

deflator) fell by more than one-quarter.  TRUE, see p. 299. 
2. (Chapter Seven)  Between August 1929 and March 1933, the income velocity of money rose by 

nearly one-third in the U.S.  FALSE, velocity fell by that magnitude; see p. 302.   
3. (Chapter Seven)  According to F&S, even if the contraction beginning in August 1929 had ended in 

late 1930/early 1931, it still would have ranked as one of the more severe in U.S. history.  TRUE, see 
p. 306. 

4. (Chapter Seven)  The stock market crash in October 1929 set off a banking panic.  FALSE, the Fed 
provided reserves to help New York banks smoothly take over outstanding call loans.  The first 
banking crisis did not begin until October 1930.  See pages 335-42. 

5. (Chapter Seven)  Arithmetically, the driving force behind the overall decline in the money stock 
between 1929 and 1933 was a decline in the deposit-to-currency and deposit-to-reserves ratios (as 
opposed to high-powered money).  TRUE, see p. 333, chart 31. 

6. (Chapter Seven)  F&S argue the bank failures of the early 1930s were overwhelmingly the product of 
poor loans and investments made in the 1920s.  FALSE, see pp. 356-357.  Some failures in the first 
banking crisis may have resulted from unwise lending policies.  Most banks that failed 
(particularly in the second and third waves) were victims of the public’s insatiable demand for 
currency.  These runs forced safe-and-sound banks to sell off loans and investments at fire-sale 
prices to get the needed cash, thereby turning illiquidity into insolvency. 

LECTURE/TEXTBOOK/WSJ ALERT 

7. According to Nouriel Roubini, one argument for bank nationalization is that before the financial crisis 
the U.S. had banks that were “too big to fail” and now, because of crisis-related consolidation, has 
banks that are even bigger.  TRUE  

8. During business-cycle expansions, bond demand falls by more than bond supply, thereby causing the 
real interest rate to fall.  FALSE, bond demand rises because rising incomes provide households 
with more wealth to allocate across financial assets, and bond supply rises because rising 
incomes create more positive net-present-value investment projects (thereby increasing the 
need for financial capital).  Increasing bond demand lowers the real interest rate, and 
increasing bond supply raises the real rate.  As an empirical matter, the real rate is weakly pro-
cyclical (i.e., rises in expansions, so bond supply must rise by more than bond demand.  

9. In the conventional view of government deficits, an increase in the budget deficit – other things equal 
– raises the real interest rate, thereby reducing investment and growth in real living standards over 
time.  TRUE 

10. In the Ricardian view of government budget deficits, an increase in deficits – other things equal – 
calls forth an increase in bond demand (private saving) that exactly offsets the increase in bond 
supply (decline in public saving), thereby leaving the real interest rate unchanged.  TRUE 

11. An unexpectedly high inflation rate will transfer real income/wealth from borrowers to lenders.  
FALSE, other way around. 

12. Over the long run, faster monetary growth – other things equal – will produce higher nominal interest 
rates.  TRUE 


