
 

ANSWER KEY – QUIZ #6 
Economics 402, Section 1; Income and Employment Theory  

Spring 2009; Mr. Vaughan 

FRIEDMAN AND SCHWARTZ (F&S) QUESTIONS 
1. (Chapter Seven)  Between August 1929 (cyclical peak) and March 1933 (cyclical trough), the U.S. 

money supply fell by over one-third.  True, see page 299. 
2. (Chapter Seven)  Between August 1929 (cyclical peak) and March 1933 (cyclical trough), the income 

velocity of money supply rose by nearly one-third in the U.S.  False, velocity fell by that 
magnitude; see page 302.   

3. (Chapter Seven)  According to F&S, even if the contraction that began in August 1929 had ended in 
late 1930/early 1931, it still would have ranked as one of the more severe contractions in U.S. history.  
True, see page 306. 

4. (Chapter Seven)  The stock market crash in October 1929 prompted 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 page 333, chart 31. 

6. (Chapter Seven)  According to F&S, bank failures in the early 1930s had their greatest impact on 
economic activity through reduction of depositor/owner wealth.  False, see page 351. 

LECTURE/TEXTBOOK/WSJ ALERT 

7. According to Willem Buiter, rather than spending $1.4 trillion of public funds on nationalizing major 
U.S. banks, it would be better to spend the money capitalizing new banks that don't suffer from an 
overhang of past bad investments and loans.  True.  

8. Conditional convergence implies a country will grow faster, other things equal, the higher its steady-
state level of capital per worker (k*).  True. 

9. The cross-country empirical evidence indicates the more democratic a country is, other things equal, 
the faster its real growth rate.  False, the relationship is positive only up to a moderate level of 
democracy.  

10. The Copenhagen Consensus list of 2008 policy investments that would do the most to enhance global 
welfare includes a cap-and-trade system for reducing carbon emissions.  False.  

11. In the Solow Growth Model with exogenous technological progress, the steady-state growth rate of 
capital per worker is zero.  False. 

12. In the Solow Growth Model with exogenous technological progress, if capital’s share of national 
income is 1/2 and technology is advancing by 4 percent per year, the long-run growth rate of real 
GDP per capita will be 2 percent per year.  False, the formula for steady-state growth is: (∆y/y)* = 
g / (1 − α).  So, (∆y/y)* = 0.04 / (1.00 - 0.50) = 0.04 x 2.0 = 8.0% 

 

 


