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IN-CLASS QUIZ #8 
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.  Good luck! 

FRIEDMAN AND SCHWARTZ (F&S) QUESTIONS 
1. (Chapter Nine)  Overall, velocity rose between 1933 and 1941.   

2. (Chapter Nine)  The overall increase in high-powered money from 1933 to 1941 can 
be traced mostly to gold inflows.  

3. (Chapter Nine)  According to F&S, the 1936-1937 increases in reserve requirements 
produced a sharp subsequent decline in the deposit-to-reserves ratio and the rate of 
growth in the money stock.  

4. (Chapter Nine)  According to F&S, the 1937-38 recession was sharp but brief.   

5. (Chapter Nine) According to F&S, there are striking economic similarities between 
the years 1920-21 and 1937-38.   

 

LECTURE/TEXTBOOK/WSJ 

6. Bonuses paid to AIG-Financial Products employees in March 2009 were the payoff 
for working through all of 2008.  Almost all other forms of compensation – bonuses, 
deferred payments and the like – were scrapped.   

7. Becker argues pay caps for bankers will lead to resource misallocation because banks 
needing to recruit top talent will hire lawyers and accountants to find loopholes in the 
caps.   

8. The U.S. has roughly the same number of banks per capita as European Union 
countries.   

9. Major consolidation in the banking industry began in the mid-1990s when Congress 
repealed most of the restrictions on intra- and interstate banking.   

10. Transactions costs in direct finance are sufficient to explain why banks exist.   

  



 

ANSWER KEY – IN-CLASS QUIZ #8 
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FRIEDMAN AND SCHWARTZ (F&S) QUESTIONS 
1. (Chapter Nine)  Overall, velocity rose between 1933 and 1941.  TRUE, see p. 497. 
2. (Chapter Nine)  The overall increase in high-powered money from 1933 to 1941 can be traced mostly 

to gold inflows. TRUE, see chart 40 on p. 507. 
3. (Chapter Nine)  According to F&S, the 1936-1937 increases in reserve requirements produced a sharp 

subsequent decline in the deposit-to-reserves ratio and the rate of growth in the money stock. TRUE, 
see pp. 526-527 

4. (Chapter Nine)  According to F&S, the 1937-38 recession was sharp but brief.  TRUE, see p. 529. 
5. (Chapter Nine) According to F&S, there are striking economic similarities between the years 1920-21 

and 1937-38.  TRUE, see p. 529. 
 

LECTURE/TEXTBOOK/WSJ 

6. Bonuses paid to AIG-Financial Products employees in March 2009 were the payoff for working 
through all of 2008.  Almost all other forms of compensation – bonuses, deferred payments and the 
like – were scrapped.  TRUE. 

7. Becker argues pay caps for bankers will lead to resource misallocation because banks needing to 
recruit top talent will hire lawyers and accountants to find loopholes in the caps.  TRUE. 

8. The U.S. has roughly the same number of banks per capita as European Union countries.  FALSE, 
the U.S. has the highest number of banks per capita in the developed world.   

9. Major consolidation in the banking industry began in the mid-1990s when Congress repealed most of 
the restrictions on intra- and interstate banking.  TRUE.  

10. Transactions costs in direct finance are sufficient to explain why banks exist.  FALSE, other 
financial intermediaries like mutual funds can provide size transformation, liquidity 
transformation, and diversification services.   
 
 


