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IN-CLASS QUIZ #8 
Economics 402; 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 you are not 
registered for this section of 402.)  Good luck! 

FRIEDMAN AND SCHWARTZ (F&S) QUESTIONS 

1. (Chapter Nine)  According to F&S, the economic recovery of 1933-37 was anemic 
by compared with other expansions in their sample (1867-1960).   

2. (Chapter Nine)  According to F&S, high-powered money accounted arithmetically 
for most all the changes in the money stock between 1933 and 1941.   

3. (Chapter Nine)  The Federal Reserve leaned heavily on open-market operations to 
alter conduct monetary policy between 1933 and 1941.   

4. (Chapter Nine)  The Federal Reserve drastically cut reserve requirements in 1936 
and 1937.   

5. (Chapter Nine)  Banks built up significant levels of excess reserves between 1933 
and 1941.   

 
LECTURE/TEXTBOOK/WSJ ALERT 

6. Employees of AIG-Financial Products recently receiving large retention bonuses 
were not the same people who placed the unhedged housing bets that brought the 
company down.   

7. According to Posner, one reason pay caps on bankers are a bad idea is because they 
will do nothing to lift us out of the current recession.   

8. In the Barro model, a positive technology shock raise the current interest rate.   

9. Suppose the Obama Administration announced plans for a large lump-sum tax cut in 
2010, taking the form of a one-time payment of $1,000 to every American.  The 
Barro model predicts consumption in 2009 will not change.   

10. Suppose the Obama administration announced plans to reduce the American 
workweek to 35 hours permanently – effective immediately – and annual U.S. 
household income drops $1,000 on average this year.  The Barro model predicts 
average household consumption will also decline by close to $1,000 this year.   
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FRIEDMAN AND SCHWARTZ (F&S) QUESTIONS 
11. (Chapter Nine)  According to F&S, the economic recovery of 1933-37 was anemic by compared 

with other expansions in their sample (1867-1960).  FALSE, see page 493. 
12. (Chapter Nine)  According to F&S, high-powered money accounted arithmetically for most all the 

changes in the money stock between 1933 and 1941.  TRUE, see pages 499 and 500. 
13. (Chapter Nine)  The Federal Reserve leaned heavily on open-market operations to alter conduct 

monetary policy between 1933 and 1941.  FALSE, see page 511. 
14. (Chapter Nine)  The Federal Reserve drastically cut reserve requirements in 1936 and 1937.  

FALSE, see pages 526 and 527. 
15. (Chapter Nine)  Banks built up significant levels of excess reserves between 1933 and 1941.  TRUE, 

see page 538. 
 

LECTURE/TEXTBOOK/WSJ ALERT 

16. Employees of AIG-Financial Products recently receiving large retention bonuses were not the same 
people who placed the unhedged housing bets that brought the company down.  TRUE. 

17. According to Posner, one reason pay caps on bankers are a bad idea is because they will do nothing 
to lift us out of the current recession.  TRUE 

18. In the Barro model, a positive technology shock raise the current interest rate.  TRUE, a positive 
technology shock boosts the marginal productivity of capital (MPK) and real rental price of 
capital (R/P).  Asset-market equilibrium demands the return on bonds (i) equal the return on 
owning capital [(R/P) – δ], so the interest rate (i) must rise.  

19. Suppose the Obama Administration announced plans for a large lump-sum tax cut in 2010, taking 
the form of a one-time payment of $1,000 to every American.  The Barro model predicts 
consumption in 2009 will not change.  FALSE, consumption in 2009 will rise, albeit by a small 
amount (because the $1,000 increase in income would be used to fund small increases in 
consumption over the lifetime of every consumer). 

20. Suppose the Obama administration announced plans to reduce the American workweek to 35 hours 
permanently – effective immediately – and annual U.S. household income drops $1,000 on average 
this year.  The Barro model predicts average household consumption will also decline by close to 
$1,000 this year.  TRUE. 
 


