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SHORT ANSWER
APPLICATION/SCENARIO

1. ANSWER: To lower inflation, the government may choose to reduce the money
supply in the economy. When the money supply is reduced, prices don’t adjust
immediately. Lower spending combined with prices, which are too high, reduces sales
and causes workers to be laid off. Hence, the lower price level is associated with higher
unemployment. (5 points)



2. ANSWER: (10 points)
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