Kc\9nesiam Cross and the Mulipher

1. The Keynesian consumption function assumes that 0 < MPC < 1; what is the basis for
such assumption?
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2. Assume a CLOSED economy with NO government. Let the autonomous consumption
be 200 and MPS be 0.3. Draw and write equations for both and consumption

functions.
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3. Let the saving function be S =-150 + 0.35Y. Find and draw the consumption function.
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4. How do the followings affect the AE graph (i.e. explain how the graph changes) and
the equilibrium output?
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5. In the Keynesian Cross Model, suppose that aggregate output is greater than aggregate
expenditure. Explain the adjustment process towards the equilibrium.

ot > aggregat
expenditue
5 Jurplys

: “wwsold ovtpd 5 gl prodvet , vo H'(‘f cut bacle
\ 'l on poduction for moing  Fhe economy lonars  eqbm.

6. Let C =60+ 0.6Y and I = 20. Find the equilibrium output with the saving/investment
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7. Let S =-60 + 0.4Y and I = 20. Find the equilibrium output with the standard approach.
Now, suppose I increases by 20. Find the new equilibrium and the investment

multiplier.
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8. With the multiplier effect, an injection of money (for example, investment) can lead to
a greater proportional increase in output. Explain how this can happen.
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9. How is the investment multiplier related to MPC? Explain the intuition behind such
relationship. (Hint: Question 9)

when  MrC incrae , 1 omulbigier will ineve too

QXP\ain . hheon Jhere, i expondifine, firms veceive more money wd  prdvce more for  demmand .
Therpfore , when firm  veciae wmae fnd Hu‘«, on e it t ‘h’ how  mckine , py to bbor,

Nhon o have mae maney i cirevlr Flow, and  gize of mubiplier and dhege atpt.

10. What is the Paradox of Thrift? Explain it with diagram.
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