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Assignment 3

Consvmption fvnction : C-- C. + C
,
Y
t

MPC = Proportion of income that we vse to consume

lncome = Saving + Consumption Consumption Saving

MPS + MPC = 1 C ะ Co + GY Y ะ S + C → 5 ะ Y - C

0.3 + MPC = 1 C ะ 200 + 0.7 Y S = Y - ( 200 +0.7 Y )

MPC ะ 1- 0.3 Gs 5 = -200 + 0.3 Y

MPC ะ 0.7

Y

Saving fvnction ะ S = Y -1 Co + GYI

S = - Co + ( Y - GY )

5-- - Cotl 1- G)Y

5 = -150 + 0.35 Y

i. Co = 150
,
C
,
= 1- 0.35

G = 0.65

↳ C ะ Co + GY → C ะ 150 + 0.65 Y
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③ not depended on Y → So t

④ MPS โ ; MPC + MPS
= 1 → mps โ + MPCL = 1



Y > AE ( Supply > demand)
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output > income = inventories will accumulate → business need tocut back their

production → Y
,
moves to Yz

Y = C + 5 S = I

S = Y - [ 0.4 Y - 60 ะ 20

S = Y - Go + 0.6 Y 0.4 Y ะ 80

S = 0.4 Y - 60
Y = 200
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- 60



S = I Investment multiplier = AY
*

I
0.4 Y- 60 ะ 20

AY
"

= 250 - 200 = 50
0.4 Y = 80

Y? 200 A I = 40 - 20 ะ 20

Z increase 20
=
5°

[อ
0.4 Y- 60 ะ 40

0.4 Y ะ 100 = 2.5 Ans ะ

ำ 250 i. When I increase by 1
,
output will

increase by 2.5 vnits
.

Firm buy more machine
,

hire more labor → more money inflow → labor

have more income
, input increase.

1 When MPC โ → investment multiplier รmultiplier ะ

¥ ะ

1- slope Of AE
According to the circularflow ,

firm have

1
= movemoney + producemore _

Labor havemoremoney
1- MPC

→ MPC 9. So
,

circvlarflow receive moremoney

→ multiplier โ → outputchange



Paradox of Thrift is a increase inefforts to save

have caused a drop in income but no overall change in saving
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