Answer oF exercise 3

1. The basis dor keynesian consumpton funclion, 0 < MPC <, 15 dhat the Tncrease M Consumpkion T not

03 much os the orease n thoome, 1$ tncome momases by 4 unH, Consumption ncreases by less than 4 umd

A Urife equabions 1% C =200, 1PS - 0.3
MPS + MPC =L D MPC= 1-0.3:201

Consumphon: C- 90+ 0.3Y

CiS C= 200 +03Y
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S--0+msSY > S: -200+0.3Y

3. Find % rau consumptron Functron

C

150
100

0

9. -150 +0.35Y
C= 150 + 0.65Y CenE
/\
C=150 +0.65Y
>y

ly. Explon how he followings aPhect AE craph

- All firm managers decide to buy fewer machines. T

> e Y5y

- The government decides to build more roads. G 1->AEA-> Y *1

- The citizens decide to save more at all income levels. So 1 = AEL=>YF

Sove more *rom
npsa

- The citizens decide to save larger proportion of income. Mps ™ => MPCY 2 AE &= VAL tncome = onsome
Jess drom 1ncome

- The government decides to raisetax. = T&->C & = REY bot (o © not adfert

ed blc 1l avtono-
mous  consumpon.




S. Uhen oggresate outpot © greater than oggresate expendrivre » W has  surplus . Hence, there are unsold

Taventories  accumolale ,and s signal bustness to col down produotion o shift outpot back toard

equilebrium.
6. Find equilibriom ootput with saving /tnvestment approach.
C: 60+0.6Y ; 1=20 .. S= -60 +0.4Y Y. C+8
Saving [ mvestment approach : 3 = T N: GO+06Y ¢S
-60 +0.4N = 20 D 8= -60+0.¢4
0.uY = %0

w1e Be a0 | ¥
*. find equilibriom by standard ~approach
$: -60 +0.N; LT=ab .. C= 60 +0.6Y
At - C+ 1 - (O +0.6Y 20 = 90 + 0.6Y
Y = AE <= N:- 80 +0.6Y
0.4y =30 o Y=30_ - 00 |
1 tacrease by 20 . T =20 +20 = 4o
AE-C+T - 60+06Y + 4D = 100+ 0.6Y
N AE = N: 160t06Y
0.y = 100 .. \1:%: 950 |4
AY 250 -200

Tnvestment mulkiplier - 21° w00

=25 | # Twmoease by 1, ¥ increcse b8 2.5

L. Uth moltiplier e¥eck, an mjeckion 0% money cn lead fo greater proportonal ncrease m output.
This con hoppen becwse tihen there's Mwestment ; there urll be Tome 0% 4he odher persons, ond
when dhere’s wncome (dhere utH be spendmg which leads 4o ovbput. Thus , the mitial Investment on be
mong ohher pesple maome wheh gradvally wrll delemme avipot. One man’s  Spending 1 another

man's thcome



(No government, No dorergn dackon)

3. Lovestment moltiplier - "_ o
When people spend alot of money doe +o high 1MPC, # will become the ethers' mcomes. Then,

the others wil spend. mongy doo ,and # il ecome many people’s Tcome . Mlore mcome , more spend-

mg leads 4o tnvesting Jor more ovtpwt fo0. Theredore, When Tnvestment molkipler mareases,

Ootput will mcreases alot too.

10. Paradox Thrift States that when people save more ,they consume less which causes Tncome decrenses ,and. peop

lo m\lgol’rosaveleasm.
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