
Answer of exercise 3

1
.

The basis for Keynesian consumption function , 0 MPC 41
, is that the increase in consumption is not

as much as the increase in income
.
If income increases by 1 unit , consumption increases by less than 1 unit

.

2. Write equations if C = 200, MPs = 0.3 c.s c= 200+0.7 Y

MPS -1 MPC =L ⇒ MPC = 1-0.3=0.7

200
-

Consumption : C = 200 1- 0.74
O

y

saving :S = Y - c ⇒ 5=-200 -by -14 = -200+11- b)Y
- 200-

5=-200+0.34

S = - a + MPS Y ⇒ 5=-200+0.34

3. Find ✗ Draw consumption function

5=-1501-0.354

C = 150 1- 0.654
c- AE

C
a

C- 150+0.654

150

100
.

0 . >
y

4. Explain how the followings affect AE craph >save more no matter what income
is ⇒ not depend on income ⇒

If → AEI→ Y*t So is autonomous

G9→AEt→y*q

got ⇒ AEt⇒Y*t save more from
MPsA

Mpstn ⇒ Mpct → AEI⇒ 4*1 > income ⇒ consume

less from income

AE} ⇒ TT→Ct → AEI but co is not affect-

Y = AE ed ble Tt 's autono-
GA AEo Mous consumption.

AE ,
Il AE,

Mpct

r



5
.

When aggregate output is greater than aggregate expenditure ,
it has surplus .

Hence
, there are unsold

inventories accumulate
, and this signal business to cut down production to shift output back toward

equilibrium .

6
.
Find equilibrium output with saving / investment approach .

C = 60+0.64 ; I = 20 .

'

.

S = - 60 -10.44 Y = Cts

saving / investment approach : S = I Y = 60+0.64 -1s

-60-10.44 = 20 ⇒ S = -6040.44

0.44 = 80

i. Y =
80

0.4
= 200 Its

7. Find equilibrium by standard approach

S : -60 +0.44 ; I = 20 .

'

. C = 60 -10.64

AE = Ct I = 60 -10.64 +20 = 80+0.64

Y = AE <⇒ Y = 80 +0.64

0.44 = 80 .

.

.
Y = 80

0.4
= 200 If

I increase by 20 .

'

.
I = 20 +20 = HO

AE = Ct I = 60+0.64+40 = 100+0.64

Y = At ⇒ Y = 100 -10.6 Y

0.44=100 .

.

.
Y =

100

0.4
= 250 D=

Investment multiplier :
AY 250 -200

I
=

yo-20
= 2.5 1¥ I increase by 1

,
Y increase by 2.5

8. With multiplier effect , an injection of money can lead to greater proportional increase in output.

This can happen because when there's investment , there will be income of the other persons , and

when there's income , there will be spending which leads to output . Thus ,
the initial investment can be

many other people income which gradually will determine output . One man 's spending is another

man's income.



I
9. Investment multiplier =

, - Mp,
1No government , No foreign factors)

when people spend alot of money due to high MPC
,
it will become the others' incomes. then

,

the others will spend money too ,
and it will become many people 's income .

More income
,
more

spendingleads to investing for more output too .
therefore, when investment multiplier increases ,

output will increases alot too .

10
.
Paradox Thrift states that when people save more

, they consume less which causes income decreases , and

peoplewill get to save less too .
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