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People will consume more as their income increases. However
,

they can't consume more than their increase in income .
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The aggregate output Ps more than desired in aggregate

expenditure means that Y Ps greater than Y*
.
It is

excess in supply that leads to surplus so the inventory

increases
.
Therefore

, the production should be reduced
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After the money is injected , Pn investment , firms will have

more money to operate their business . They will be able

to invest in new machinery and hire more labor .

Therefore
,
when labor income goes up , aggregate demand

also increases
. As a result , the output increases .
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Increasing autonomous saving
will lead to decreasing aggregate
demand .
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or stay the same
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