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i. The Keynesian consumption function assumes
that 0 < mpccl ; what is the basis for such assumption?
: the function measures how much the consumption increases
for every 1 unit earned . therefore

,
you can not

consume more than your income , so OLMPC.CI
C z a +by (Az autonomous consumption?

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 saving and consumption functions .
a- 200 MPC t MP 's 21
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3. let the saving function be 5--150+0.354
.
Find and draw

the consumption function

MP C. + MPS - 1

Mpct 0.3521

MPC a 0.65
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4. How do the following affect the AE graph
um

II. e. explain how the graph changes ) and
the equilibrium output

- : All firm managers decide to buy fewer
machines za -5 AED → 4%
less investment leads to
AE decreases→ graph shift down
so , the business should produce less to

meet the demand and adjust to equilibrium 24%

• The government decide to build more roads
will not affect anything .
-59 → AEtsy

*
a

- The citizens decide to save more at all

'

income levels
save more → spend less→ produce less

→ graph shift down → less productions
to adjust to equilibrium

- citizens decide to save more at all income
levels .

z Mps increases → MPC decreases →A-Ed

→ y•b
The gov decides to raise tax .

-

→ raise tax → less in AES 4%
^



b- . supp 've that aggregate output ( y)

is greater than aggregate expenditure
CAE)

Explain the adjustment process towards

the equilibrium . Supply > demand
AE
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In this case
, aggregate output is more than

aggregate income , inventories will accumulate ,
so that business need to cut amount of

production to make Y , to Yz



6. let C- 601-0.64 and I - 28 .

Find the

equilibrium output with the saving /
investment approach .
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7. let Sa - 601-0.44 and I -20 .

Find the

equilibrium output with the standard approach .

Now
,
suppose 2 increases by 20 . Find the new equilibrium

and the investment multiplier .

Investment multiplier
I z s I z

20

20 a -601-0.44 2 A Y*

80 a 0.44 JI
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i. When I increase by 1 ,"?o•y¥ output will increase by
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so I a investment ,
when money injected ,

firms have more money to operate
the

business
, for example buy new

machine

- or increase labor which will increase productivity
and increase in output .

when MPCM
,
it gives higher

?¥ ' ¥5 / ope of AE investment multiplier

: when there is expenditure ,
a 1- firm relieve more money,

1-Mpc so their MPC is increase .

Therefore
, more money in

circular flow and increase

size of multiplier and

change output



to . Paradox of thrift is
a
contradict

• when people decrease their consumption

and try to save more money , they
ended up

to save less money .

so , when saving is increase 9 the money is

leakage so there are lower amount of

money
inject in true economy ,

firm has

less money to invest in their business and

reduce wage for employee which lead to

lower income one you can save less
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