1. The Keynesian consumption function assumes that 0 < MPC < 1;
what is the basis for such assumption?
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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.
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3. Let the saving function be S = -150 + 0.35Y. Find and draw the consumption function.
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 Aggregate expenditure

C+1+G+[x-m]

4. How do the followings affect the AE graph (i.e. explain how the graph changes) and

the equilibrium output?
4+ All firm managers decide to buy fewer machines.
2 The government decides to build more roads.

[_33 The citizens decide to save more at all income levels. CV
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$ The government decides to raise tax.
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r Aggregate expenditor® = C+I+G+[x-M]

4. How do the followings affect the AE graph (i.e. explain how the graph changes) and

the

equilibrium output?

- All firm managérs decide to buy fewer machines.

- The government decides to build more roads.

- The citizens decide to save more at all income levels.
@The citizens decide to save larger proportion of income.

@The government decides to raise tax.
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5. In the Keynesian Cross Model, suppose that aggregate output is greater than aggregate

r - N = B PP N

12 +s [E =Y]
Wl

\5 . o e ee— —— — ——

» RE=C+1+G + [x-M]

i
|
|
|
1
Yrn

When Aggk@ 3Q‘|'e oul'FUJ( more  than m%yega\e e,y.fe,v\dﬂure, , We wil have
Su.r?\us_l’nve_v\"origs w;\\ increa s, ) bhis 15 o aighml “\o& wi“ Encourage
firms Yo decrease their product and Mus o move towards eq)xilihh'uw\‘



6. Let C =60+ 0.6Y and I = 20. Find the equilibrium output with the saving/investment

approach.

S:-60+0.4y

I1:20
§:=1

- 60 +0.43 =20

58._ 200

Csy5

S= “40.0.4y

20

/ 4% 200
—w b



appiuacil.

. Let S=-60+ 0.4Y and I = 20. Find the equilibrium output with the standard approach.

Now, suppose I increases by 20. Find the new equilibrium and the investment
multiplier.
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8. With the multiplier effect, an injection of money (for example, investment) can lead to
a greater proportional increase in output. Explain how this can happen.
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9. How is the investment multiplier related to MPC? Explain the intuition behind such
relationship. (Hint: Question 9)
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10. What is the Paradox of Thrift? Explain it with diagram.

St Cy = AEL — Yy

- When feo‘)\e save theyr money More which is leakage ,?eoy\e wil

sYe,mX less . Whey ?eo?\e sponol less others’ income will "fall Pr‘oducin%

less goods and services in fhe economy. Now people hove lower jncome,
and then they can save less.

incvesin

o PD\rqdo;‘ 0(3 %ri(”r s¥m~¥e5 ngl ]m) n OLU'}OV\omes mvinj lequ ),a
decrense in ag@re‘glﬂ'e ou\-f)ulr Lincome .




