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ILLUSTRATION 2

Calculate marginal propenstty to consume and marginal propensity to save from the following
data about an economy which (s in equilibrium:

National income = 2500, Autonomous consumption expenditure = 300, Investment expenditure

= 100
AD = AS
J=2500=C+S$
A = 300
9 = |100-S

J = C +5
Js00= C + |00
C- 3400

C =a +DbY
Qyop = 00 + bAS00
3100 = bx500
» b- 200, 0.8y
2500
MPC: 0.8Y
MPS: |-D
- 1-0.84- O1lb



ILLUSTRATION 3
An economy (s (n equilibrium. Calculate national income from the following-
Autonomous consumption = 100; Marginal p{opensfty to save= 0.2, Investment expenditure= 200

d,f-loo MPS- QL 3] ADO
-Q. = -100 MPC- .8 S: 200

8 = ~Q + MPSyY
0o- -100 + 0.2Y
300 -V

0.0

Y- [500




ILLUSTRATION 4

Suppose the consumption of an economy is given by C = 20+ 0.6 Y and investment [= 10+ 0.2
Y. What will be the equilibrium level of National Income?

C=-20+06Y = 3-10+02Y
J=C+)
As- RAD
J= a0 +06‘l + 10+0.2Y

ILLUSTRATION 5

Suppose the consumption function C= 7+ 0.5Y, Investment is & 100, Find out equilibrium level
of Income, consumption and saving?

y
C=T7+05Y ., 9-100

S:=100~
N=C+S
N= 7405Y 4+ 100
05y = 107
Y- 4

C- 7+05y
- 1Y

ﬂ



ILLUSTRATION 6

If the consumption function is C= 250 + 0.80 Y and | = 300. Find out equilibrium level of Y, C
and S?

C-350 +0.8Y  3-300
5- 300

N= C +5
Y - Q50 +0.8Y + 300

0.2Y- 550
Y= 2150

C > 50+ D150
~ Q4SO



ILLUSTRATION 7

r
If saving function S = -10 + 0.2Y and autonomous investment | = 50 Crores. Find out the

equilibrium level of income, consumption and (f investment increases permanently by ¥5 Crores,

what will be the new level of income and consumption?

S- -0+ D2Y  9-50

S- 50
00 = -10 +0.2Y
60 = 0.2y

J-300

C- o+ bY
= |10 + 0.8x300
- A80

9=5h5 -8:-55
5= -1D +0aY

65 = 02Y
N: 325




ILLUSTRATION 8

Given the empirical consumption function C= 100+0.75Y and | = 1000, calculate equilibrium
level of national income. What would be the consumption expenditure at equilibrium level
national income?

C=100+0715y . 3-1000

$=1000
N=C +5
N = 100405y + 1000
0.5y = 10D

Y=%oo

C- 100+ ©.15xuy00
C: 3400
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ILLUSTRATION 9

In an economy (nvestment expenditure (s increased by ¥400 Crores and marginal propensity to
consume (s 0.8. Calculate the total increase in income and saving.

AT=400 = M™MPC-08

MPS-0.2
fi" 1l .5
O
K=Ay = KXA_I: ﬂy z
AT 5 x 400 > 2000

Ine S Sneome - do00
Savin §= 2000 X 02
= 4p0O



ILLUSTRATION 10

An increase (n investment by 400 Crores leads to increase in national income by 1,600 Crores.
Calculate marginal propensity to consume.

- leoo , Y4
K 400

> K-1 5 L-1 5 Mps-L.025
MPS MPS 4

MPC 0.8

ILLUSTRATION 12

Suppose (n a country investment increases by ¥ 100 Crores and consumption is given by C = 10

+ Q_g Y (where C = consumption and Y = income). How much increases will there take place (n

(ncome?

L

NAT- ZI00
mPC- 06 - MP5- OY




ILLUSTRATION 11

In an economy, tnvestment (s increased by Rs 600 Crores. If the marginal propensity to consume

iiiiiiiiiiiiiiiiiii

(s 0.6, calculate the total increase in income and consumption expenditure.

MPS= O\
R- L .23
Ou

AY = 600 xS
= %500
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Jd= J-T-H +1R
-y Qu’ronomow)

* COnSumPHon b\mchonv
C= a+bﬂd\
C- a+b(Y-T-t¥+TR]
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/
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> Y =65 +015)
0.25Y = 65

y= 68 , 260
0.25 —

Wy C =100+ 015w
T = 200
G =T-100
TR- 50

L Jd= J-100 +50
=  JY-50

- C+ I 4+ G
= 100 +O15L>l 50) + 200 + 100

K= 1
215 +0.1Y |- 05Cl-0.1)

e ‘ - _L _ __L
Yd= J -25-01Y |-04s 0.58

- 182 ]




A
Y = T15+05009y-25) + 8o + 100
J

= Q55 +045y—125
0.55Y = QU245
N - ans . 44091
©.55

C
1
|

, oMW
N
-
O

R
C:] =
Jd=Y-20-025Y +15

= O75Y+55

N = 80 +017(015Y+55) + 50 + 200

Y = 330+ 053Y+ 385

O41y: 2685
N:= 718404

K= L O s 1
|-071CI1-0.25) 1-055 O415 ~
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MPc (1-¢)

= |
| K I-MPC(I-t)

ILLUSTRATION 16 b T

' /
Suppose C= 100 + 0.80 (Y- T + TIR); | = 200; T= 25+0.1Y; TR= 50, G = 100

Find out equilibrium level of Income?

> —

= | 0 |
K |-08L1-01] 1-08«09 (-072
K - 2 bt

1
0.28



S
N = 100 +08(Y-235-01 +50) + 100+ 200
Y = Loo+ O8[09Y+25)

J- Yoo+0O012Y +20

023y = 42D
J = 1500
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./ Aneconomy is characterised by the following equation

Consumption C =60+0.9Yq

Investment | =10

Government expenditure G =10

Tax T=0

Exports X =20

Imports

M=10 +0.05Y
What is the equilibrium income?

Calculate trade balance and foreign trade multiplier

Y=C+I+G+*%M
= 60+09Y + 10 +10 +20-10-0.05Y
Y = Go +085y
Olsy =90 = |[J- 600




—  Trade Palone - X-M
A0 - JO - O.05x600

- O DGQ cit

ILLUSTRATION 17 6425
v ==

The consumption function is C = 40 + 0.8Y4T= 0.1Y, | = 60 Crores G = 40 Crores, X = 38 and
M = 0.05Y. Find out equtlibrium level of income, Net Export, net export if export were to increase

by 6.25.

Jd=3 -0
- 09y

Y= C + 1| + G + X-M

Y = U4p+08x09Y + 60 +40 + &8 — 0.05Y

N - 198 +©12Y-0.05Y

0.33Y- 198
N-= 600

Nel exli)or‘rs - M

= 58- 0.05x600
= a8




A, X-64.25

J = 40+0T2Y + 60 +Yo + 6425 —0.05Y
Y- Qoyi5 + 0677
0.33Y - Q04.25

N: 618.9Y

Nel exPorh = 6Y42S - 0.05x 6189y
= 33.303
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1) In the Keynesian model, equilibrium aggregate output is determined by

%gregate demand

(b) consumption function

(c) the national demand for labor
(d) the price level

2) Keynes believed that an economy may attain equilibrium level of output
(a) only at the full-employment level of output

Mlow the full-employment level of output

(c) only if prices were inflexible

(d) a) and c) above

3) According to Keynes, consumption expenditure is determined by
(a) the level of interest rates

(b) extent of government taxes and subsidies
Isposable income

(d) autonomous investment expenditure

4) The marginal propensity to consume (MPC) can be defined as
‘g,)é’change in spending due to a change in income

(b) a change in income that is saved after consumption

(c) part of income that is spent on consumption.

(d) part of income that is not saved.




MPC

/

5) If the consumption function is expressed as C = a + bY then b represents
(a) autpnomous consumer expenditure when income is zero
Mémarginal propensity to consume.

(c) the expenditure multiplier when consumption is increased

(d) part of disposable income

rou’fU“""““M

6) If the consumption function is expressed as C = a + bY then a represents
h-)éﬁtonomous consumer expenditure.

(b) the marginal propensity to consume.

(c) the consumption income relationship.

(d) Non- linear consumption function ¢

-’
7) If the consumption function is C = 20 + 0.5Yd, then an increase in disposable
income by Rs. 100 will result in an increase in consumer expenditure by

.« N
MPC
(a) 25 )
b} 70 05x%x100-50
0
(d) 100

8) If the autonomous consumption equals Rs. 2,000 and the marginal

propensity to consume equals 0.8. If disposable income equals Rs. 10,000, then

total consumption will be _____ C a4 b\ld
(a) 8,000 -
(b) 6,000 - 2000 + 0.8 x 10000

lﬂ)ﬁooo > 4000 + 8000

(d) None of the above




b
/

9) In the Keynesian cross diagram, the point at which the aggregate demand
function crosses the 45—degreﬁsline indicates the
(a) Llevel of full employment income.x

(b) less than full employment level of income.

equilibrium level of income which may or may not be full employment

level of income
(d) autonomous level of income which may not be full employment level of
Income

P No k@“d

10) In a closed economy, aggregate demand is the sum of

(a) consumer expenditure, demand for ’éxports and government spending.

Mnsumer expenditure, planned investment spending and government
spending. C+l +G|

(c) consumer expenditure, actual investment spending, government spending
and net exports.A

(d) consumer expenditure, planned investment spending, government
spending, and net exports.X

v’
11) Under equation C= a+by, b=0.8, what is the value of 2 sector expenditure

multiplier? - K: 1 - 1
(a) 4 I-MPC 02
(b) 2

| (eyS

(d) 1




12) Suppose in an economy

Consumption Function C=170+0.80Y

Investment spending | =200

Government Spending G=150 -~

Tax Tx =30+0.30Y

Transfer payments Tr =60

Exports X =45

Imports M =20 +0.2Y)
Equilibrium level of income is: Y. Y-30-0.3Y+60
(a) 1021.5 = 0.1 +30

|0 Y= 170+ 0.8(077+30]+ 200 +150 +15-20-02)
889.06 N =5u5 + 0.56Y+24-021

(d) 989.06 0.64Y =569

13) Suppose you are given following information-
Consumption function C = 10 + 0.8Yd AR Y-50

Tax T =50_-
Investment spending | =135 ~ j = 10+ O'QH'SOJ +135 +60+35 - 0'057
- 10+ 08Y-40 +135 +60 +3S -005Y

: 200 +0.1S
0.25Y: 200 3 Y-Bov

Government Spending G = 60 ~
Exports X =35 - Y
Imports M = 0.05 Y~
Where Y and Yd are income and personal disposable income respectively.
Net exports at equilibrium level is:

(a) 25 35 - 0.05 %800

(b) -10 35- Yo

(c)5 t - 5

e




14) An increase of investment by Rs. 600 Crores resulted in an increase in
national income by Rs. 2400 Crores. MPC is:

(a) 0.25 ﬁ Q4o .Y - 4(1-mpe) - |

(b) 4 Ay~ 6006 - MPC I-MPC -.0.25
075 o1 1-025 - MPC
(d) 0.5 0.13- MPC

%éecfhom V Lenb.ogc.

15) If net exports are positive, national income will:

Mcrease

(b) Decrease
(c) No change
(d) eitheraorb

16) Suppose in an economy W
C=100+b(Y-50-tY);l=50;G=50;X=10; M =5+6.1Y; MPC (b) =
0.8; Proportional income tax rate (t) = 0.25

E;'eign trade multiplier will be:
(a) 3.33 Lo I 01S
Lwr? -blit)+m |- Qstl ms] +0|
()3 2
10 "06+01 ~ D%

X Chabler over ),




