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Economics 101
Prof. Dohan QUEENS COLLEGE DEPARTMENT OF ECONOMICS        Problem #8 Spring 2011

 VIP Consumption and Savings, MPC and MPS as Disposable Income Rises (or Falls)
Assume the BLS  measured the following relationship based on cross-sectiional data in 1997  between 

household disposable income and household consumption for a sample of households for USA, and then aggregated the data for the country.  Careful..  This is not a straight line function.  Homework has  46 points and 10 question.
(in thousands  of. $ per household)
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( = change in …..,, e.g., (C = change in C

(C/(Ydi = marginal propensity to consume

(S/(Ydi= marginal propensity to save

1.
Calculate the ∆C. MPC, Savings, ∆S and MPS 

and fill in above chart.

2. Plot these consumption and income on the graph the the right.

3.
Calculate the slope of the consumption function 


as income rises:


a.
from 1000 to 2000        (∆C/∆Ydi) =

b.
from 3000 to 4000        (∆C/∆Ydi)  = 


c.
from 9000 to 10000      (∆C/∆Ydi) = 

____4 At what level does C = Ydi.
____5. How much are households savings at this point.


6.
Plot the saving and income on the lower graph to the right.
____7 At what level does S = 0.

8.What is the tautological relationship between MPC and  MPS?
 4pt              MPC + MPS must always _____     
       Because Savings is defined as ________________
 2pt 8 What was the approximate value of the sum of MPC 

 and MPS that you calculated in the aboveTable, col. 9.
2pt 9. What is the most likely reason for the decline in the MPC 

  
 as income rises:  Choose from below.

a) rising marginal benefit of consumption as disposable income rises.
b) falling marginal utility of consumption as disposable income rises.        10.  If Investment = 1300, at what Ydi 
c) increase in profitable investment opportunities as disposable income rises.   does saving equal investment (S=I=1300)?
d) falling marginal utility of added income as disposable income rises.
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