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Statisticians measured the following relationship based on cross-sectiional data in 2008 between 

household disposable income and household consumption for an sample of household for Adanac, and then aggregated the data for the country.  Careful..  This is not a straight line function.  Your answers and graphs on a piece of graph paper.
(in thousands  of  $ per household)
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1.
Calculate the MPC,, Saving and MPS and fill in above chart.

2.
Plot these consumption and income statistics on graph paper or using a computer.

3.
Calculate the slope of the consumption function as income rises:


a.
from 1000 to 2000

b. from 3000 to 4000

c. from 9000 to 10000

4.
What is the relationship between the MPC and the MPS?

5. 
What is the relationship between income and the MPC.

6.
Why should the Obama administration, trying to restore demand for goods and services, give a even larger permanent tax cut 
to the middle class (<$250,000 annual income, between $1,000 and 7,000 in our example) and by increasing taxes on the rich  
(>$250,000 annual income, between $8,000 and 10,000 in our example) if we are concerned about the deficit (which we 
should not be right now). 

