Multiplier Effect (Easy)
Topic 2: Multiplier and crowding-out effects
DIFFICULTY LEVEL 2
11. If the marginal propensity to save is 0.9, then the marginal propensity to consume is
(A) 0.1
(B) 0.3
(C) 0.9
(D) 1.0
(E) 10.0
12. If the marginal propensity to consume equals 0.8, then the multiplier is
(A) 2
(B) 3
(C) 5
(D) 8
(E) 10
13. If the marginal propensity to consume increases, which of the following is necessarily true?
(A) The marginal propensity to save decreases
(B) The marginal tax rate increases
(C) The economy is nearing full employment
(D) Consumption is unaffected when income changes
(E) The unemployment rate increases
14. The value of the spending multiplier increases when
(A) the marginal propensity to save decreases
(B) government spending decreases
(C) tax rates are increased
(D) imports increase
(E) exports decrease
15. Terry’s marginal propensity to consume is 0.8. Last year he earned $50,000 in disposable income and spent $45,000. If Terry’s disposable income this year increased to $60,000, his consumption spending increased by
(A) $4,000
(B) $5,000
(C) $8.000
(D) $9.000
(E) $10,000
16. Suppose that the marginal propensity to consume is equal to 0.8 in a closed economy with only lump-sum taxes. What is the maximum increase in output that can be caused by a $50 billion increase in government spending?
(A) $40 billion
(B) $50 billion
(C) $100 billion
(D) $250 billion
(E) $400 billion
17. Which of the following statements about the marginal propensity to consume is true?
(A) It is always equal to the money multiplier.
(B) It is equal to the percentage of total income that is spent on consumption.
(C) It increases as individuals increase their savings.
(D) It determines the size of the spending multiplier.
(E) It is always equal to the marginal propensity to save.
Difficulty LEVEL 3
18. Suppose that autonomous consumption is $500 and that the marginal propensity to consume is 0.75. If disposable income increases by $1100, consumption spending will increase by
(A) $275
(B) $375
(C) $495
(D) $825
(E) $1100
19. Which of the following changes will have the smallest expansionary effect on aggregate demand in the short run?
(A) An increase in consumption of $200
(B) An increase in government spending of $200
(C) An increase in exports of $200Aggregate Demand
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(D) A decrease in savings of $200
(E) A decrease in taxes of $200
20. Assume an economy with lump-sum taxes and no international trade. If the marginal propensity to consume is 0.75, which of the following is true?
(A) When income increases by $1, investment increases by a maximum of $4.
(B) When consumption increases by $4, savings increase by a maximum of $1.
(C) When consumption increases by $4, investment increases by a maximum of $1.
(D) When investment increases by $1, consumption increases by a maximum of $4.
(E) When investment increases by $1, income increases by a maximum of $4.

