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< level of actual investment spending.
o interest race.
e all of the above.
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Module APReview

Solutons appear at the ack ofthe book.

Check Your Understanding

1. Explain why  decine in investment spending caused by  change
i businessexpectations leads o all in consumer spending.

2. What isthe muliplice i the marginal propensity o consume s
052 Whatis it EMPCis0.87

3. Suppose a crisis in the capital markets makes consumers unable
o borrow and unable to save money. What implication does
ehis have for the effects of expected future disposable income.
on consumer spending?

4. For cach event, explain whether the nitial effect s 2 change in
planned investmene spending or a change in unplanned.
inventory investment, and indicate the direction of the change.
3 an unexpected increase in consumer spending.

 shasp rise i the cost of business borrowing

b
€. a sharp increase in the economy’s growth rate of real GDP.
. an unanticipated fallin sales

Tackle the Test: Multiple-Choice Questions

1. Changesin which of thefllowing lads . hif of he
sxgregane comscmption funcrioa?
L expected fatues disposabl income
L aggregate westh
L curent disposable ncomme:
2 Tonly
b. lonly
< Morly
& Land lonly
e LiLand i
2. The dope of a family's comsurapeion fnction is squal 10
o thereal imeres rae.
b. theinflaton rate.
¢ the margial propensity o comme.

. the rate of increase in houschold currenc disposable income.
e thetaxrate.

3. Given the consumption function ¢ = $16,000 +0.5 4 if

individual household current disposable income is $20,000,
individual household consumer spending will cqual
2 36,000,
b 526,000,
< 20000
d 516,000,
< $6.000.

4. The level of planned investment spending is negatively related
tothe
3 rate of ecurn o investment.

b level of consumer spending.
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‘planned investment spending -~ unplanned inventory
planned investment spending + inventory decreases

unplanned inventory investment + imventory increases
unplanned inventory investment - inventory increases.
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5. Actual investment spending in any period is equal to
3 planned investment spending + unplanned inventory
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Tackle the Test: Free-Response Questions

1. Use the consumption function provided to answer the

following questions.

€=$15000+08 x5,

& What s the value of the marginal propensity to consume?

b. Ifindividual household current disposable income is:
540,000, individual houschold consumer spending will
equal how much?

<. Draw a corveetly labeled graph showing this consumption
function.

. Whatis the slope of this consumption funcion?

. On your graph from past ¢, show what would happen if
expected future income decreased.




