
Name: Period: Date:

Directions: Complete the fo{lgwing qulstions/proUlemi on APC, APS, MPC, MPS, and

Disposable Income.

l. Formulat : :

' 6/-1. APC=

3. MPC = IAL '

2. APS =

4. MPS = be/bT-

ll. Practice - Fill in the columns for APC and ACS :

"clr

bc

Disposable
lncome

Consumption Saving. APC APS

so S2,ooo -s2,009'

S2,ooo S3,ooo -s1,500 1.8 -0.8

S4,ooo s5,200 -t.200 r.3 -o.?
s6,oo0 s6,800 -800 l.r7 -.tL
$8,ooo s8,400 -400 Ioa ,o6
slo,ooo s10,0oo 0 o
s12,000 s11,600 400 ,41 ,O3

Qisposable
lncome

Consumption Saving MPC MPS

S12,ooo s12,100 -Sroo

s13.000 s13,0oo 0 0.90 0.10

s14,000 s13.800 Szoo o. Oo. .0,7D

s15,000 s14,500 Ssoo 0. 1o 6.70
5L6,ooo S15,1oo Sgoo 0.14o o. {o
stT,ooo S15,60o s1,400 0.5D o.5D

lll. Practice - Fill in the MPC and MPS columns

Why does the sum of MPC and MPS always equal 1?

I

b+,ra:rc \ou eAn eia4u/ sevo 6Y gr)M



lV. Changes in APC and MPC as Dl Increases

DI c s APC APS MPC MPS

slo,ooo s12,ooo -s2,oo0 .2
Szo,ooo $21,ooo -s1,000 I. o5 -,Ob
s3o,o0o sgo,o00 0 I o .q .l
s40,000 s39,000 s1,0oo , q15 .DL6 -4 ,l
s50,o0o $48,000 s2,ooo ,qb ,0+ q ,l
s60,ooo S57,ooo s3,ooo ,45 .o3 .q ,l
s70,000 s66,0oo t A.DDL> , qLL ob .4. rl

What is the APC at a Dl level of 510,000? At $20,000?1,2-

What happens to MPC as income rises?

What happens to MPS as income rises?

the space below.

L. f G=$t,ooo;MPC=.5
2. f T='$1,000;MPC=.8
3. JT=52,000;MPC=.75
4. f l=$5,000;MPC=.9
5. JC=$9,000;MPC=.5

.$

la"rooo

\e= 2

What hdpirenstothe APC as Dl rises?

o
What is the MPC as Dl goes from 550,000 to 560,000? ' -l Fro

560,000 to 570,000?

V. How much does@dp Change? - Based on the M.P.C or M.P'S' given, and the change

in atr" following GbP variables or t'Otes'what happens to the value of GDP? Answer in

;.
fn?5 = .6
r\l?S = - z
(n? s=, L9'
n4P6=' I

ME= 2 Farooo t*o-cat*:
tir1gr= 5 lF5.ooo AuAJel*
fr-16= + F Er ooo rn,c.-lv-oa-o

Me= to USoprlo u*ctv-c..*



Ke1
The Multiplier Effect AP Macro Practice Problems

Any changes in AD (c, l, G, or Xn) will have a multiplied effect on GDP. This multiplier is based on the fact that one

individual,s expenditure becomes the income of another in a domino effect of earning and spending. since a portion of

this income will then be spent, new income will be created for someone else, and so on. The proportion of additional

income which is spent (consumed) is called the mcrginal propensity to consume (MPc). what is not consumed of each

additional dollar of income is the marg inol propensity to soue (MPS). Therefore, MPC + MPS = t. (The 1 represents one

dollar of income.)

L. ldentify the different approaches to calculating MPC + MPS = 1

MPs=t-mPC, or MPC = l- nnPS

The multiplier associated with changes in GDp (c, l, G, Xn) is called the enditure muttiplier (Me)' The multipliertells

us how much GDp will change as a result of the change in spending capacity for C, l, G and/or Xn, lt aggregates the chain

reaction of spending that will come from each original dollar spent. Therefore, ME = l/MPS'

2. ldentify another approach to calculatinB Mr = 1/MPS

Me= \/ l- r-nPc

some dollar amount, money has been inserted into or removed from the economy and therefore has a multiplied effect'

3. ldentify the expenditure multiplier formula when given values for the different GDP inputs. The first one for

C is provided for You.

ACxMe=A6DP AC x (1/l Ps) = AGDP ACxr/(t-MPC)=A6DP

AI T'M€ = aT x(\/mps) = aQ Acxr/1-mec =A P

AGxt4r z bho?

AXn r rkx lq A x (l/yn p s) =A AXnXtfl-fnPc.= DP

When it comes to spending, the TAX MULTIPLIER has a slightly different impact. Because changes in taxes (T) will change

disposable income and thus consumption, tax changes will also have a multiplied effect on GDP (in the opposite

direction; in other words, a decrease in taxes would increase GDP), but, it has a smaller impact than direct government

spending would have. This is because of the marginal propensity to save a portion of the income gained from a decrease

AQ x Ll/m r! AQ x t/t-rnPc= DP

T'cx rn \rtti puier w i I I

= Me - 1 Ol\Do-ys be 1- L€.sS

?

P

DP

in taxes. As such, the tax multiplier is calculated as follows: +
Mr = AAPC x Me or iAr = -AAPCIMPS or tlAr

GDp by an amount equal to the increase in government spending. Equal decreases in G and T will have the opposite

effect. To afford what it spends without running a deficit, the government must increase taxes at an amount that equals

its spending. Therefore, for a balanced budget, AT = 46. This means that Me - lJ\r = 1



The Multiplier Effect

4. Using the formulas from the

AP Macro Practice Problems

previous page, practice calculating the multiplier by filling in the table below.

Disposable Income (Yal Consumption (C) Saving MPC MPS

s12,o0o s12,100 -s1oo

s13,000 s13,ooo so 0.90 0.10

s14,0oo 513,800 s200 0. go o.Lo

515,ooo S14,5oo ssoo 0.10 0.bo

s16,ooo S15,1oo sso0 o.bo o.40

s17,000 s15,500 s1,400 o.60 D.6D

5. Why must the sum of MPC and MPS always be equal to 1?

?ecnuse J6r e-o.n on\\ 5ovc' or 6fnd 'S

using the formulos from the previous page, proctice calculating the multiplier.

5. lf the MPC is .9, then the expenditure multiplier is

7. Given an MPC of .9, if gross investment increases by sg billion, the equilibrium GDP will

8. Given an MPS of t/3,if investment spending decreases by SZ billion, the level of GDP will

billion.

9. lf the MPC in an economy is 0.75, and government spending increases by $tbillion, GDP will

10. The federal government institutes a SZ billion tax cut, leaving citizens with more disposable

12. lf MpC = 0.5, a simultaneous increase of bofh taxes and government spending of $20 million

decrease equilibrium uo, orfr I million.

?-o


