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U S. Consumption and Disposable Income

g-'  Figurel U.S. Consumptlon and Dlsposable Income, 1985-2005
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Table 1: Hypothetical Data on Disposable Income

and Cons_qmﬁtion

o

Real Disposable Income Real Consumption Spending
(billions of dollars (billions of dallars
per year) per year)

0 2,000
1,000 2,600
2,000 3,200
3,000 3,800
4,000 4,400
5,000 5,000
6,000 5,600
7,000 6,200
8,000 6,800



The Consumption Function
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« Figure 2 The Consumption Function
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The consumption function shows the (linear)
relationship between real consumption
spending and real disposable income

Consumption
Function

\The vertical intercept ($2,000
billion) is autonomous

and the slope of the line
(0.6) is the marginal

propensity to consume.

consumption spending . . .
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Table 2: The Relationship Between Consumption

and Income
Disposable Consumption
Income or GDP Tax Collections Income Spending
(billions of (billions of (billions of (billions of
dollars per year) dollars per year) dollars per year) dollars per year)
2,000 2,000 0 2,000
3,000 2,000 1,000 2,600
4,000 2,000 2,000 3,200
5,000 2,000 3,000 3,800
5,000 2,000 4,000 4,400
7,000 2,000 5,000 5,000
8,000 2,000 65,000 5,600
9,000 2,000 7,000 5,200
10,000 2,000 8,000 5,800



The Consumption-Income Line

« Figure 3 The Consumption—lncomé Line
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2. The line has the same

function in Figure 2 . . .

1. To draw the consumption-
income line, we measure
real income (instead of real
disposable income) on the
horizontal axis.
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Shift the Consumptlon Income Line

 Figure 4 A Shiftinthe Consumptlon Income Llne

Real
Consumption
Spending

($ billions)

8,000 -
7,000 -
6,000
5,000
4,000 -
3,000 -

Consumption-Income Line When
Net Taxes = $500 billion

\

Consumption-Income Line When
Net Taxes = $2,000 billion

2,000 4,000 6,000

Real Income ($ billions)

8,000

7

-



Shifts in the Consumption-lncome Line
T

~+ Table 3 Shifts in the Consumptionilncome Line

Consumption-Income Line
Shifts Upward When:

Consumption-Income Line
Shifts Downward When:

Net taxes | Transfers 1
Taxes |

Autonomous Household wealth T
consumption Interest rate |
(a7 [ Greater optimism

Net Taxes T

Autonomous
Consumption

(a) 4

9

Transfers |
Taxes T

Household wealth |
Interest rate T
Greater pessimism



Income and Aggregate Expenditure

. Table 4 The Relationship Between IJncome and Aggregate Expenditure

(1) (2) (3) (4) (5) (6) (7)
Income Consumption Investment Government Net Aggregate Change In
or GDP Spending Spending Purchases Exports Expenditure (AE) Inventorles
(billlons (bIlllons (bllllons ( bitllons ( billlons (bllllons (killlons

of dollars of dollars of dollars of dollars of dollars of dollars of dollars

per year) per year) per year) per yaar) per year) per year) per year)
4,000 3,200 800 1,000 600 5,600 —1,600
5,000 3,800 800 1,000 600 6,200 -1,200
6,000 4,400 800 1,000 600 6,800 —800
7,000 5,000 800 1,000 600 7,400 —400
8,000 5,600 800 1,000 600 8,000 0
9,000 6,200 800 1,000 600 8,600 400

10,000 6,800 800 1,000 600 9,200 800

11.000 7,400 800 1,000 600 9,800 1,200

12,000 8,000 800 1,000 600 10,400 1,600

9

d



Deriving the Aggregate Expenditure Line

- » Figure 5 Deriving the Aggregate Ekpenditure Line
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4. and net exports (NX) . . .

3. government purchases (G) . ..
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Using a 45° to Translate Distances

 Figure 6 Using a 45° to Translate Distances

2. we can translate
Any horizontal

distance (such as
0B) ...

A 54

1. Using a 45° line ...
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3. into an equal vertical
distance (BA).
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Determining Equmbrlum Real GDP
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Figure 7 Determining Equilibrium Real GDP
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Equilibrium GDP and Employment

 Figure 8 Equilibrium GDP Can Be'Less Thn uII Employment GDP
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Equilibrium GDP and Employment

 Figure 9 Equilibrium GDP Can Be'Greater Than FuII Employment
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Table 5: Cumulative Increases in Spending When

Investment Spending Increases b¥ $1,000 Billion

Additional Spending Total
in Each Round Additional Spending
Round (billions of dollars per year) (billions of dollars per year)
Initial increase in
investment spending 1,000 1,000
Round 2 600 1,600
Round 3 360 1,960
Round 4 216 2,176
Round 5 130 2,306
Round 6 78 2,384
Round 7 47 2,431
Round 8 28 2,459
Round 9 17 2,476
Round 10 10 2,486
Round 20 0.06 Very close to 2,500
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A Change |n Investment Spending

'_"._' Mo = g
. Flgure 10 The Effect of a Change In Investment Spending
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A Graphical View of the I\/Iultlpller

 Figure 11 A Graphical View of the 'Multlpller
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Counterycycllcal Flscal Pollcy

 Figure 12 Counterycyclical Fiscal Pollcy
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The Recession of 2001

 Figure 13 The Recession of 2001
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