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U.S. Consumption and Disposable Income

. » Figurel U.S. Consumption and D-isposable Income, 1985-2005

Table 1: Hypothetical Data on Disposable Income

and Consumﬁtion

Real Disposable Income
(bllllons of dollars

Real Consumption Spending
i{billlons of dollars

par yoar) par year)

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




The Consumption Function
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« Figure 2 The Consumption Function

8.000 he consumption function shows the (linear)
! relationship between real consumption

7,000 pending and real disposable income

6,000 Consumption
Function

5,000

4,000 - 600

—
11,000!
! and the slope of the line

H
H H r !
2,000 he vertical intercept ($2,000 | [(0-6) is the marginal
1,000 billion) is autonomous propensity to consume.
! onsumption spending . . .

T T t + T T T T
1,000 2,000 3,000 4,000 5,000 6,000 7,000 8,000
Real Disposable Income ($ billions)

Real Consumption Spending
($ billions)

Table 2: The Relationship Between Consumption

and Income
Incoma or GDP Tax Collections Incoma Spending
{billlons of {bllllons of (bmlons of {blilons of
dellars per year) dollars par yesr) dollars per yaar] dollars per yaar)
2,000 2,000 1] 2,000
2,000 2,000 1.000 2,600
4,000 2,000 2,000 2,200
5,000 2,000 3,000 3,800
2,000 2,000 4,000
7,000
8,000
2,000
10,000

The Consumption-Income Line
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* Figure 3 The Consumption-lncomé Line
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Shift the Consumption-Income Line
~ » Figure 4 A Shift in the Consumption-Income Line
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Shifts in the Consumption-Income Line

~ » Table 3 Shifts in the Consumption-Income Line

Consumptlon-ncome Une Consumptlon-income Lne
Shifts Upward When: Shifts Downward When:
" Trznsiers [ Transfers
Het taxes « . oS ErE

Tazes | b=t Teres ] Tazes
Autoremeus | Household weath 1 Mutenomous Househald wealtq
consumption + [terest rate Consarption Itzrest rae 7
@t | Greater opt mism (AL l Greater pessim sm

Income and Aggregate Expenditure

* Table 4 The Relationship Between Income and Aggregate Expenditure

[:1] 2y i3 (£l 15 s im
Income Nt Aggregate Change in
or GDP Spending Spending Purchases Exports Expenditure [4E]  Inventories
(LU (ballions {bians. (Bllens (b thons billions (Ehlens.

of dollars af dollars of dollars of dollars of dollars of dollars of dollars
par yoar) par yaar) par yaar) par yoar) par yaar) por yaar) par yoar)
4,000 3.200 00 1.000 800 5,600 -1.600
5,000 3,800 200 1,000 600 6,200 —1.200
5,000 4,400 800 1.000 600 6,800 —800
7,000 5.000 800 1,000 600 7,400 —400
8,000 5.E00 800 1,000 600 8,000 o
5,000 6.200 800 1.000 600 8,600 400
10,000 8,800 800 1.000 600 9,200 800
11.000 T.400 800 1.000 600 9,800 1.200

12,000 8,000 800 1.000 600 10,400 1,600




Deriving the Aggregate Expenditure Line

« Figure 5 Deriving the Aggregate Expenditure Line
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Using a 45° to Translate Distances
* Figure 6 Using a 45° to Translate Distances

1. Using a 45° line ...

3. into an equal vertical

distance (BA).
2. we can translate

Any horizontal
distance (such as

Determining Equilibrium Real GDP

« Figure 7 Determining Equilibrium Real GDP
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Equilibrium GDP and Employment

* Figure 8 Equilibrium GDP Can Be Less Than Full Employment GDP
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Equilibrium GDP and Employment

* Figure 9 Equilibrium GDP Can Be Greater Than Full-Employment
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Table 5: Cumulative Increases in Spending When

Investment Spending Increases bx $1,000 Billion

Additional Spending Total
In Each Round Additional Spending
Round (billions of dollars par year) [hillions of dollars per year)
Intiel Increass In
imestment spending 1.000 1,000
Round 2 =00 1,600
Reund 2 J60 1,960
Round 4 el 2,176
Round 5 130 2,306
Round & TH 2,384
Reund 7 a7 2431
Round & 28 2456
Round 2 17 2476
Round 10 0 2 A6

Round 20 D06 Wery closa ta 2,500




A Change in Investment Spending

! « Figure 10 The Effectof a Changé iﬁ Investment Spending
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A Graphical View of the Multiplier

t « Figure 11 A Graphical View of the Multiplier
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Counterycyclical Fiscal Policy
t * Figure 12 Counterycyclical Fiscal Policy
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* Figure 13 The Recession of 2001
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