The Keynesian model of general equilibrium

Important: This file is only a summary of the axis and the details are studied in class
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As shown above, APC=§ and MPC= %, the relationship can be explain mathematically

as:

Cza+tbY=>c=%4pbE = £=%4p = APC =2+ MPC
Y Y ¥ Y Y Y

Sincea >0, % >0, then: APC > MPC
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Y C c/y Ac/Ay
100 90 0.9
120 106 0.9 0.8
140 122 0.9 0.8
160 138 0.9 0.8
180 154 0.9 0.8
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C=a+bY =90=a+0,8(100) =a=90-80 = a=10

Derivation of the consumption function:
1k glitay o5y IMgrudl Al o Jaamtid lgde Jmmiall ol asgats o5
C=10+0.8Y

Graphic:

Figure: Consumption Function
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1. Since: Y=C+S = AY = AC + AS, we divide both sides by AY , we obtain:

wr_ s 1= ac + & since = MPC and e MPS we get 1 = MPC+MPS
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2. Since: Y=C+S, we divide both sides by ¥ , we obtain:

; = &S = 1= C+§ since§=APCand§=APSweget1 = APC+APS
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WhenS=0=S5=-10+0.2Y=0=>10=0.2Y=>Y¥=50
when the C line intersects with the 45° line the C =, it is the same point when S=0, thus the
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Figure: the Keynesian investment function
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