Keynesian/Multiplier Quiz
Section 1 – 5 Points.  Use the following situation for questions 1 – 5.

The government of Cannonland is currently operating below full employment.  They need to have an increase in aggregate expenditures of $600 to be in full employment equilibrium.  An economist notes that in the last year income increased by $400 and consumption increased by $300. . Hearing this, the government decides the best action is to increase spending by $600.

1.  On a correctly labeled Keynesian aggregate expenditure model, show Cannonland in its current situation.

2.  What is the MPC and MPS for Cannonland?  (show how you got them)

3.  Is the increase in expenditures of $600 wise for the government?  Explain (using numbers) why or why not.

4.  What increase is needed to reach the $600?

5.  Suppose they decide to increase taxes $600 at the same time the increase spending.  Would this allow them to reach the desired goal?
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Section 2 – 5points.  Use the graph below to answer questions 6 – 10
6.  What is this country’s full-employment equilibrium?

7.  At what AE/RNI is this country currently producing?

8.  What is the MPC/MPS?

9.  What is the spending multiplier?

10.  What change in government spending is needed to reach full-employment equilibrium?  
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