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‘Ihe consum ption function

C.CY =TY)

The slope of the
MPE = consumption function
is the MPC.

Y=T
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i, ED W/P=MPL; R/P=MPK. T J&:

Y = MPLxL + MPK xK
2. #KI7.

C=C (Y-T): I ()

G=G and T-=T

3. .

Bftey: o Agg. supply: Y =F(K,L)

M#K: o Agg. demand: C(Y -T)+I(r)+G
Y5 o Equilibrium: ¥ = C(Y ~T)+I(r)+G
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‘ ,The investment function

Spending on

investment goods

is a downward-
sloping function of
the real interest rate

I(r)
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§|1. The Reagan deficits

1. The increase in —

the deficit LU
reduces saving... \4—
3 r2 > N
2. which causes

the real interest
rate to rise...

3. .. which reduces «— I(r)
the level of
investment.
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