


What is Consumption Function



• Consumption function is based on Keynes famous Psychological Law
of Consumption

• This law states that as income increases, consumption also increases
but less than increase in income.

• It means there is a tendency of the people not to spend the whole
income i.e. they save a part of it





• Relation between consumption
and income

 Consumption is determined by disposable
income

As income increases, consumption also
increases, but not by the same amount

Consumption can never be Zero

When C = Y, Break-even point

Below Break-even point, C > Y

Above Break-even point, C < Y and saving
starts in the economy
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Calculation of APC and MPC

Income (Y)
(Rs. Crore)

Consumption (C)
(Rs. Crore)

0 100 ---- ----

100 150 1.5 0.50

200 200 1 0.50

300 250 0.83 0.50

400 300 0.75 0.50

500 350 0.70 0.50

600 400 0.67 0.50
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Difference between APC and MPC

APC

Total consumption divided by
income is APC

When income increases, APC
falls

The value of APC can be
greater than 1

MPC

Change in consumption
divided by change in income
is MPC

When income increases, MPC
falls more rapidly than APC

Value of MPC cannot be
greater than 1



Thank You


