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Understanding the concept of Marginal Propensity to Save (MPS) is fundamental in economics,
particularly when analyzing consumer behavior and how income changes influence overall economic
activity. When income increases, individuals decide how much of the additional income they will
consume versus save. This decision directly impacts aggregate demand, investment, and economic
growth. In this article, we will explore the calculation of MPS in a specific scenario where income rises
by $100, and out of this, $75 is spent (consumed). We will delve into the definitions, formulas, and
implications of MPS, providing a comprehensive understanding suitable for students, educators, and
anyone interested in macroeconomic principles.

Understanding Key Economic Concepts: MPC and MPS

Before tackling the specific problem, it is essential to grasp the foundational concepts of Marginal
Propensity to Consume (MPC) and Marginal Propensity to Save (MPS).

What is Marginal Propensity to Consume (MPC)?
- Definition: MPC is the proportion of an additional dollar of income that a consumer spends on goods
and services.
- Formula:
\[ \text{MPC} = \frac{\text{Change in Consumption (ΔC)}}{\text{Change in Income (ΔY)}} \]
- Interpretation: If MPC is close to 1, consumers tend to spend most of their additional income; if it's
close to 0, they prefer to save.

What is Marginal Propensity to Save (MPS)?
- Definition: MPS is the proportion of an additional dollar of income that a consumer saves rather than
spends.
- Formula:
\[ \text{MPS} = \frac{\text{Change in Saving (ΔS)}}{\text{Change in Income (ΔY)}} \]
- Relationship with MPC:
\[ \text{MPC} + \text{MPS} = 1 \]

This fundamental relationship indicates that any additional income is either spent or saved, and the
sum of these two propensities equals 1.



Calculating MPS in the Given Scenario

Now, let's analyze the specific scenario:

- Income increases by $100.
- Out of this increase, $75 is spent (consumed).

Given this information, we can calculate the Marginal Propensity to Save (MPS).

Step-by-Step Calculation

1. Determine the change in consumption (ΔC):
\[ \Delta C = \$75 \]

2. Determine the change in income (ΔY):
\[ \Delta Y = \$100 \]

3. Calculate the Marginal Propensity to Consume (MPC):
\[ \text{MPC} = \frac{\Delta C}{\Delta Y} = \frac{\$75}{\$100} = 0.75 \]

4. Calculate the Marginal Propensity to Save (MPS):
Using the relationship:
\[ \text{MPS} = 1 - \text{MPC} \]
\[ \text{MPS} = 1 - 0.75 = 0.25 \]

Answer:
The Marginal Propensity to Save (MPS) equals 0.25.

---

Implications of the MPS Value

Understanding that MPS is 0.25 in this scenario has significant implications for economic analysis and
policy-making.

1. Consumer Behavior Insight
- A MPS of 0.25 indicates that consumers save 25% of any additional income.
- Conversely, they spend 75%, reflecting a high propensity to consume, which can stimulate economic
growth.

2. Multiplier Effect
- The marginal propensity to consume and save influence the multiplier effect—the magnification of



initial spending into larger economic activity.
- The multiplier (k) is calculated as:
\[ k = \frac{1}{\text{MPS}} \]
- In this case:
\[ k = \frac{1}{0.25} = 4 \]
- This means that an initial increase in autonomous spending of $1 can generate a total increase of $4
in the economy.

3. Policy Considerations
- Governments aiming to stimulate the economy may consider how changes in income levels
influence consumption and savings.
- A high MPC (and low MPS) suggests that fiscal policies, such as tax cuts or direct transfers, could
effectively boost aggregate demand.

Broader Applications of MPS in Economics

Understanding and calculating MPS is crucial in various economic contexts beyond individual
consumer behavior.

1. Fiscal Policy Design
- Policymakers use MPS to estimate the impact of government spending or tax policies.
- A high MPS indicates that increases in income will lead to significant consumption, amplifying fiscal
policy effects.

2. Income Distribution Analysis
- Different income groups may have varying MPS values.
- Typically, lower-income households have higher MPCs and MPSs, influencing how policies affect
different segments.

3. Savings and Investment Planning
- Businesses and financial institutions analyze savings propensities to predict future investment
trends.

Conclusion

In summary, when income increases by $100 and $75 of that increase is spent, the Marginal
Propensity to Save (MPS) is 0.25. This calculation underscores the fundamental economic principle
that the sum of MPC and MPS always equals 1, embodying the consumer's allocation of additional
income between consumption and savings. Recognizing the value of MPS helps in understanding



consumer behavior, evaluating fiscal policy effectiveness, and predicting economic growth patterns.
Whether for academic purposes or policy formulation, mastering the concept of MPS and its
calculation is essential in the field of economics.

---

Remember:
- MPC and MPS are complementary.
- A higher MPC means more spending and a potentially larger multiplier effect.
- A lower MPS indicates a higher propensity to consume, which can stimulate economic activity.

By analyzing how consumers allocate additional income, economists and policymakers can better
understand and influence macroeconomic outcomes, fostering sustainable growth and stability.

Frequently Asked Questions

What is the marginal propensity to consume (MPC) if income
increases by $100 and $75 is spent?
The MPC equals 0.75, since $75 of the $100 increase is consumed.

How do you calculate the marginal propensity to consume
(MPC) based on income increase and consumption?
MPC is calculated by dividing the change in consumption by the change in income; here, MPC = $75 /
$100 = 0.75.

If income increases by $100 and the consumer spends $75 of
that increase, what is the marginal propensity to save (MPS)?
MPS is 1 minus MPC, so MPS = 1 - 0.75 = 0.25.

Why is the marginal propensity to consume (MPC) important
in Keynesian economics?
Because it determines the multiplier effect and helps analyze how changes in income affect overall
consumption and economic activity.

In the given scenario, what does an MPC of 0.75 imply about
consumer behavior?
It implies that consumers tend to spend 75% of any additional income they receive.



How does understanding MPC and MPS help in fiscal policy
planning?
It helps policymakers predict the impact of income changes on consumption and savings, influencing
decisions on taxation and government spending.

What assumptions are involved when calculating MPC as in
this scenario?
It assumes a linear relationship between income and consumption and that the entire change in
income is either spent or saved without other factors influencing consumption.

Additional Resources
If Income Increases By $100 And $75 Of The Increase Is Spent (consumed), The Mps Equals

Understanding the concept of Marginal Propensity to Save (MPS) is fundamental in macroeconomic
theory, especially when analyzing consumer behavior and its impact on the economy. The statement
"If income increases by $100 and $75 of the increase is spent (consumed), the MPS equals"
encapsulates a key relationship in Keynesian economics, linking income changes to consumption and
saving patterns. This article delves deeply into this concept, explaining the underlying principles, how
to compute MPS, its significance, and real-world implications.

---

What is Marginal Propensity to Save (MPS)?

Marginal Propensity to Save (MPS) is a measure of the proportion of an additional amount of income
that a household chooses to save rather than spend. It is a vital component in Keynesian consumption
theory, which posits that consumer spending and saving behaviors influence aggregate demand and
overall economic activity.

Key Features of MPS:

- Definition: MPS is the ratio of the change in savings to the change in income.
- Range: It always ranges between 0 and 1 (or 0% to 100%). A higher MPS indicates a tendency to
save more of additional income.
- Complementarity with MPC: MPS and Marginal Propensity to Consume (MPC) are complementary,
with the relationship:
MPC + MPS = 1

Understanding MPS helps policymakers and economists predict how changes in income affect savings
and consumption, thus influencing economic growth and stability.

---



Calculating MPS from the Given Data

The core of this discussion revolves around the specific scenario:

"If income increases by $100 and $75 of the increase is spent (consumed), what is the MPS?"

Let's analyze this step-by-step.

Step 1: Identify the change in income

- ΔY (Change in Income): $100

Step 2: Determine the change in consumption

- ΔC (Change in Consumption): $75

Step 3: Calculate the change in savings

Since savings (S) is income not spent:

- ΔS = ΔY - ΔC = $100 - $75 = $25

Step 4: Compute MPS

The formula for MPS is:

\[
\text{MPS} = \frac{\text{Change in Savings}}{\text{Change in Income}} = \frac{\Delta S}{\Delta
Y}
\]

Plugging in the values:

\[
\text{MPS} = \frac{25}{100} = 0.25
\]

Result: The Marginal Propensity to Save (MPS) equals 0.25 or 25%.

Implication:

- For every additional dollar earned, households save 25 cents and spend 75 cents.

---

Understanding the Consumption Function and



Propensity Measures

The scenario underscores the relationship between income changes and consumer behavior, which is
central to the Keynesian consumption function. It determines the overall effect of income shifts on
consumption and savings.

Consumption Function:

\[
C = a + MPC \times Y
\]

Where:

- C is total consumption
- a is autonomous consumption (consumption when income is zero)
- MPC is Marginal Propensity to Consume
- Y is income

Since MPC + MPS = 1, knowing one allows us to compute the other.

From the given data:

- MPC = 0.75 (since $75 out of $100 is spent)
- MPS = 0.25 (as calculated)

This relationship emphasizes that consumer behavior is divided between spending and saving, with
the proportions influencing macroeconomic variables like aggregate demand.

---

Significance of MPS in Economics

The Marginal Propensity to Save is crucial in various economic analyses and policy formulations.

Why is MPS important?

- Multipliers: The size of the income multiplier depends on the sum of MPC and MPS. A higher MPS
(and thus lower MPC) reduces the multiplier effect, implying less impact of initial spending on overall
income.
- Fiscal Policy: Governments use knowledge of MPS to predict how tax cuts or government spending
will influence savings and consumption.
- Economic Stability: A higher MPS indicates more savings, which can fund investment but may reduce
immediate consumption, influencing economic growth.
- Savings and Investment: MPS reflects the savings behavior of households, impacting the availability
of funds for investment.

Features and Implications:



- Pros:
- Helps in predicting how changes in income translate into savings.
- Assists in designing economic policies aimed at stimulating growth or controlling inflation.
- Provides insights into consumer confidence and financial security.

- Cons:
- Assumes consistent behavior across income groups, which may not be realistic.
- Doesn't account for other factors influencing saving decisions, like interest rates or cultural factors.
- Based on marginal changes, which may not represent long-term tendencies.

---

Real-World Applications and Examples

Understanding MPS is valuable for both policymakers and businesses. Let's explore some practical
scenarios.

Example 1: Impact of Income Increase

Suppose an economic stimulus package raises household incomes by $100. Based on an MPS of 0.25,
households will save $25 and spend $75. This directly increases aggregate demand, stimulating
growth.

Example 2: Investment Planning

Businesses analyze consumer saving behavior to forecast future demand. If MPS is high, they might
expect less immediate consumption, influencing inventory and marketing strategies.

Example 3: Fiscal Policy Decisions

A government considering tax cuts to boost the economy would analyze MPS to estimate how much of
the additional income will be spent versus saved, thus determining the potential multiplier effect.

---

Limitations and Considerations

While the calculation seems straightforward, several factors can complicate the interpretation:

- Variability Across Income Groups: Higher-income households tend to have a higher MPS, while lower-
income households typically have a higher MPC.
- Temporal Changes: MPS can change over time due to economic conditions or changing preferences.
- Autonomous Consumption: The initial level of autonomous consumption can influence how income
changes affect consumption and savings.
- Behavioral Factors: Psychological and cultural factors influence saving and spending decisions
beyond simple ratios.



---

Conclusion

In conclusion, when income increases by $100 and $75 of that increase is spent, the Marginal
Propensity to Save (MPS) is 0.25, indicating that households save 25% of additional income. This
simple yet profound relationship is a cornerstone of Keynesian macroeconomics, providing insights
into consumer behavior, the multiplier effect, and the effectiveness of fiscal policies.

Understanding the dynamics of MPS and MPC allows economists and policymakers to predict the
impact of income changes on overall economic activity, formulate effective policies, and analyze
consumer behavior patterns. While the calculation is straightforward, the broader implications
highlight the complex interplay between individual choices and macroeconomic outcomes,
emphasizing the importance of behavioral insights in economic planning.

In essence, knowing the MPS helps in understanding the delicate balance between saving and
spending, which ultimately drives economic growth, stability, and development.
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