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Diagrammatic Derivation of Saving Curve from Consumption Curve : 

We know that consumption + saving is always equal to Income because income is either consumed or saved. 

It implies that consumption and saving curves representing consumption and saving functions are  

complementary curves. 

Therefore, we can derive saving function or curve directly from consumption function or curve. This has been  

depicted in the adjoining Figure comprising Part-A showing consumption function and Part-B showing saving  

Function. 

 
In Part-A of this Figure, CC curve shows consumption function corresponding to each level of income whereas 

45° line represents income. Recall that each point on 45° line is equidistant from X-axis and Y-axis. C curve  

intersects 45° line at point B at which BR = OR, i.e., consumption = Income. Therefore, point B is called Break-
Even point.  

It emphasises that saving curve must intersect x-axis at the same income level where consumption curve and  

45°. It emphasises that saving curve must intersect x-axis at the same income level where consumption curve. 

and 45° line intersect. Further, it will be seen that to the left of point B, consumption function lies above 45° line  

showing that consumption is more than income, i.e., negative saving and to the right of point B, consumption  

function lies below 45° line showing positive saving 

Propensity to Consume or Consumption Function 

Consumption function refers to functional relationship between consumption and national income. 

C=F(Y) 



The concept of propensity to consume (i.e., willingness to consume) or the so-called consumption  

function is based on a ‘fundamental psychological law’ which states that “men are disposed, as a rule,  

and on an average, to increase consumption as their income increases but not by as much as the  

increase in their income.” 

Keynes’ consumption function has the following attributes: 

i. Consumption is a stable function of disposable income, i.e., C = f(Y). 

ii. Consumption is assumed to vary directly with disposable income. As disposable income rises,  

consumption rises. 

iii. The rate of increase in consumption is less than the rate of increase in income.  

Types : 

(a) APC – Average Propensity to Consume  

APC is the ratio of consumption to income. It is the proportion of income that is consumed. It is worked out by  

dividing total consumption expenditure (C) by total income (Y). 

Symbolically,  APC = C/Y 

(b)MPC-Marginal Propensity to Consume 

MPC measures the response of consumption spending to a change in income. It is the ratio of change in  

consumption to a change in income. It is worked out by dividing the change in consumption by the  

change in income. 

Symbolically,  MPC = ∆C/∆Y 

Suppose, disposable national income rises from Rs. 100 crore to Rs. 200 crore. As a result, consumption 
spending rises from Rs. 125 crore to Rs. 200 crore. 
Thus, 
MPC = 200-125/200-100 
= 75/100 = 0.75 = ¾ 

In this example, MPC = 3/4. The economic meaning is that if national income rises by four rupees,  

consumption spending would increase by three rupees and the remainder one rupee would be saved.  

Note that, in this example, the value of MPC is positive but less than one (0 > MPC < 1). 

Since at zero level of income, consumption is positive, so MPC must always be positive. 

Because households divide their incomes between consumption expenditures and saving, the sum of the 

propensity to consume and the propensity to save will always equal one. 

 

 

Propensity to save, in Economics is  the proportion of total income or of an increase in income  

that consumers save rather than spend on goods and services.  

Types-  



1.APS-  Average Propensity to Save 

APS equals the ratio of total saving to total income. 

Symbolically APS = S/Y 

2. MPS- Marginal Propensity To Consume  

Marginal propensity to save equals the ratio of a change in saving to a change in income 

Symbolically  MPS = ∆S/∆Y 

 

 
Practice Questions  

Q.1. What is the relationship between APS and APC. Can the value of APS be negative? If yes, when? 

Q 2.Giving reasons, state whether the following statements are true or false: 

a) Value of average propensity to save can never be less than zero. 

b) Average propensity to save is always greater than zero. 

Q 3 Why can value of MPC be not greater than one? 

Q 4. Let the consumption function be C = 50 + 0.75 Y, then calculate saving function? 

Q 5. If disposable income is Rs 1000 Crores and consumption expenditure is Rs 750 crores, the value of average 
propensity to save will be——————-. 
 
(a) 0.25               (b) 0.9                          (c) 0.85              (d) 0.2 

Q 6. If the saving function is S = -50 + 0.2Y, then the MPC is _________. 
 
(a) 0.45                (b) 0.8                         (c) 0.65              (d) 0.25 

Q 7. Briefly state the concept of consumption function. Explain with schedule and diagram. 

Q 8. With the help of consumption schedule or curve bring out meaning of break-even point. 

Q 9 Differentiate between a) APC and APS   b) MPS and MPC 

Q 10. Draw a straight line consumption curve. From it derive the saving curve. Explain the process of derivation 
On the diagram, show: 
(i) The income level at which APC =1. 
(ii) The income level at which APS is negative. 
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