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Explain what consumption function shows, and describe what is held constant along the consumption function. 
The consumption functions shows the level of consumer spending depending on three factors.
Yd = this denotes disposable income.
a = autonomous consumption.
b = marginal propensity to consume. 
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The formula
C = a +b Yd
The formula suggests that consumption is mainly determined by the level of disposable income (Yd). Therefore, when disposable income is high, consumption is also high and when disposable income in low, consumption is also low. 
The consumption formula model points out that as income increases, consumer spending increases too. But, spending will rise at a lower rate compared to that of income.
At low incomes, consumers will spend a high proportion of their income. The mean propensity to consume could be one or even greater than one (Greenlaw Shapiro Taylor & OpenStax College, 2018). This will be interpreted to mean that the consumers will spend everything that they have. In the event that an individual happens to be earning a low income, he or she will not be in a position to save. People earning low incomes will have to spend everything that they have on essentials.  
On the other hand, as income will start to rise, individuals will now be in a position to afford luxury of saving a higher percentage of their incomes. This means that as incomes increases, spending increases but at a lower rate compared to disposable income. Therefore, individuals with a high income will have a lower average propensity to spend. The consumption function and independent investment must remain constant long enough for national income to reach equilibrium. 
In your own words, describe what happens when firms and workers underestimate future prices in the economy.
In the event that a firm underestimates future prices in the economy, actual output becomes less than the expected output. This can be claimed to be happening so because of the increasing costs of production in order to ensure that the producers have supplied their products. Given that the production costs were low, then the suppliers would increase their potential output compared to when the costs involved in the production process increases. When the production costs increase, it becomes relatively less profitable for the producers to produce their products at the higher costs of production. This is because the increase in the costs of production leads to a decrease in profit per unit.  
The economy’s output of goods and services declines during economic downturn. In contrast, when the economy is doing good, the output increases. However, one thing that concerns the economists as well as the policy makers about the downs and ups which is commonly referred to as business cycle is how close the output is to an economy’s long-term potential output. This means that, the economists are not only concerned in whether the output is going down or up, but in whether the output is below or above its potential (Sage & Rouse, 2011). The output gap refers to an economic measure indicating the difference between the actual output of an economy and its potential output. Potential output refers to the maximum amount of products that an economy can turn out when it is most efficient. 
Underestimating the prices in the economy might lead to overproduction or underproduction of goods by a business. If such a case happens to occur, the company in question will have to incur losses. This is because the in the event that the company overproduces, it will increase supply and given that there will be a constant demand, the price will have to be reduced in order to ensure the excess goods are purchased (Sage, et al., 2011). Therefore, the business will not be selling its products at the price that they might have earlier anticipated. The price at which a company happens to sell in a perfect competitive market relies on demand and supply. 
On the other hand, if the company happens to be under-producing its products, it will not be in a position to ensure that the prevailing demand level is served. Therefore, it will not earn the revenue that it would have earned given that it had met the demand prevailing in the market. If continuous losses continue to occur in the business, then it is most likely to shut down or increase its debt level. Therefore, the company might have to lie off some of the workers in the long run if it keeps on incurring losses. 
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