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CONCEPT OF INVESTMENT MULTIPLIER 

Investment multiplier refers to the number of time by which the increase in output or 

income exceeds the increase in investment. 

 It is measured as the ratio between change in income and change in investment. 

Investment multiplier shows a relationship between initial increment in investment  

and the resulting increment in national income. 

It is a measure of change in national income caused by change in investment.  

Thus, it explains the relationship between increase in investment and the resultant  

increase in income. 

Multiplier (K), thus, is the ratio of increase in national income (∆Y) due to an increase in 

investment (∆I). Put in symbols 

                               K = ∆y/∆I or ∆Y = K x ∆I 

Where K = Investment multiplier, ∆Y = change in income, ∆I = change in investment. 

Investment multiplier indicates the multiplying effect of investment on income. 

 The value of multiplier determines the rate of growth in the economy A higher value  

of multiplier will attain a higher level of income and growth. 

Relationship of K with MPC and MPS: 

Since multiplier indicates the effects of change in investment (∆I) on change in  

income (∆Y), therefore, K = ∆Y/∆I = ∆Y/∆Y/∆C. By dividing by ∆Y 

Clearly value of Y depends on the values of MPC and MPS. 

                  K = 1/1-MPC = 1/MPS 

(i) There is direct relationship between K and MFC. If MPC is high, K will also be high  

but if MPC is low, K will also be small . 

(ii) There is inverse relationship between K and MPS. If MPS is high, K will be low but  

if MPS is low, K will be high 

 

Minimum and Maximum Value of Multiplier: 

Value of K depends upon value of MPC or MPS. We know that MPC cannot be 



Negative, it can be at the most zero (minimum value) and maximum value  

can be 1. 

(i) Minimum value of multiplier is 1 because minimum value of MPC can be zero. 

(ii) Maximum value of multiplier may be – (infinity) because maximum value of MPC 

can be 1. 

Symbolically: K = 1/1-MPC = 1/1-1 = 1/0 = Infinity (∞) 

Between these two extremes (1 and infinity), value of multiplier varies depending  

upon value of MPC. 

Working of Multiplier: 

The concept of multiplier is based on the assumption that expenditure of one person  

is another person’s income 

Suppose, government invests Rs 100 crore in establishment of a fertilizer factory . 

The first impact of this new investment will be that the income of employees engaged  

in this factory will go up by Rs 100 crore. If their marginal propensity to consume  

(MPC) is 3/4th or 75%,they will spend Rs 75 crore (3/4th of 100) on new consumption  

goods.  The producers of these goods will have an extra income of Rs 75 crore. If MPC  

of producers is also 3/4th, they in their turn will spend Rs 56.25 crore (3/4 of 75). So,  

this process will go on, with each round of expenditure being 3/4th of the previous 

round and in this way the production and national income will go on increasing round  
 after round. The process of increase in income stops when change in income becomes  

equal to change in saving. 

This is based on the assumption that initial increase in investment = Rs 100 crore and  

MPC = 75% (or 3/4th). 

Initial increase in investment of Rs 100 crore has resulted in an increase of additional  

income of Rs 400 crore, i.e., the resultant increase in income is multiple of initial  

increase in investment. 

Thus, in this case Multiplier (K) = 400/100 = 4 or K = ∆Y/∆I.  

Keeping in view the significance of concept of investment multiplier, Keynes  

suggested that in the situations of unemployment and depression, government should 

Increase volume of its investment in public utility works to give quick start to 

economy. 
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