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10.12: Introduction to the Expenditure Multiplier in the Income-Expenditure Model

What you'll learn to do: explain why the expenditure multiplier happens and how to calculate its size
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Figure 1. Citizens march against government budget cuts.

Recall that a major finding of Keynesian economics is that spending is powerful. Not only does GDP change when aggregate
expenditure changes, but GDP changes more than proportionately, so that a smaller change in expenditure causes a larger change in
GDP. In this section, you’ll explore the multiplier effect using logic, graphs and algebra. You’ll also learn what makes the
multiplier effect larger or smaller and how to compute that using the income-expenditure model.
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