Lecture # 10 Investment and types of investments
Definition: The act of purchasing those goods which produce further goods or which produce further income is called investments. According to Keynes the investment should be the real investment, in shape of new roads, new houses, new machines, new plants, new firms, new power houses purchase of raw material and purchase of share in some newly established firm etc. Accordingly, it is said that investment is a process which has the effect of increasing productive assets of the economy. As investments produces further goods or generates further income, consequently, expenditure made on assets, factories, raw material and shares are accorded as investment.

The part of disposable income which is spent on the purchase of producers’ goods is called investment. Producers’ goods may be, as we have already noted, buildings, equipments and inventories (stock of goods in the hands of the producers). It is important to understand that the word “investment” used in economics has a different meaning than its popular use. Popularly, the purchase of any income-earning asset is called investment. From an individual’s point of view, this may be true. But in many cases such investment may not involve an increase in income from the national point of view, but merely a change in the recipients of the income. For instance you purchase the share of a already establishes firm from another shareholder, for you it is an investment, because your income is increased by the amount of the returns from this share. From country’s point of view, however, there is no increase in the national income. What has happened is that the income that was accruing to the old owner of the share will now accrue to you. Same will be the case if you purchase an already constructed house from its owner or purchase an already operating firm or factory, etc. Investment must lead to the purchase of capital goods not in use before. Because it is only in this way that it will create demand for such goods and encourage their further production. 
The motives behind investment are different from those behind consumption and saving. Consumer goods are purchased with the primary object of deriving direct satisfaction from. Producer’s goods are purchased for the deriving further income out of them. In other words, they are used as a means of production. 

Investment is undertaken primarily for obtaining profit out of it. Now question is: what determine the level of investment in a community? Let us explain this by taking the example of an individual businessman, who is thinking of purchasing of an extra spinning machine. What considerations will he take into account? On the one hand, he is going to spend a creation sum of money on the purchase of that machine. On the other hand, he expects a certain net return from the use of this machine, his net profits (exclusive of interest on capital) will increase of Rs. 10,000 a year. Further suppose the market price at which the machine is available to him is Rs. 100.000. He must allow the current rat of interest on this money as his cost of investment. If the current rate of interest is 5%, the cost of investment on annual basis would be Rs. 5,000. Obviously, it will pay him to install such a machine since his expected rate of return is much higher than the cost, as determined by the rate of interest, of making the investment. He will be induced to invest so long as his expected rate of is above the rate of interest. For the country taken as a whole we can say that investment is various fields will go on increasing so long as investment opportunities are such that the expected rate of return at the margin of investment covers the rate of interest. The expected rate of return is the above sense has been called by Keynes “the Marginal Efficiency of Capital.” 
Types of Investment:
Financial investment:  Investment which does not increase the productive capacity of the economy is termed as financial investment. Purchase of some running plant or share of some already existing firm. The investment is a flow variable while the capital is a stock variable. The capital consists of existing plant, machinery, building and instruments, etc.While the act of increasing the stock of capital is called investment.
Replacement Investment: The investment expenditures which are made on the replacement of existing machines are known as replacement investment. 

Net Investment: The investment expenditure made on the newly produced capital goods is called net investment.

Gross Investment: Summing the Replacement investment and Net investment we get the gross investment. Whenever the gross investment is more than replacement investment the capital stock will increase. If the Gross investment is less than the replacement investment then the net investment will be negative------- known a disinvestment.

In addition to these types investment is also classified in the following types:

Autonomous Investment: Prof. Keynes introduced the concept of autonomous investment (I = Io). The investment which is not influenced by changes in the level of income is accorded as autonomous investment. Such type of investment is attached with discovery of new resources, increase if population and inventions etc. 

Induced Investment: Prof. Clark introduced the concept of induced investment (I = eY). The investment which goes on to changing alongwith change in level of NI is termed as induced investment.  

