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Difference between the Investment multiplier and acceleration.

Definition: The multiplier refers to the process by which an initial increase in spending
results in a larger overall increase in national income. On the other hand, the acceleration
principle describes the relationship where an increase in consumer demand leads to a rise
in investment.

Propounded: The concept of the multiplier was introduced by economist Lord Keynes,
while the concept of the accelerator was introduced by economist Aftalion.

Year: The concept of the multiplier was propounded by economist Lord Keynes in 1936
in his famous book, ""The General Theory of Employment, Interest, and Money." On
the other hand, the concept of the accelerator was propounded by economist Aftalion in
1909.

Formula: K = Change in Income/Change in Investment. Accelerator = change in
capital/ Change in Income

Focus: The multiplier examines how spending circulates through the economy,
generating additional expenditure. On the other hand, the acceleration principle
investigates how changes in demand affect investment levels.

Mechanism: The multiplier operates through multiple rounds of consumption and re-
spending, whereas the acceleration functions by adjusting investment in response to
changes in demand.

Trigger: The multiplier is activated by an initial change in spending, such as government
spending or private investment, whereas the acceleration is driven by changes in
consumer demand.

Timeframe: Multiplier effects usually unfold over multiple periods as spending
circulates through the economy, whereas acceleration effects typically arise when there
are significant, often sudden, changes in demand.

Impact on National Income: The multiplier directly increases national income, whereas
the acceleration indirectly affects income by stimulating investment.

Role in Economic Growth: The multiplier fosters growth by enhancing spending within
the economy, whereas the acceleration drives growth by expanding productive capacity.
Example: Multiplier: When the government increases spending on infrastructure, it
generates more jobs, raises income levels, and stimulates additional consumption. On the
other hand, Acceleration: A rise in demand for cars leads car manufacturers to invest in
more factories and machinery.

Mathematical Representation: The multiplier is expressed as 1/(1 - MPC), whereas the
acceleration is typically models as the ratio of changes in investment to changes in
output.

Application: The multiplier concept is extensively applied in fiscal policy analysis to
assess the impact of government spending on GDP, whereas the acceleration concept is
utilized in business cycle theories to explain fluctuations in investment.

Influence: The multiplier affects both consumption and production, while the accelerator
mainly impacts production capacity.

Example in Recession: During a recession, the multiplier effect can stimulate the
economy by raising aggregate demand through increased government spending. In
contrast, the acceleration principle may lead to a decline in investment if businesses
expect reduced future demand.
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