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Keynes’s rejection of Say’s Law

Say's law, if accepted, makes macroeconomic demand management policies redundant. We have seen
earlier that in the classical model a decision to refrain from current consumption is equivalent to a
decision to consume more in the future this decision , therefor automatically implies the resources
need to be diverted to the production of investment goods which will be needed to provide the flow
of future consumption goods. An increase in saving automatically becomes an increase in investment
expenditure via adjustment of interest rate. In the classical model. Saving is in fact just another from
of spending. The principles underlying Say's Law raised their head during discussions relating to anti-
depression economic policy during the interwar period. Ralf Hawtery, a strong advocate of the "
treasury view", argued forcefully that public works programmer would be useless since such
expenditures would simply " crowd out" an equivalent amount of private spending. Such views only

(sense in the context of a fully employed economy( Deutscher,1990
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