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S ALWAYS EQUALS I BUT SAVING DOES NOT EQUAL INVESTMENT








Boonserm Booncharoenpol

     Faculty of Economics,  Krirk University
John Maynard Keynes  confused economists and politicians all over the world when he wrote, “Saving is necessary to equal investment”  together with a few equations to confirm his idea and finally concluding that S = I
.  There have been repeated discussions about how saving can equal investment, accidentally or with certainty.    We may think that Keynes explained about how saving money is used in the same amount either to invest by savers or by borrowers.  But this is not what he meant.   Keynes merely wrote that saving is residual.  Residual from what?   

In my opinion, S always equals I in a closed economy.  But even as S equals I, saving does not equal investment.  Because I is investment but S is not saving.

Suppose a closed country had only two persons, Mr. Pence and Mr. Cent.   During the year 2000 Mr. Pence bought food valued at $1,000 from Mr. Cent and also bought machines valued at $2,000 from Mr. Cent.  This was the only economic activity in this very small country.

C is $1,000 and I is $2,000 being paid by Mr. Pence.  Mr. Pence had no income.  He paid $1,000 for his consumption and $2,000 for his investment.  Somebody may ask, “Where did he get the money from?”    That is a very simple question to answer, “He might have made his saving in the past or he might have borrowed money from Mr. Cent.”   What should be noted here is that Mr. Pence had no income, whereas Mr. Cent earned income of $3,000 from selling goods to Mr. Pence.

If we consider as Keynes said,  


S  =  Y  -  C  =  $3,000  -  $1,000  =  $2,000


I  =  $2,000

Therefore 


S  =  I

Funny!  In order to make S equals I,  Mr. Pence consumed $1,000 from $3,000 of Mr. Cent’s income.  Was $3,000 minus $1,000 called saving?

Alright.   $2,000 was not Mr. Pence’s saving because he had no income to save.  Also $2,000 was not Mr. Cent’s saving because he did not consume (his C is zero) his $3,000 income.   How could Mr.Cent live?  Sure, he could;  he might plant cereal, vegetables, and fruit for his own consumption as some people in Asia do.  But this is not counted as his income in conventional economics because what is produced for one’s own consumption is not counted as income.

Conclusion.  S equals  I.  S is not saving; it is the shadow of I.   S is as much as I.   But  saving does not actually equal investment.

Then what is saving?  Saving includes income left from consumption and investment; value of part of consumption but not yet consumed in that period (waiting for the next period of consumption), and value of part of investment that is left for the next period of production. 
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