
95 Overlapping Generations Model 

Dynamics and Steady States 
The capital accumulation equation (4), together with the factor market 

equilibrium conditions (3), implies the dynamic behavior of the capital stock: 
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Equation (4') implies a relationship between k,+, and k,. We will describe 

this as the saving locus. 
The properties of the saving locus depend on the derivative: 
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The numerator of this expression is positive, reflecting the fact that an 

increase in the capital stock in period t increases the wage, which increases 

saving. The denominator is of ambiguous sign because the effects of an 

increase in the interest rate on saving are ambiguous. If s, > 0, then the 

denominator in (5) is positive, as is dk,+1/dk,-
The saving locus in figure 3.1 summarizes both the dynamic and the 

steady state behavior of the economy. The 45-degree line in figure 3.1 is 
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Figure 3.1 

Saving and steady states 
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