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The economy starts out at ko and gradually moves toward the steady state 

capital stock. Each successive generation is better off than its predecessors, 
whose capital accumulation, undertaken in this model for purely selfish 
motives, raised wages for the next generation. Note, though, that we could 
have drawn the s( ) curve differently and allowed for an oscillatory but 

stable equilibrium, for an unstable equilibrium, or for multiple equilibria. 
We next want to examine the optimality properties of the market equilib-

rium in the overlapping generations model. To do this, we have to develop 

an optimality criterion by which to evaluate alternative equilibria 

Optimality Properties 

We now ask how the market allocation compares to that which would be 

chosen by a central planner who maximizes an intertemporal social welfare 

function. This raises a basic question, that of the relevant social welfare 

function. When individuals have infinite horizons, it is logical to take the 

social welfare function to be their own utility function. Here, however, each 

generation cares, at least in its private decisions, only about itself and not 
about future generations. Why should a central planner do otherwise? 

The issue is not fundamentally different from that of deining a social 

welfare function in an atemporal context, when people have different 

endowments, abilities, and the like (an issue analyzed at length in the 
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