HANDOUT 3: DYNAMIC INEFFICIENCY
A STEADY STATE IS DYNAMIC INEFFICIENT IF: 
k*>kg
or 

f(k*)’ < f(kg)
 If  f(kg)’=1+n, the same condition can be expressed as follow:

r* < n
It  is the situation in which k* is to high: we are saving too much and consuming too little. Such a steady state cannot be Pareto Optimal because a reduction in the level of capital could increase consumption, and thus the utility, of all agents for all t because  dc*/dk* < 0
In the Ramsey model TVC requires ρ > n. In steady state  f(k*)’ = n+δ+ ρ   and thus we are sure that r*= f(k*)’ = n+δ+ ρ > ρ.  Therefore TVC ensures that r*>n and thus that dynamic inefficiency can never arise. 
In the overlapping generation model we do not have this constraint and thus there is dynamic inefficiency whenever r*<n.
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