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OG, Paul Samuelson is Ninety

I first met Paul at the baggage claim at Logan airport.  I had spotted him earlier near the head of a long line waiting to board a flight from San Francisco to Boston.  Paul was returning from interviews at Stanford with his daughters, Jane and Marnie, who were prospective students.  I was on my way from Stanford to give a job market seminar at MIT.  I had been cautioned that giving a seminar in front of Paul was likely to be no easy matter.  So I when I said to my wife Susan, “I think that Paul Samuelson is ahead of me in line,” she figured that I was so nervous that I was seeing Paul Samuelsons everywhere.  I was lucky.  I got the job and four great years at MIT learning from Paul and Bob Solow.

Paul has contributed so much to economic science and the economics profession.  My favorite – among Paul’s many superb achievements – is the overlapping-generations model.  OG.

1. The OG model is realistic.  People are born and they die.  The generations do overlap.  They are not, as the early European translations made out, “successives” (French) or “sucesivas” (Spanish).  Nor are they fully contemporaneous.

2. The OG model easily allows – as Larry Kotlikoff and others have shown us – for real-world demography.  Real-world demography is the source of some of the most pressing policy issues for the 21st century.

3. Unlike finite models, the OG model allows for public debt that need not be retired.  (a) Money-denominated taxes and transfers need not be balanced in order for them to be bonafide (i.e. permit a positive price for money or bonds).  (b) Asymptotically balanced fiscal policies need not be bonafide.

4. In the OG model: (I) a perfect foresight competitive equilibrium allocation is weakly (or, short-run) Pareto optimal. (II) Weakly Pareto-optimal allocations (including Pareto-optimal allocations) are decentralizable with lump-sum money taxes and transfers as competitive equilibrium allocations.

5. The OG model is tractable.  The heterogeneous-agent, infinite-lifetime model introduces mathematical complications concerning budget constraints not necessarily representable as inner products.  The OG model is easy to work with because individual wealths are always finite, even though the value of the aggregate wealth might be infinite.

6. Sunspots.  There are many sources of sunspot equilibria. Two come from the OG model: (a) The natural restrictions on market participation (George Washington, Spiro Agnew, and Buck Rogers cannot hedge bets in the same market) are in themselves causes of SSE. (b) The infinite horizon (or, the “double infinity” of consumers and dated commodities) is in itself a cause of SSE.

Paul, thank you! Congratulations for a great scientific career and a life well lived.  Your friends are tough:  We expect from Paul Samuelson many more theorems, deep insights, wise mentoring, and public service in the years ahead. Oh Gee!
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