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Abstract

Altruism is an important issue affecting savings and human capital investment. This paper links suboptimality of
human and physical capital accumulation to altruism in a three-period overlapping-generations model. We find
that the extent of altruism determines the accumulation regime of suboptimality. Regarding the policy to restore
optimality, under a large extent of altruism and thus operative bequest motives, it optimal to subsidize both
education and bequests financed by lump-sum taxes of the working-aged if the altruism factor is smaller than
the social weight, but to tax both if otherwise. This case does not need public pensions. By contrast, under a
small extent of altruism and thus inoperative bequest motives, it is optimal to subsidize education and to transfer
the retirees a lump sum, financed by taxing the working- aged a lump sum. In this case, education subsidies and
public pensions are necessary. Our quantitative exercise suggests that inoperative bequest motives are more in
line with the data, supporting public education financing and public pensions.
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