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This research investigates how unfunded public pensions financed by value
added tax (VAT) affect economic growth and whether payroll tax (PT) or VAT is the more growth-
friendly tax structure for financing public pensions. Using overlapping generations models with
parental altruism, we find that a public pension system financed by VAT may increase economic growth

when bequests are operative. By contrast, when bequests are inoperative, public pensions hinder
growth unless agents are sufficiently patient. Finally, public pensions financed by VAT are more
growth- friendly than those financed by PT.

This research also investigate the relationship between the sustainability of public debt and
inequality in a growth model with heterogeneous agents. We show that an increase in the deficit
ratio or the redistributive tax makes public debt less sustainable. If the economy falls into the
unsustainable region as a result of the policy change, both public debt and inequality continue to
increase.
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