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Abstract:

We investigate efficient health investment, capital accumulation, and fertility in a
dynastic family model with moral hazard from longevity-dependent annuities. We
first determine the social optimum and then equilibrium allocations with social
security, health subsidization, or public health financed by labor income taxation.
Private annuities induce not only more health spending and more savings but also
fewer children. Socia security and health subsidization exacerbate the moral hazard,
whereas universal public health mitigates it. Surprisingly, social security and
universal public health can decentralize the social optimum. Numerical results
based on plausible parameterization suggest substantial overspending on health and
under-provision of socia security in the United States.
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