Public Finance
B 5 &

Fall 2017 and Spring 2018

Instructor: Prof. Li-Chen Hsu

Time: 1:10-4:00 p.m. Monday
Classroom: 3% & Fu4gm 1 270209
Office: ¥ & FuAgm 4 H 270945
Office hours: 4:10-5:10 p.m. Monday

COURSE OBJECTIVE: Public Finance is a series of two-semester course. The first semester deals
primarily with issues of public expenditures and the second semester will discuss government
revenues (mainly taxation) and local public finance. The purpose of this course is to use
microeconomic theory to analyze some basic topics of public finance. Some practical events will
also be discussed in class.

PREREQUISITES: Introductory Microeconomics and Calculus.

TEXTS:

Rosen, Harvey S. and Ted Gayer (2014), Public Finance, 10th edition, McGraw Hill. (required)
Boadway, Robin W. and David E. Wildasin (1984), Public Sector Economics, 2nd edition, Little,
Brown & Company.

Fisher, Ronald C. (2007), State and Local Public Finance, second edition, 3rd edition, Irwin.
Musgrave, Richard A. and Peggy B. Musgrave (1989), Public Finance in Theory and Practice, 5th
edition, McGraw-Hill Book Company.

Stiglitz, Joseph E. (2000), Economics of the Public Sector, 3rd edition, W.W. Norton & Company.

GRADING & EXAMS: There will be one midterm exam and one final exam in each
semester. Each exam will take two to three hours. The midterm and the final exams will each
count 45% of your course grade. Homework assignments will count 10%.
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COURSE OUTLINES:

THE FIRST SEMESTER

Review of Some Basic Microeconomics (Rosen Appendix) [ % 0 i¥]

INTRODUCTION
Welfare Economics (Rosen Chapters 2, 3) [# 1, 2 i¥]

PART 1: WHY IS THERE A ROLE FOR THE GOVERNMENT?
A. Public Goods (Rosen Chapter 4, Stiglitz Chapter 6) [ % 3, 4 i¥]

« the definition of public goods

« the efficiency condition of the provision of public goods: Samuelson conditions

e problem with public goods

o Lindahl equilibrium (Stiglitz Chapter 7)

o preference revelation (Boadway & Wildasin: Groves-Ledyard mechanism, pp. 161-166,
Varian: Clarke tax, pp. 622-627)

e merit goods and club goods (Musgrave & Musgrave: various chapters, Boadway and
Wildasin Chapter 4)

B. Externalities (Rosen Chapter 5, Stiglitz Chapter 9) [ % 6, 7 i¥]

« the definition of externalities

o types of externalities

e private solutions to externalities

e government sector solutions to externalities
e the theory of commons

C. Public Choice (Rosen Chapter 6, Stiglitz Chapter 7, Boadway & Wildasin Chapter 6) [ % 8, 9 i¥]

e Direct democracy
1. the Bowen-Black majority voting model
2. the Buchanan-Tullock model
3. Arrow's impossibility theorem



o Representative democracy
1. the Downs model
2. the Romer-Rosenthal model

Midterm Exam: 2017/11/13 [% 10 i¥]

D. Cost-Benefit Analysis (Rosen Chapter 8, Stiglitz Chapter 11) [ % 11, 12 i¥]
e private sector project evaluation
net present value (NPV)
internal rate of return (IRR)
benefit-cost ratio (B/C)
« social discount rates
o shadow prices and market prices
« the evaluation of time, life, natural resources, and risk

E. Public Enterprise Pricing (Stiglitz Chapter 8, Boadway & Wildasin Chapter 7) [ % 13 i¥]

F. Expenditure Programs (Rosen Chapters 9, 10, 11, 12, 13, Stiglitz Chapters 10, 12, 13, 14, 15, 16)
[ 14, 15, 16 i¥]

« efficiency consequences to expenditure programs

« distributional consequences to expenditure programs

o welfare programs

o defense

« social insurance

e education

Final Exam: 2018/01/08 [ % 18 i¥]

THE SECOND SEMESTER

GOVERNMENT REVENUES
A. Criteria for a Good Tax (Rosen Chapters 14, 15, 16, Stiglitz Chapter 18, 19, 20)
« taxation and equity: tax incidence (Rosen Chapter 14) [ % 1, 2 i¥]
partial equilibrium analysis (Stiglitz Chapter 18)

general equilibrium analysis
« taxation and efficiency: excess burden (Rosen Chapter 15, Stiglitz Chapter 19) [ % 3, 4 i¥]

» optimal taxation (Rosen Chapter 16, Stiglitz 20) [ % 5, 6 i¥]
« taxevasion (Rosen Chapter 16, Stiglitz Chapter 24) [ % 7 %]

Midterm Exam: 2018/4/23 [ % 9 i¥]



B. The Tax System (Rosen Chapters 17, 18, 19, Stiglitz Chapters 19, 22, 23, 24)
« the incentive effect of personal income taxes (Rosen Chapter 18, Stiglitz Chapter 19) [ % 8,
10 i¥]
« the personal income tax (Rosen Chapter 17, Stiglitz Chapter 22) [ % 11, 12 %]
 the corporation income tax (Rosen Chapter 19, Stiglitz Chapter 23) [ % 13, 14 %]

C. Debt (Rosen Chapter 20, Stiglitz Chapter 18) [ % 15 i¥]
e Ricardian equivalent theorem

PART Ill: STATE AND LOCAL PUBLIC FINANCE (Rosen Chapter 22) [ % 16 i¥]
e Tiebout model
o optimal government size
e grants
e property tax

Final Exam: 2018/6/25 [ % 18 i¥]



