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COURSE DESCRIPTION

Public Finance is the branch of economics that studies the role of the public sector in the economy.  In this course, we will study the intellectual foundations that justify the existence of the public sector, and the economic theory that describes what the role of the public sector should be.  We will then look at what the U.S. public sector actually does, and how it affects individual and corporate decision-making and welfare. A major theme this year will be policy issues resulting from the federal deficit and efforts related to dealing with it.
Prerequisite:
Econ 101

Textbooks  
Required:
Finance and Public Policy, Jonathan Gruber, Worth Publishers, 3rd edition 2010.

Recommended:
Public Finance, Harvey S. Rosen, McGraw-Hill, 8th ed., 2005.
Other books referenced will include State and Local Public Finance, Ronald C. Fisher, 3rd edition.  There will also be recommended reading from academic journals and news articles.  Many of these will be available for download from the website.  Some material that is not in the text will be presented in the lecture.

Exams, Papers and Grades
The course will include:

· two in-class Midterm Exams (Tu, 2/7 and Th, 3/8) each worth 25% of the final grade,

· a Final Exam (Mon. April 30?, 9:45-11:45 a.m.) worth 25% of the final grade,  
· 5-6 problem sets worth 3% each, and

· a team work project 10% of the final grade.

This is an election year again so we have an opportunity to study and evaluate positions on policy issues of various political candidates.    We will still be discussing many of the traditional public finance topics (health care, social security, Medicare and Medicaid, education, tax policy) during the semester. In addition, the implications of these issues for the federal deficit will be a special theme and focus throughout the semester.  In addition to the homework, two project papers will be assigned during the semester. The first short paper will be assess strategies to address rising health care costs.  The second paper will be a team project for the semester focused on dealing with the deficit reduction (trying to do a better job than the 12-member Super Committee from last November).  
  We’ll organize ourselves into separate teams with opportunity to deal with different aspects of the deficit report.  Tentative groups could include:
A. identify and assess spending cut policies for addressing deficit
B. identify and assess revenue generation strategies for addressing the deficit
C. Tax reform strategies

D. addressing entitlement programs (Social Security, Medicare, and especially Medicaid,
E. Overall Assessment and recommendations 

Depending on class size, we can pair up into 2-3 person teams.  By the third week or so, we will have identified the issues we will focus on.  Teams will be formed to prepare an analysis, write-up and presentation to the class.  Write ups, 10-12 pages in length, will be individual, but presentation will be as a team.

COURSE OUTLINE
Introduction
A.
Background and overview of the deficit (Gruber, Ch. 1)
B.
Tools of Public Finance

Theoretical (Gruber, Ch 2)

Empirical  (Gruber, Ch. 3)

C.
Tools of Budget Analysis (Gruber, Ch. 4)
PART II:  Externalities and Public Goods
A.
Externalities (Gruber, Ch. 5 and 6)

[Homework #1 due]

B.
Public Goods (Gruber, Ch. 7)

C. 
Cost – Benefit Analysis (Gruber, Ch. 8)

D.
Political Economics (Gruber, Ch. 9)





[Homework #2 due]

MIDTERM EXAM #1 – Tu Feb 7
PART II:  Social Insurance and Redistribution
A.
Social Security and Unemployment Insurance (Gruber, Ch. 12, 13,14)

Guest Speaker – Amy Harris, Iowa Dept. of Revenue—Th Feb 9
B.
Health Care—markets, role of insurance, reform options (Gruber, Chs. 15,16)




C. 
Income Distribution and Welfare Programs(Gruber, Ch. 17)


[Homework #3 due]
 PART III:  Government Expenditure

A. State and Local Government Expenditures (Gruber, Ch. 10)

B. Education (Gruber, Ch. 11)

-----Guest Lecturer,  Mr. Mike Lipsman, ret. Dept. of Revenue

[Homework #3 due]
MIDTERM EXAM #2 – Thur., March 8
PART IV:  Taxation
A.
The U.S. Tax System (Gruber, Ch. 18)

B.
What is a Good Tax? Equity Implications of Tax: Tax Incidence (Gruber, Ch. 19)
C.
Tax Inefficiencies  (Gruber, Ch. 20)

D.
Taxes on Labor Supply (Gruber, Ch. 21)

E.
Taxes on Savings  (Gruber, Ch. 22)

F.
Taxes on Risk Taking and Wealth (Gruber, Ch. 23)

G.
Corporation Taxes (Gruber, Ch. 24)

H.
Fundamental Tax Reform (Gruber, Ch. 25)

[Homework #5 due Th April 12]

Paper presentations: Tu April 24 and Thur April 26
Required or recommended readings from academic journals will be listed on the class webpage.

FINAL:  Mon. April 30,  9:45-11:45.  Room: Heady Hall 160
If you have a disability and require accommodations, please contact the instructor early in the semester so that your learning needs may be appropriately met.  You will need to provide documentation of your disability to the Disability Resources (DR) office, located on the main floor of the Student Services Building, Room 1076, 515-294-6624.
