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1 Aim of the course

Public economics studies the public sector in its broadest sense.

The aims of this course are to:

e discuss key issues in public economics;

e provide an overview of the theoretical tools and empirical strategies used in the
study of the public sector;

e develop a coherent understanding of practical issues in the implementation of
public sector policies;

e introduce the research frontier in the covered topics.
Students successfully completing this course should be able to:

e critically discuss key issues in public economics;
e understand the basic economic modeling of the public sector;
e engage critically with the empirical public economics literature;

e understand and engage with the research frontier in the field of public economics.



2 Course outline

After an introductory part, that covers an overview of public economics, we cover
three broad areas. First, we discuss taxes and transfers and engage thoroughly with
the theoretical and empirical literature on tax incidence, behavioral responses to taxes
and transfers, optimal taxation, and income redistribution. Second, we discuss social
insurance as an umbrella that covers unemployment insurance, health insurance, and
social security and pensions. Finally, we discuss public goods and externalities. We also
aim to discuss local provision of public goods and education as an important sector with
great involvement of the government.

Below is a brief list of topics. You can find the full reading list in section 4.

Part 0: A introduction to public economics

Part I: Taxation and redistribution

e Tax incidence

Taxation and efficiency

Labour supply and income taxes and transfers

Elasticity of taxable income

Consumption taxes

Optimal taxes and transfers

Tax evasion and avoidance

Part II: Social Insurance
e Unemployment insurance
e Health insurance

e Social security and pensions

Part III: Externalities and public goods
e Externalities
e Public goods
e Local public goods and fiscal federalism

e Education policy



3 Course administration

Lectures and classes

Lectures will be held on Sunday and Tuesday 13:30-15:00, Class 6. Until further notice
classes are held virtually at the following Zoom link:

https:/ /us02web.zoom.us/j /7305041907 7pwd =NXNldmtZanZDZW1KUOowRnRnWU85Zz09
Meeting ID: 730 504 1907
Passcode: sDH8eb

There will be tutorial classes where you will have a chance to discuss your solutions to
assignments. Time and location to be confirmed.

Attendance in both lectures and classes is mandatory and I will monitor your record
carefully.

Evaluation

e Midterm exam (30%): closed book three hour written exam, time: .

Final exam (30%): closed book three hour written exam, time: 1401,/04/28, 9AM.

e Assignments (15%): 6 problem sets.

Referee report (10%): You would need to write a referee report on the following
paper:

Best, M., Shah, J., & Waseem, M. (2021). Detection Without Deter-
rence: Long-Run Effects of Tax Audit on Firm Behavior.

Research Proposal (15%).

Class participation (5% bonus)

4 Reading list

This course is mostly based on journal papers but the following textbook is also used
extensively:

[AS]: A. Atkinson and J. Stiglitz. Lectures on Public Economics, New York:
McGraw Hill, 1980.



The following textbooks provide an undergraduate-level explanation of the topics and
are very useful for understanding the broad view of topics. I recommend you read
relevant chapters from one of these books for each topic.

|G]: J Gruber (2013) Public Finance and Public Policy, 3rd edition, Worth
Publishers.

[SR]: J E. Stiglitz and J. K. Rosengard (2015), Economics of the Public
Sector, 4th edition, W W Norton Company, Inc.

H Rosen and T Gayer (2007), Public Finance, 8th ed., McGraw Hill.
Other useful textbooks for the course topics are as follows:

[S] B. Salanie. The Economics of Taxation, Cambridge: MIT Press, 2003.
Myles, G. Public Economics, Cambridge University Press, Cambridge, 1995.

Kaplow, L. The Theory of Taxation and Public Economics, Princeton Uni-
versity Press, Princeton, 2008.

The following materials are also useful and we will use them extensively in the course:

Auerbach, A. J. and M. Feldstein (eds.), Handbook of Public Economics,
vol. 1 (1985), vol. 2 (1987), vol. 3 (2002), vol. 4 (2002) Elsevier, Amster-
dam.

Auerbach, A. J., Chetty, R., Feldstein, M., & Saez, E. (Eds.). (2013).
Handbook of public economics (Vol. 5). Newnes.

Institute for Fiscal Studies (2010, 2011). The Mirrlees Review: Reforming
the Tax System for the 21st Century, Volume 1 (Dimensions of Tax Design)
and Volume 2 (Tax by Design), Oxford University Press, Oxford.

Part 0: A introduction to public economics

Required readings
[AS] Chapters 1, 11.
[SR| Chapter 1.
Further readings

Barr, N. (1992). Economic theory and the welfare state: a survey and interpretation.
Journal of Economic literature, 30(2), 741-803.

Dreze, J. H. (1995). Forty years of public economics: a personal perspective. Journal
of Economic Perspectives, 9(2), 111-130.



Golosov, M., & Tsyvinski, A. (2015). Policy implications of dynamic public finance.
Annual Review of Economics, 7(1), 147-171.

Feldstein, M. (2002). The transformation of public economics research: 1970-2000.
Journal of Public Economics, 86(3), 319-326.

Mullainathan, S., Schwartzstein, J., & Congdon, W. J. (2011). A reduced-form ap-
proach to behavioral public finance, Annual Review of Economics, 4(1), 511-540.

Sandmo, A. (1999). Asymmetric information and public economics: The Mirrlees-
Vickrey Nobel prize. Journal of Economic Perspectives, 13(1), 165-180.

Sen, A., Deaton, A., & Besley, T. (2020). Economics with a moral compass? Welfare
economics: Past, present, and future. Annual Review of Economics, 12, 1-21.

Part I: Taxation and redistribution
Topic 1: Tax incidence

Definition, partial equilibrium tax incidence, general equilibrium models, non-competitive
settings.

Required readings
|AS] chapter 6-7.

Chetty, R., A. Looney, and K. Kroft (2009). Salience and taxation: Theory and evi-
dence. American Economic Review, 99(4):1145-1177.

Kotlikoff, L. and L. Summers. “Tax Incidence,” in A. Auerbach and M. Feldstein,
Volume 2, 1043-1092. 1987.

Kopczuk, W., Marion, J., Muehlegger, E., & Slemrod, J. (2016). Does tax-collection
invariance hold? evasion and the pass-through of state diesel taxes. American Economic
Journal: Economic Policy, 8(2), 251-86.

Further readings
[S] Chapter 1.

Benzarti, Y., & Carloni, D. (2019). Who really benefits from consumption tax cuts?
Evidence from a large VAT reform in France. American Economic Journal: Economic
Policy, 11(1), 38-63.

Benzarti, Y., Carloni, D., Harju, J., & Kosonen, T. (2020). What goes up may not
come down: asymmetric incidence of value-added taxes. Journal of Political Economy;,
128(12), 4438-4474.

Cutler, D. “Tax Reform and the Stock Market: An Asset Price Approach,” American
Economic Review, 78(5), December 1988, 1107-1117



Diamond, P., “Tax Incidence in a Two-Good Model,” Journal of Public Economics, 9(3),
June 1978, 283-299.

Finkelstein, A. (2009). E-ztax: Tax salience and tax rates. The Quarterly Journal of
Economics, 124(3), 969-1010.

Fuest, C., Peichl, A., & Siegloch, S. (2018). Do Higher Corporate Taxes Reduce Wages?
Micro Evidence from Germany. The American Economic Review, 108(2), 393-418.

Fullerton, D., & G. E. Metcalf (2002). Tax incidence. Handbook of public economics,
4, 1787-1872.

Harberger, A. C. (1962). The incidence of the corporation income tax. Journal of
Political Economy, 70(3):215- 240

Harju, J., Kosonen, T., & Skans, O. N. (2018). Firm types, price-setting strategies, and
consumption-tax incidence. Journal of Public Economics, 165, 48-72.

Poterba, J. “Tax Subsidies to Owner-Occupied Housing: An Asset Market Approach,”
Quarterly Journal of Economics, 99(4), November 1984, 729-752.

Rothstein, J. (2010). Is the EITC as good as an NIT? Conditional cash transfers and
tax incidence. American economic Journal: economic policy, 2(1), 177-208.

Saez, E., Schoefer, B., & Seim, D. (2019). Payroll taxes, firm behavior, and rent sharing:
Evidence from a young workers’ tax cut in Sweden. American Economic Review, 109(5),
1717-63.

Suéarez Serrato, J. C., & Zidar, O. (2016). Who benefits from state corporate tax cuts?
A local labor markets approach with heterogeneous firms. American Economic Review,
106(9), 2582-2624.

Topic 2: Taxation and efficiency

Efficiency loss of taxation, income effects, welfare economics.
Required readings

Auerbach, A. “The Theory of Excess Burden and Optimal Taxation”, in A. Auerbach
and M. Feldstein, Handbook of Public Economics, Volume 1, 61-127. Amsterdam:
North Holland, 1985.

Chetty R. (2009). “Sufficient Statistics for Welfare Analysis: A Bridge Between Struc-
tural and Reduced-Form Methods.” Annual Review of Economics, 1, 451-488.

Kleven, H. J. (2021). Sufficient statistics revisited. Annual Review of Economics, 13,
515-538.

Further readings

[S] Chapter 1.



Auerbach, A. and J. Hines , “Taxation and Economic Efficiency”, in A. Auerbach and M.
Feldstein, Handbook of Public Economics, Volume 3, Chapter 21, Amsterdam: North
Holland, 2002.

Bhandari, A., Evans, D., Golosov, M., & Sargent, T. (2021). Efficiency, Insurance, and
Redistribution Effects of Government Policies. working paper.

Chetty, R., Looney, A., & Kroft, K. (2009). Salience and taxation: Theory and evi-
dence. American economic review, 99(4), 1145-77.

Golosov, M., Tsyvinski, A., & Werquin, N. (2014). A variational approach to the
analysis of tax systems (No. w20780). National Bureau of Economic Research.

Harberger, A. “The Measurement of Waste”, American Economic Review, 54(3), 1964,
58-76.

Hausman, J. A. (1981). Exact consumer’s surplus and deadweight loss. American
Economic Review, 71(4):662— 76.

Hines, J. R. (1999). Three sides of Harberger triangles. Journal of Economic Perspec-
tives, 13(2), 167-188.

Topic 3: Labour supply and income taxes and transfers

Theoretical models of labour supply, empirical strategies to estimate labour supply
elasticities, key findings.

Required readings
[AS] chapter 2

Blundell, R. and T. MaCurdy (1999). “Labor Supply: A Review of Alternative Ap-
proaches,” in O. Ashenfelter and D. Card (eds.), Handbook of Labor Economics vol.
3A, Elsevier, Amsterdam.

Chetty, R., Friedman, J. N.; Olsen, T., & Pistaferri, L. (2011). Adjustment costs, firm
responses, and micro vs. macro labor supply elasticities: Evidence from Danish tax
records. The quarterly journal of economics, 126(2), 749-804.

Eissa, N. (1995). “Taxation and Labor Supply of Married Women: The Tax Reform
Act of 1986 as a Natural Experiment.” NBER Working Paper No. 5023.

Eissa, N. and J. Liebman (1996). “Labor Supply Response to the Earned Income Tax
Credit.” Quarterly Journal of Economics 61, 605-37.

Further readings

Ashenfelter, O. and M. Plant, “Non-Parametric Estimates of the Labor Supply Effects
of Negative Income Tax Programs”, Journal of Labor Economics, vol. 8, 1990, 396-415.

Benzarti, Y., & Harju, J. (2021). Can payroll tax cuts help firms during recessions?.
Journal of Public Economics, 200, 104472.



Blundell, R., A. Duncan and C. Meghir, “Estimating Labor Supply Responses Using
Tax Reforms,” Econometrica 66 (July 1998), 827-862.

Blundell, R., Bozio, A. and G. Laroque. (2013), “Extensive and Intensive Margins of
Labour Supply: Work and Working Hours in the US, UK and France”, Fiscal Studies,
34(1), 1-29.

Chetty, Raj. (2012) “Bounds on Elasticities with Optimization Frictions: A Synthesis
of Micro and Macro Evidence on Labor Supply”, Econometrica 80(3), 969-1018.

Chetty, Raj, John N. Friedman, and Emmanuel Saez, “Using Differences in Knowledge
across Neighborhoods to Uncover the Impacts of the EITC on Earnings”, American
Economic Review 103.7 (2013): 2683-2721.

Kleven, H. J. (2016). Bunching. Annual Review of Economics, 8, 435-464.

Kleven, H. and M. Waseem (2013). “Using Notches to Uncover Optimization Frictions
and Structural Elasticities: Theory and Evidence from Pakistan.” Quarterly Journal of
Economics 128, 669-723.

Lemieux, T. | B. Fortin, and P. Fréchette (1994), “The Effect of Taxes on Labor Supply
in the Underground Economy”, American Economic Review, 84, 231-254.

MaCurdy, T. (1981), “An Empirical Model of Labor Supply in a Life Cycle Setting”,
Journal of Political Economy, 89(6), 1059-1089

Meyer, B. and D. Rosenbaum (2001). “Welfare, the Earned Income Tax Credit, and
the Labor Supply of Single Mothers.” Quarterly Journal of Economics 66, 1063-1114.

Michalopoulos, C.; P. K. Robins, and D. Card (2005). “When financial work incen-
tives pay for themselves: evidence from a randomized social experiment for welfare
recipients.” Journal of Public Economics 89, 5-29

Moffitt, R. (2002). Welfare Programmes and Labour Supply. AJ Auerbach & M.
Feldstein (Eds.), Handbook of Public Economics pp. 2393-2430.

Tazhitdinova, A. (2022). Increasing hours worked: Moonlighting responses to a large
tax reform. American Economic Journal: Economic Policy, 14(1), 473-500.

Topic 4: Elasticity of taxable income

Definition, empirical strategies to estimate ETI, key findings.
Required readings

Feldstein, M. (1995). “The Effect of Marginal Tax Rates on Taxable Income: A Panel
Study of the 1986 Tax Reform Act.” Journal of Political Economy 103, 551-572.

Kleven, H. J., & Schultz, E. A. (2014). Estimating taxable income responses using
Danish tax reforms. American Economic Journal: Economic Policy, 6(4), 271-301.



Saez, E. (2010). Do taxpayers bunch at kink points?. American economic Journal:
economic policy, 2(3), 180-212.

Saez, E., J. Slemrod, and S. Giertz (2010), “The Elasticity of Taxable Income with
Respect to Marginal Tax Rates: A Critical Review”, Journal of Economic Literature
50(1), 2012, 3-50.

Further readings

Chetty, R. (2009). “Is the Taxable Income Elasticity Sufficient to Calculate Deadweight
Loss? The Implications of Evasion and Avoidance.” American Economic Journal: Eco-
nomic Policy 1, 31-52.

Feldstein, M. (1999). “Tax Avoidance and the Deadweight Loss of the Income Tax.”
Review of Economics and Statistics 81, 674-680.

Goolsbee, A. (2000). “What Happens When You Tax the Rich? Evidence from Execu-
tive Compensation.” Journal of Political Economy 108, 352-378.

Gruber, J. and E. Saez (2002). “The Elasticity of Taxable Income: Evidence and
Implications.” Journal of Public Economics 84, 1-32.

He, D., Peng, L., & Wang, X. (2021). Understanding the elasticity of taxable income:
A tale of two approaches. Journal of Public Economics, 197, 104375.

Kopczuk, W. (2005). “Tax Bases, Tax Rates, and the Elasticity of Reported Income.”
Journal of Public Economics 89, 2093-2119.

Imbens, G. W., Rubin, D. B., & Sacerdote, B. I. (2001). Estimating the effect of
unearned income on labor earnings, savings, and consumption: Evidence from a survey
of lottery players. American Economic Review, 91(4), 778-794.

Topic 5: Consumption Taxes

Ramsey rule of taxation, equity-efficiency trade-off, Value-added tax
Required readings

[AS] Chapter 12.

[S] Chapter 3.

Pomeranz, D. (2015), “No taxation without information: Deterrence and self-enforcement
in the value added tax”, American Economic Review, 105(8), 2539-69.

Waseem, M. (2022). The role of withholding in the self-enforcement of a value-added
tax: Evidence from pakistan. The Review of Economics and Statistics, 104 (2): 336—
354.

Further readings



Allcott, H., Lockwood, B. B., & Taubinsky, D. (2019). Regressive sin taxes, with an
application to the optimal soda tax. The Quarterly Journal of Economics, 134(3),
1557-1626.

Auerbach, A. (1985). “The Theory of Excess Burden and Optimal Taxation,” in A.
Auerbach and M. Feldstein (eds.), Handbook of Public Economics vol. 1, Elsevier,
Amsterdam.

Bachas, P., Gadenne, L., & Jensen, A. (2020). Informality, Consumption Taxes, and
Redistribution (No. w27429). National Bureau of Economic Research.

Benedek, D., De Mooij, R. A., Keen, M., & Wingender, P. (2020). Varieties of VAT
pass through. International Tax and Public Finance, 27(4), 890-930.

Bento, A. M., Goulder, L. H., Jacobsen, M. R., & von Haefen, R. H. (2009). Distribu-
tional and Efficiency Impacts of Increased US Gasoline Taxes. The American Economic
Review, 99(3), 667-699.

Benzarti, Y., & Tazhitdinova, A. (2021). Do value-added taxes affect international trade
flows? evidence from 30 years of tax reforms. American Economic Journal: Economic
Policy, 13(4), 469-89.

Besley, T., & Jewitt, I. (1995). Uniform taxation and consumer preferences. Journal
of Public Economics, 58(1), 73-84.

Carrillo, P., Pomeranz, D., and Singhal, M. (2017). Dodging the taxman: Firm mis-
reporting and limits to tax enforcement. American Economic Journal: Applied Eco-
nomics, 9(2):144-64.

De Paula, A. and Scheinkman, J. A. (2010). Value-added taxes, chain effects, and
informality. American Economic Journal: Macroeconomics, 2(4):195-221.

De Paula, A. and Scheinkman, J. A. (2011). The informal sector: An equilibrium model
and some empirical evidence from Brazil. Review of Income and Wealth, 57:S8-S26.

Diamond, P. (1975). “A Many-Person Ramsey Tax Rule.” Journal of Public Economics
4, 335-342.

Keen, M. and Lockwood, B. (2010). The value added tax: Its causes and consequences.
Journal of Development Economics, 92(2):138-151.

Kleven, H.J. (2004). “Optimum Taxation and the Allocation of Time.” Journal of Public
Economics 88, 545-557.

Hoseini, M. and Briand, O. (2020). Production efficiency and self-enforcement in val-
ueadded tax: Evidence from state-level reform in India. Journal of Development Eco-
nomics, 144:102462.

Saez, E. (2002). “The Desirability of Commodity Taxation Under Non-Linear Income
Taxation and Heterogeneous Tastes," Journal of Public Economics, 83, pp. 217-230.

Waseem, M. (2022). Overclaimed Refunds, Undeclared Sales, and Invoice Mills: Nature
and Extent of Noncompliance in a Value-Added Tax. Working Paper.

10



Topic: Corporate taxation

Required readings

[AS] Chapter 5.

Auerbach, A. (1983), “Taxation, Corporate Financial Policy, and the Cost of Capital”,
Journal of Economic Literature 21, 905-940,

R. Chetty and E. Saez, “Dividend Taxes and Corporate Behavior: Evidence from the
2003 Dividend Tax Cut”, Quarterly Journal of Economics, 120(3), August 2005, 791-
833.

R. Chetty and E. Saez, “Dividend and Corporate Taxation in an Agency Model of the
Firm,” AEJ: Economic Policy, 2(3), August 2010, 1-31.

Further readings

Alstadsaeter, A., Jacob, M., & Michaely, R. (2017). Do dividend taxes affect corporate
investment?. Journal of public Economics, 151, 74-83.

Devereux, M., R. Griffith, and A. Klemm. “Corporate Income Tax Reforms and Inter-
national Tax Competition.” Economic Policy 17: 449-495, 2002.

Goodman, L., Patel, E., & Saunders-Scott, M. (forthcoming). Implications of Tax Loss
Asymmetry for Owners of S-Corporations. American Economic Journal: Economic
Policy.

Gordon R. and J. Mackie-Mason, 1994. “Tax distortions to the choice of organizational

form,” Journal of Public Economics, Elsevier, vol. 55(2), pages 279-306.

Hassett, K. and R. G. Hubbard, “Tax Policy and Business Investment”, in A. Auer-
bach and M. Feldstein, eds., Handbook of Public Economics, Volume 3 (Amsterdam:
Elsevier, 2002), 1294- 1343.

House, C. and M. Shapiro, “Temporary Investment Tax Incentives: Theory with Evi-
dence from Bonus Depreciation,” American Economic Review 98 (2008), 737-768.

Laffitte, S., & Toubal, F. (forthcoming). Multinationals’ Sales and Profit Shifting in
Tax Havens. American Economic Journal: Economic Policy.

Liu, Li, Tim Schmidt-Eisenlohr, and Dongxian Guo. "International Transfer Pricing
and Tax Avoidance: Evidence from Linked Trade-Tax Statistics in the United King-
dom." Review of Economics and Statistics 102, no. 4 (2020): 766-778.

Summers, L. H., Bosworth, B. P., Tobin, J., & White, P. M. (1981). Taxation and
Corporate Investment: A g-Theory Approach. Brookings Papers on Economic Activity,
1981(1), 67-140.

11



Topic : Capital income taxation

Aiyagari, S. R. (1995). Optimal Capital Income Taxation with Incomplete Markets,
Borrowing Constraints, and Constant Discounting. Journal of Political Economy, 103(6),
1158-1175.

Chamley, C. (1981). The welfare cost of capital income taxation in a growing economy.
Journal of Political Economy, 89(3), 468-496.

Chamley, C. (1986). Optimal Taxation of Capital Income in General Equilibrium with
Infinite Lives. Econometrica, 54(3), 607-622.

Diamond, P., & Spinnewijn, J. (2011). Capital income taxes with heterogeneous dis-
count rates. American Economic Journal: Economic Policy, 3(4), 52-76.

Feldstein, M. (1978). The welfare cost of capital income taxation. Journal of Political
Economy, 86(2, Part 2), S29-S51.

Gordon, R. H. (2004). Taxation of interest income. International Tax and Public
Finance, 11(1), 5-15.

Gordon, R. H., & Kopczuk, W. (2014). The choice of the personal income tax base.
Journal of Public Economics, 118, 97-110.

[S] Chapter 6.

Topic: Wealth Taxes

Auerbach, A. J., & Hassett, K. (2015). Capital taxation in the twenty-first century.
American Economic Review, 105(5), 38-42.

Briilhart, M., Gruber, J., Krapf, M., & Schmidheiny, K. (Forthcoming). Behavioral
Responses to Wealth Taxes: Evidence from Switzerland. American Economic Journal:
Economic Policy.

Kopczuk, W. (2013). Taxation of intergenerational transfers and wealth. In Handbook
of public economics (Vol. 5, pp. 329-390). Elsevier.

Londofio-Vélez, J., & Avila-Mahecha, J. (2021). Enforcing wealth taxes in the develop-
ing world: Quasi-experimental evidence from Colombia. American Economic Review:
Insights, 3(2), 131-48.

Scheuer, F., & Slemrod, J. (2021). Taxing our wealth. Journal of Economic Perspec-
tives, 35(1), 207-30.

Topic 6: Optimal taxes and transfers

Optimal income tax and transfers, Mirrlees and beyond, optimal transfer programs.

12



Required readings
|AS| Chapter 13.
[S] Chapter 4 and 8.

Diamond, P. and E. Saez (2011). “From Basic Research to Policy Recommendations:
The Case for a Progressive Tax.” Journal of Economic Perspectives 25, 165-190.

Piketty, T. and E. Saez (2013). “Optimal Labor Income Taxation,” in A. Auerbach,
R. Chetty, M. Feldstein, and E. Saez (eds.), Handbook of Public Economics vol. 5,
Elsevier, Amsterdam.

Saez, E. (2002). “Optimal Income Transfer Programs: Intensive Versus Extensive Labor
Supply Responses.” Quarterly Journal of Economics 117, 1039-1073.

Further readings

Akerlof, G. (1978). “The Economics of ‘Tagging’ as Applied to Optimal Income Tax,
Welfare Programs, and Manpower Planning.” American Economic Review 68, 8-19.

Atkinson, A. and J. Stiglitz (1976). “The design of tax structure: Direct versus indirect
taxation.” Journal of Public Economics 6, 55-75.

Besley, T. and S. Coate (1992). “Workfare versus Welfare: Incentive Arguments for
Work Requirements in Poverty-Alleviation Programs.” American Economic Review 82,
249-61.

Diamond, P. (1998). “Optimal Income Taxation: An Example with a U-Shaped Pattern
of Optimal Marginal Tax Rates.” American Economic Review 88, 83-95.

Diamond, P.A. and J.A. Mirrlees (1971). “Optimal Taxation and Public Production,
Part I: Production Efficiency, Part II: Tax Rules.” American Economic Review 61, 8-27,
261-278.

Diamond, P. and Saez, E. (2011). “The Case for a Progressive Tax: From Basic Research
to Policy Recommendations," Journal of Economic Perspectives, 25(4), pp. 165-190.

Golosov, M., Troshkin, M., & Tsyvinski, A. (2011). Optimal taxation: merging micro
and macro approaches. Journal of Money, Credit and Banking, 43, 147-174.

Hoynes, H. and Patel, A. (2017) “Eective Policy for Reducing Poverty and Inequality?
The Earned Income Tax Credit and the Distribution of Income", Journal of Human
Resources, 1115-7494.

Kaplow, L. (2006). “On the Undesirability of Commodity Taxation Even When Income
Taxation is Not Optimal.” Journal of Public Economics 90, 1235-1250.

Kleven, H., C. Kreiner, and E. Saez (2009). “The Optimal Income Taxation of Couples.”
Econometrica 77, 537-560.

Laroque, G. (2005). “Indirect taxation is superfluous under separability and taste ho-
mogeneity: A simple proof.” Economic Letters 87, 141-144.

13



Mankiw, G. and M. Weinzierl (2010). “The Optimal Taxation of Height: A Case Study
of Utilitarian Income Redistribution.” American Economic Journal: Economic Policy
2, 155-176.

Mirrlees, J. (1971). “An Exploration in the Theory of Optimal Income Taxation.”
Review of Economic Studies 38, 175-208.

Nichols, A. and R. Zeckhauser (1982). “Targeting Transfers through Restrictions on
Recipients.” American Economic Review Papers & Proceedings 72, 372-77.

Piketty, T., Saez, E. and Stantcheva, S. (2014). “Optimal Taxation of Top Labor
Incomes: A Tale of Three Elasticities," American Economic Journal: Economic Policy,
6(1), pp. 230-271.

Saez, E. (2001). “Using Elasticities to Derive Optimal Income Tax Rates.” Review of
Economics Studies 68, 205-229.

Saez, E. (2002). “The Desirability of Commodity Taxation Under Non-Linear Income
Taxation and Heterogeneous Tastes.” Journal of Public Economics 83, 217-230.

Saez, E., & Stantcheva, S. (2016). Generalized social marginal welfare weights for
optimal tax theory. American Economic Review, 106(1), 24-45.

Simula, L., & Trannoy, A.(forthcoming). Gini and Optimal Income Taxation by Rank.
American Economic Journal: Economic Policy.

Topic 7: Tax evasion and avoidance

A simple model of tax evasion, taxation in developing countries, empirical findings of
evasion elasticities.

Required readings

Kleven, H. J., M. Knudsen, C. T. Kreiner, S. Pedersen, and E. Saez (2011). “Un-
willing or Unable to Cheat? Evidence from a Tax Audit Experiment in Denmark.”
Econometrica 79, 651-692.

Keen, M., & Slemrod, J. (2017). Optimal tax administration. Journal of Public Eco-
nomics, 152, 133-142.

Kleven, H. J. (2014). How can Scandinavians tax so much?. Journal of Economic
Perspectives, 28(4), 77-98.

Pomeranz, D., & Vila-Belda, J. (2019). Taking state-capacity research to the field:
Insights from collaborations with tax authorities. Annual Review of Economics, 11,
755-781.

Slemrod, J. and S. Yitzhaki (2002). “Tax Avoidance, Evasion and Administration,” in
A. Auerbach and M. Feldstein (eds.), Handbook of Public Economics Vol. 3, Elsevier,
Amsterdam.

14



Further readings

Advani, A., Elming, W., & Shaw, J. (2017). The dynamic effects of tax audits. The
Review of Economics and Statistics, 1-45.

Allingham, M. and A. Sandmo (1972). “Income Tax Evasion: A Theoretical Analysis.”
Journal of Public Economics 1, 323-338.

Alstadsaeter, A., Johannesen, N., & Zucman, G. (2018). “Tax evasion and inequality”,
American Economic Review (forthcoming).

Almunia, M., & Lopez-Rodriguez, D. (2018). Under the radar: The effects of moni-
toring firms on tax compliance. American Economic Journal: Economic Policy, 10(1),
1-38.
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Topic 8: Unemployment insurance

Uemployment insurance, moral hazard, empirical findings.
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Topic 9: Health insurance

Health insurance and adverse selection, empirical tests of adverse selection.
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Topic 10: Social security and pensions

Definitions of various pension schemes, retirement-savings puzzle, empirical evidence
on behavioral responses to pension incentives.
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Part III: Externalities and public goods
Topic 11: Externalities

Externalities and pigouvian taxation, environmental externalities.
Required readings
|G] Chapters 5, 6.

Autor, D. H., Palmer, C. J., & Pathak, P. A. (2014). Housing market spillovers:
Evidence from the end of rent control in Cambridge, Massachusetts. Journal of Political
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Weitzman, M. “Prices vs. Quantities”, Review of Economic Studies, 41(4), October
1974, 477- 491.
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[S] Chapter 10.
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Edlin, A. and P. Karaca-Mandic, “The Accident Externality from Driving,” Journal of
Political Economy 114(5), 2006.
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sis: Did You Really Expect Something for Nothing?” Chicago-Kent Law Review, 73(1):
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Glaeser, E. and E. Luttmer (2003). “The Misallocation of Housing Under Rent Control”,
American Economic Review 93(4), 1027-1046.

Gruber, J. and B. Koszegi, 2001. “Is Addiction Rational? Theory and Evidence”,
Quarterly Journal of Economics, 116(4), 1261-1305.

Rossi-Hansberg, E, P. Sarte, R. Owens, “Housing Externalities,” Journal of Political
Economy, 118(3): 485-535, 2010.

Sandmo, A. “Optimal Taxation in the Presence of Externalities”, Swedish Journal of
Economics, 77(1), 1975, 86-98.

Tajrishy, S., & Vesal, M. (2021). The Externality of Public Housing Projects: The Case
of the Mehr Housing Project in Iran. Economic Research Forum (ERF).

Topic 12: Public goods

Public goods, private provision of public goods, public provision of private goods.

Required readings
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|[AS| Chapter 16.

Andreoni, J. (1990). Impure altruism and donations to public goods: A theory of
warm-glow giving. The economic journal, 100(401), 464-477.

Andreoni, J., & Payne, A. A. (2013). Charitable giving. In Handbook of public eco-
nomics (Vol. 5, pp. 1-50). Elsevier.

Further readings
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Economic Studies, 41(1):119-28.

Bergstrom, T., Blume, L., & Varian, H. (1986). On the private provision of public
goods. Journal of public economics, 29(1), 25-49.

Besley, Timothy and Maitreesh Ghatak, (2007), “Retailing Public Goods: The Eco-
nomics of Corporate Social Responsibility” Journal of Public Economics, 91(9), 1645-
1663.

Callen, M., Gulzar, S., Hasanain, S. A., & Khan, M. Y. (2016). The political economy
of public sector absence: experimental evidence from Pakistan (No. w22340). National
Bureau of Economic Research.

Diamond P. (2006). Optimal tax treatment of private contributions for public goods
with and without warm glow preferences. Journal of Public Economics, 90(4-5):897—
919.

Fehr, E. and Gachter, S. (2000). “Cooperation and Punishment in Public Goods Ex-
periments”, American Economic Review, 90(4), pp. 980-994.

Gaube, T. “When do Distortionary Taxes Reduce the Optimal Supply of Public Goods?”,
Journal of Public Economics 76, 2000, 151-180.

Hungerman, D. M. (2005). Are church and state substitutes? Evidence from the 1996
welfare reform. Journal of Public Economics, 89(11-12), 2245-2267.

Kingma, B. “An Accurate Measurement of the Crowd-Out Effect, Income Effect, and
Price Effect for Charitable Contributions,” Journal of Political Economy 97 (1989),
1197-1207.

Mas-Colell, Andreu, Michael Whinston, and Jerry Green, (1995), Microeconomic The-
ory, Oxford: Oxford University Press, Chapter 11.

Miguel, E. and Gugerty, M. (2005). “Ethnic Diversity, Social Sanctions, and Public
Goods in Kenya," Journal of Public Economics, 89(11-12), pp. 2325-68.
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Morgan, J. (2000). Financing public goods by means of lotteries. The Review of
Economic Studies, 67(4), 761-784.

Morgan, J., & Sefton, M. (2000). Funding public goods with lotteries: experimental
evidence. The Review of Economic Studies, 67(4), 785-810.

Samuelson, P. “The Pure Theory of Public Expenditure,” Review of Economics and
Statistics 387- 89, 1954

Topic 13: Local public goods and fiscal federalism

Theoretical and empirical models of decentralized public spending.
Required readings

|[AS| Chapter 17.

|G] Chapter 10.

Besley, Timothy and Stephen Coate (2003), “Central versus Local Provision of Public
Goods: A Political Economy Analysis” Journal of Public Economics. 87(4), 2611-2637.

Coate, S., & Knight, B. (2011). Government form and public spending: Theory and
evidence from US municipalities. American Economic Journal: Economic Policy, 3(3),
82-112.

Gadenne, L. (2017). Tax Me, but Spend Wisely? Sources of Public Finance and
Government Accountability. American Economic Journal: Applied Economics, 9(1),
274-314.

Further readings

Besley, Timothy, and Anne Case (1995), “Incumbent Behavior: Vote Seeking, Tax
Setting and Yardstick Competition” American Economic Review, 85 (1), 25-45.

Besley, Timothy and Michael Smart, (2007), “Fiscal Restraints and Voter Welfare”,
Journal of Public Economics, 91 (3-4), 755-773.

Bewley, Truman, (1981), “A Critique of Tiebout’s Theory of Local Public Expendi-
tures,” Econometrica, 49, 713-740.

Briilhart, M., & Parchet, R. (2014). Alleged tax competition: The mysterious death of
bequest taxes in Switzerland. Journal of Public Economics, 111, 63-78.

Casey, K. (2018). Radical decentralization: does community-driven development work?.
Annual Review of Economics, 10, 139-163.

Glaeser, E. L. (2013). Urban public finance. Handbook of public Economics, 5, 195-256.

Inman, Robert and Daniel Rubinfeld, (1997), “Rethinking Federalism” Journal of Eco-
nomic Perspectives, 11.
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Kline, P., & Moretti, E. (2014). People, Places, and Public Policy: Some Simple Welfare
Economics of Local Economic Development Programs. Annual Review of Economics,
6, 629-662.

Knight, B. (2002). Endogenous federal grants and crowd-out of state government spend-
ing: Theory and evidence from the federal highway aid program. American Economic
Review, 92(1), 71-92.

Knight, B. (2004). Parochial interests and the centralized provision of local public
goods: evidence from congressional voting on transportation projects. Journal of Public
Economics, 88(3-4), 845-866.

Knight, B. (2008). Legislative representation, bargaining power and the distribution
of federal funds: Evidence from the US congress. The Economic Journal, 118(532),
1785-1803.

Lockwood, Ben, (1998), “Distributive Politics and the Benefits of Decentralization”,
Review of Economic Studies, 69(2), 313-337.

Oates, Wallace, (1999), “An Essay on Fiscal Federalism”, Journal of Economic Litera-
ture, 37, 1120-1149.

Parchet, R. (2019). Are Local Tax Rates Strategic Complements or Strategic Substi-
tutes? American Economic Journal: Economic Policy, 11(2), 189-224.

Scotchmer, S. (2002). Local public goods and clubs. Handbook of public economics, 4,
1997-2042.

Tiebout, Charles, (1956), “A Pure Theory of Local Public Expenditures,” Journal of
Political Economy, 416-424.

Ujhelyi, G. (2014). Civil Service Rules and Policy Choices: Evidence from US State
Governments. American Economic Journal: Economic Policy, 6(2), 338-380.

Zhang, X., Fan, S., Zhang, L., & Huang, J. (2004). Local governance and public goods
provision in rural China. Journal of public economics, 88(12), 2857-2871.

Zhuravskaya, E. V. (2000). Incentives to provide local public goods: fiscal federalism,
Russian style. Journal of Public Economics, 76(3), 337-368.

Topic 14: Education policy

Public provision of education, model of educational choice, school competition.
Required readings
|G] Chapter 11.

Epple, D., Romano, R. E., & Urquiola, M. (2017). School Vouchers: A Survey of the
Economics Literature. Journal of Economic Literature, 55(2), 441-492.

24



Hastings, J. S., & Weinstein, J. M. (2008). Information, school choice, and academic
achievement: Evidence from two experiments. The Quarterly journal of economics,
123(4), 1373-1414.

MacLeod, W. B., & Urquiola, M. (2015). Reputation and School Competition. The
American Economic Review, 105(11), 3471-3488.

Further readings

Abdulkadiroglu, A., Angrist, J. D., Dynarski, S. M., Kane, T. J., & Pathak, P. A.
(2011). Accountability and flexibility in public schools: Evidence from Boston’s charters
and pilots. The Quarterly Journal of Economics, 126(2), 699-748.

Abdulkadiroglu, A., Angrist, J. D., Hull, P. D., & Pathak, P. A. (2016). Charters
without lotteries: Testing takeovers in New Orleans and Boston. American Economic
Review, 106(7), 1878-1920.

Abdulkadiroglu, A., Pathak, P. A., & Walters, C. R. (2018). Free to choose: can school
choice reduce student achievement?. American Economic Journal: Applied Economics,
10(1), 175-206.

Altonji, J. G., Huang, C.-1.; & Taber, C. R. (2015). Estimating the Cream Skimming
Effect of School Choice. Journal of Political Economy, 123(2), 266-324.

Barseghyan, L., Clark, D., & Coate, S. (2019). Peer Preferences, School Competition,
and the Effects of Public School Choice. American Economic Journal: Economic Policy,
11(4), 124-158.

Besley, T., & Ghatak, M. (2006). Sorting With Motivated Agents: Implications for
School Competition and Teacher Incentives. Journal of the European Economic Asso-
ciation, 4(2/3), 404-414.

Bettinger, E. (2011). Educational vouchers in international contexts. Chapter 7 in
Handbook of the Economics of Education (Vol. 4, pp. 551-572). Elsevier.

Card, D. and A. Krueger, (1992) “Does School Quality Matter? Returns to Education
and the Characteristics of Public Schools in the United States”, Journal of Political
Economy, vol. 100(1), 1-40.

Card, D., Dooley, M. D.; & Payne, A. A. (2010). School Competition and Efficiency
with Publicly Funded Catholic Schools. American Economic Journal: Applied Eco-
nomics, 2(4), 150-176.

Chetty, R., J.N. Friedman, N. Hilger, E. Saez, D. Schanzenbach, D. Yagan. “How Does
Your Kindergarten Classroom Affect Your Earnings? Evidence from Project STAR”
Quarterly Journal of Economics 126(4): 1593-1660, 2011.

Currie, J., & Moretti, E. (2003). Mother’s education and the intergenerational trans-
mission of human capital: Evidence from college openings. The Quarterly journal of
economics, 118(4), 1495-1532.
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Duflo, E. (2000). Child health and household resources in South Africa: evidence from
the old age pension program. American Economic Review, 90(2), 393-398.

Dynarski, S. M. (2003). Does aid matter? Measuring the effect of student aid on college
attendance and completion. American Economic Review, 93(1), 279-288.

Gibbons, S., Silva, O., & Machin, S. (2008). Choice, Competition, and Pupil Achieve-
ment. Journal of the European Economic Association, 6(4), 912-947.

Hanushek, E., (1986), “The Economics of Schooling: Production and Efficiency in Public
Schools”, Journal of Economic Literature, vol. 24(3), 1141-77.

Hanushek, E., (1997) “Assessing the Effects of School Resources on Student Performance
: An Update”, Educational Evaluation and Policy Analysis, vol. 19, 141-164.

Hanushek, E. A. (2002). Publicly provided education. Handbook of public economics,
4, 2045-2141.

Heckman, J. (2000), “Policies to foster human capital”’, Research in Economics, vol.
54(1), 3-56, 2000.

Hoxby, C.M. “Does Competition among Public Schools Benefit Students and Taxpay-
ers?” American Economic Review, vol. 90(5): 1209-38, 2000.
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Variation”, NBER Working Papers 7867, National Bureau of Economic Research.

Jensen, R. (2010). The (perceived) returns to education and the demand for schooling,.
The Quarterly Journal of Economics, 125(2), 515-548.

Krueger, A. “Experimental Estimates of Education Production Functions” Quarterly
Journal of Economics 114(2): 497-532, 1999.

Lochner, L., & Moretti, E. (2004). The effect of education on crime: Evidence from
prison inmates, arrests, and self-reports. American economic review, 94(1), 155-189.

Milligan, K., Moretti, E., & Oreopoulos, P. (2004). Does education improve citizen-
ship? Evidence from the United States and the United Kingdom. Journal of public
Economics, 88(9-10), 1667-1695.
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Rothstein, J. “Does Competition Among Public Schools Benefit Students and Taxpay-
ers? A Comment on Hoxby (2000)” American Economic Review, 97(5), December 2007,
2026-2037.

26



Singleton, J. D. (2019). Incentives and the Supply of Effective Charter Schools. The
American Economic Review, 109(7), 2568-2612.

Stantcheva, S. (2017). Optimal taxation and human capital policies over the life cycle.
Journal of Political Economy, 125(6), 1931-1990.

Todd, P. and K. Wolpin, “On the Specification and Estimation of the Production Func-
tion for Cognitive Achievement”, The Economic Journal, 113(485), 2003, F3-F33.

27



