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Course Description 
This course focuses on the role of the government in the economy, on the mechanisms and outcomes of 

government intervention. To better examine these issues, the course is structured into two parts.  The 

first part of the course (called Public Expenditures) explores how governments spend public money. 

This part provides rationales for government intervention in the market, including public goods and 

spatial aspects of their provision (local public goods). This leads us to a discussion of local government 

and fiscal federalism. The second part of the course (called Public Finance) explores how governments 

raise public money. We will begin by considering the optimal commodity and income taxation, moving 

then into a discussion of tax evasion and avoidance that coherent to practical tax administration.  We 

will also explore efficiency costs of taxation and tax incidence.  

 

Topics 
 

0. Introduction: Role of government in the economy 

I. Public Expenditures 

1. Public goods  

2. Club goods and Local public goods 

3. Intergovernmental relations: Fiscal federalism 

II. Public Finance 

1. Tax burden and tax incidence 

2. Optimal commodity taxation 

3. Optimal income taxation 

4. Tax evasion and avoidance 

 

Objective 
The objective of this class is to acquire an understanding of the principles and methods of analyzing 

various government programs such as taxes and transfers as well as their effects on economic agents.  

 

Prerequisites 
To take this course, students should have a good knowledge of microeconomics (at the intermediate 

level). Applied microeconomics and econometrics are recommended. 
 

Course requirements, attendance, and grading 
The requirements for this course are weekly homework assignments (30%), weekly tests (20%), and 

final examination (50%).  

 The homework assignments (HA) will account for 30% of the course grade, equally weighted. 

Students should return HAs individually by bringing them to lecture!!! and submitting them at 



the beginning of the lecture. No HA will be accepted after the deadline (i.e., a failing grade will 

apply to any late assignment except for exceptional/unexpected circumstances, with valid proof). 

There will be seven HAs in total. Each HA will be posted on LMS the day after the lecture. The 

exact due date for submitting the HA will be specified in the assignment. The HAs will be 

graded based on a 10-point grading scale. 

 The weekly tests account for 20% of the course grade. Weekly tests will be conducted each 

week starting from the second week and will be held at the beginning of a seminar. A test will 

include 2 or 3 simple questions about the material covered in the previous week lecture. 

  The final exam accounts for 50% of the course grade. The final exam will be in-class and 

closed-book (150 minutes). The final exam covers the material from the whole course. The date 

of the final exam will be announced. Only verified medical documentation will be accepted to 

excuse not taking the final exam at the scheduled time!  

 

Textbook and Readings 
The main resource for study the course is lecture slides that will be posted on LMS. Most readings are 

from academic journals. The main textbook for the course is  

 “Intermediate Public Economics” by Jean Hindricks and Gareth D. Myles (any edition).  

 

Other suggested books: 

 Государство и экономическая политика: возможности и ограничения управления, 

Хиллман А.Л., (Перевод с английского. Научная редакция перевода В.В. Бусыгин, М.И. 

Левин. 2009) 

 Lectures on Public Economics by Anthony Atkinson and Joseph Stiglitz (McGraw Hill, 1986): 

provides a very good introduction to the theory include.  

 Public Economics and Public Policy, by Jonathan Gruber (Worth Publishers, 2007 or 2012). 
 

Guidelines for Collaboration and Outside Sources 
 Discussion with other students about the weekly homework assignments is acceptable and 

encouraged, but the composition of written assignments should be done individually. Consulting 

published or Internet sources is also encouraged, but any source that materially influences your views 

must be cited.  Plagiarism is not acceptable, and will be handled according to standard University 

procedures. 

 

 

Course Outline 
 

1. Introduction 

Role of government in the economy; 1st and 2
nd

 Welfare Theorems failure; trade-off between efficiency 

and redistribution; structure of tax expenditure and tax revenue. 

 

2. Public goods 

Neoclassical theory; private provision of public goods – under-provision problem; efficient provision of 

public good – Samuelson Rule; Lindahl prices.  

 

3. Club goods and Local public goods 



Model of club goods; club goods with variable utilization and two-part tariff; Local public goods; 

Tiebout Hypothesis;  

 

4. Intergovernmental relations 

Fiscal federalism, centralization v.s. decentralization; cost of uniformality; model of fiscal federalism, 

model of voluntary risk sharing (if we have time). 

 

5. Tax burden and tax incidence 

Types of taxes; taxes and distortions; Lump-sum tax; commodity taxes; Marshallian deadweight loss; 

compensating and equivalent variation measures of excess burden; tax incidence in partial equilibrium. 

 

6. Optimal commodity taxation 

Ramsey optimal commodity tax model; Inverse Elasticity Rule; Diamond model – accounting for 

redistributive motives. 

 

7. Optimal income taxation 

Progressivity of income tax system; income taxes and labor supply responses; Mirrlees model; Optimal 

income tax in model with two consumers; Varian model of income taxation as insurance. 

 

8. Tax evasion and avoidance 

Evasiona v.s. avoidance, Allingham-Sandmo and Yitzhaki model of tax evasion; comparative statics; tax 

compliance game with strategic tax authority action; tax enforcement. 


