
ECON 350 - Government Finance
ECON 550 - Public Finance: Analysis & Policy

Fall - 2016

Instructor: Dr. James Saunoris
Office: 703A Pray-Harrold
E-mail: jsaunori@emich.edu
Office Phone: (734) 487-3068

Class Website: https://canvas.emich.edu/
Office Hours: MTWR 8:00-9:30 a.m. &

and by appointment

“There is only one difference between a bad economist and a good one: the bad economist confines
himself to the visible effect; the good economist takes into account both the effect that can be seen and
those effects that must be foreseen.”

-Frédéric Bastiat (1801-1850)

“There is no such thing as a free lunch.”

-Milton Friedman (1912-2006)

Description

This course examines the role of government in market economies. We will focus on both theoretical
and empirical issues related to the classic topics in the field of public finance, including externalities,
public goods, preference revelation, basic tax theory, and fiscal federalism. We analyze current gov-
ernment expenditure programs, such as welfare, health, environmental, housing, education and social
security programs. We also analyze equity and efficiency effects of taxes including personal income,
corporate income, sales, property and Social Security taxes.

Prerequisites: ECON 202 (or equivalent)

Required Textbook

Gruber, Jonathan. Public Finance and Public Policy. 4th ed. New York: Worth Publishing, 2012.

Although the 4th edition is listed on the syllabus, previous editions will also work.

Supplemental Materials

Occasionally, I will be discussing topics not covered in the textbook. For these I will provide the nec-
essary reading materials. I will also post class materials online athttps://canvas.emich.edu/. Students
tend to find these very helpful. Students are also responsible for keeping up-to-date on current event
issues as they will be discussed in class.
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Evaluation Criteria

ECON 350

Your grade will be determined by the total number of points you earn on the three exams (100
points each) and Problem Sets (100 points). The total amount of points for this class is 400.
Although, I do not take attendance you are required to attend every class. The grading scale used
for this course is detailed below. Any student falling within the border of two letter grades will be
assigned respective letter grades based on their participation, attendance and overall contribution to
the course. There is no curve for any of the assignments or exams unless I state otherwise.

A...........93-100%
A-..........90-92%

B+..........86-89%
B...........83-85%
B-..........80-82%

C+..........76-79%
C...........73-75%
C-..........70-72%

D+..........66-69%
D...........63-65%
D-..........60-62%

F............0-59%

ECON 550

Your grade will be determined by the total number of points you earn on three exams (100 points
each), Problem Sets (100 points), and Project (100 points). The total amount of points for
this class are 500. The grading scale used for this course is detailed below. Any student falling within
the border of two letter grades will be assigned respective letter grades based on their participation,
attendance and overall contribution to the course. There is no curve for any of the assignments or
exams unless I state otherwise.

A...........93-100%
A-..........90-92%

B+..........86-89%
B...........83-85%
B-..........80-82%

C+..........76-79%
C...........73-75%
C-..........70-72%

F............0-69%

For the project you are required to write a quantitative term paper. You will have a choice between
a replication paper or a policy analysis. For the replication paper you will replicate (and possibly
extend) a previously published empirical paper in public economics. Alternatively, the policy analysis
consists of conducting a cost-benefit analysis of a current policy. The policy analysis requires more
writing whereas the replication paper requires more work with data. Details of the project will be
given in class. For people needing extra help with writing consult the University Writing Center
(http://www.emich.edu/english/writing-center).

You are also required to read the selected empirical papers that are marked with an ”*” in the course
outline below.
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Exams

There will be two midterm exams and one final exam, each worth 100 points. The final exam is not
comprehensive and will cover the material succeeding the second midterm. The exams will cover ma-
terial from class, textbook, and any additional assigned readings, including special topic discussions.
Each exam will consists of short and long answer questions and problems. Tentative dates for the
exams will be given in class.

You must have a VERY good excuse to make-up an exam. Your professor reserves the right to judge
what types of excuses are legitimate. Permission to miss an exam must be secured before the scheduled
exam time unless the cause of the absence is unanticipated. If you miss an exam for an unforeseen
reason you should contact me as soon as you are physically able to pick up the phone and call me. If
you miss an exam and do not receive an excused absence, you receive a zero for that exam. Make-up
exams will be given before or after the missed exam at a time/place convenient for both parties.

Problem Sets

There will be a number of problem sets assigned during the the semester. Problem sets will be
graded for completeness and/or accuracy based on discretion of the instructor. I will not correct each
individual assignment, therefore reconciling your answers with the answer key provided is highly rec-
ommended. I suggest students put forth maximum effort on all assignments as if points are only going
to be given for correct answers. Problem sets are designed to help students prepare for exams. You
will be allowed to work in groups, however each individual must turn in their own work (no copies!).

Grievance Policy

Anyone feeling that a dispute exists after the grading of an exam or problem set may submit a written
grievance. The grievance should identify the item in dispute and provide arguments supporting the
student’s position. Grievances must be submitted within two class periods following the return of the
exam or problem set. Attach your entire exam or problem set to the grievance.

Disability Concerns

It is my goal that this class be an accessible and welcoming experience for all students, including those
with disabilities that may affect their learning in this class. If you believe you may have trouble par-
ticipating or effectively demonstrating learning in this course, please meet with me (with or without
an accommodation letter from the Disability Resource Center) to discuss reasonable options or ad-
justments. During our discussion, I may suggest the possibility/necessity of your contacting the DRC
(240 Student Center; (734) 487-2470; swd office@emich.edu to talk about academic accommodations.
You are welcome to talk to me at any point in the semester about such issues, but it is best if we can
talk at least one week prior to the need for any modifications.
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Tentative Topics to be Covered

I. Introduction to Public Finance

1. Gruber: Chapters 1 (Why Study Public Finance)

2. Gruber Chapters 2 & 3 (Theoretical & Empirical Tools)

Empirical paper:

Donohue III, John J., and Steven D. Levitt, “The impact of legalized abortion on crime,” Quarterly
Journal of Economics 116 (2001): 379-420.*

II. Government Budget Analysis

1. Gruber: Chapters 4

Empirical paper:

Shapiro, Matthew D. and Joel Slemrod,. “Consumer response to the timing of income: Evidence from
a change in tax withholding,” The American Economic Review 85 (1995): 231-254.

III. Externalities

1. Gruber: Chapters 5 and 6

Empirical papers:

Ayres, Ian and Steven D. Levitt, “Measuring positive externalities from unobservable victim precau-
tion: An empirical analysis of Lojack,” Quarterly Journal of Economics 113 (1998): 43-77.*

Lott, Jr, John R. and David B. Mustard, “Crime, deterrence, and right-to-carry concealed handguns,”
The Journal of Legal Studies 26 (1997): 1-68.

IV. Public Goods

1. Gruber: Chapters 7

Empirical paper:

Kingma, Bruce Robert, “An accurate measurement of the crowd-out effect, income effect, and price
effect for charitable contributions,” The Journal of Political Economy 97 (1989): 1197-1

Exam 1
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V. Cost-Benefit Analysis & Revealed Preferences

1. Gruber: Chapter 8

Empirical paper:

Deacon, Robert T., and Jon Sonstelie, “Rationing by waiting and the value of time: Results from a
natural experiment,” The Journal of Political Economy 93 (1985): 627-647.

VI. Political Economy

1. Gruber: Chapter 9

2. Special Topics - Public Choice Theory

3. Special Topics - Corruption

4. Special Topics - The Shadow Economy

Empirical paper:

Schneider, Friedrich and Dominik Enste, “Shadow economies around the world-size, Causes, and
Consequences,” Journal of Economic Literature 38 (2000): 77-114.

VII. Fiscal Federalism

1. Gruber: Chapter 10 (State and Local Government Expenditures)

Empirical papers:

Oates, Wallace E., “An essay on fiscal federalism,” Journal of Economic Literature 37 (1999): 1120-
1149.

Rork, Jonathan C., “Coveting thy neighbors’ taxation,” National Tax Journal 56 (2003): 775-787.*

VIII. Education

1. Gruber: Chapter 11

Empirical papers:

Jaeger, David A., and Marianne E. Page, “Degrees matter: New evidence on sheepskin effects in the
returns to education,” The Review of Economics and Statistics 78 (1996): 733-740.

Rouse, Cecilia, “Private School Vouchers and Student Achievement: An Evaluation of the Milwaukee
Parental Choice Program,” Quarterly Journal of Economics 113 (1998): 553-602.

Exam 2
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IX. Social Insurance and Redistribution

1. Gruber: Chapter 13 (Social Security)

2. Gruber: Chapter 14 (Unemployment Insurance)

3. Gruber Chapters 15 & 16 (Health Insurance)

4. Gruber: Chapter 17 (Income Distribution)

Empirical paper:

Moffitt, Robert, “Incentive effects of the US welfare system: A review,” Journal of Economic Literature
30 (1992): 1-61.*

X. Taxation

1. Gruber: Chapter 19.1 (Tax Incidence)

2. Gruber: Chapter 20.1 (Tax Inefficiencies)

3. Gruber: Chapter 21.1 (Taxes on Labor Supply)

Empirical papers:

Besley, Timothy J., and Harvey S. Rosen, “Sales taxes and prices: an empirical analysis,” National
Tax Journal 52 (1999): 157-178.

Final Exam: Thursday, December 15, 2016 (9:00-10:30 a.m.)

***
This syllabus is subject to change. If I do make changes, I will announce them in class and/or email

class members through https://canvas.emich.edu/.
***
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