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Course’s Objectives - Objectifs du cours :

Public economics studies the role of the government in a market economy and the implications of its
actions for the citizenry. The underlying structure is one of a decentralized economy wherein economic
decisions are coordinated through prices, which in turn are determined by free, but sometimes
regulated, markets. Additionally, the public sector itself typically plays a significant role in these market
economies. Public economics examines why and how the government may have to supplement the
market mechanism. It evaluates the efficiency and equity justifications for an intervention and their
ramifications for individuals’ incentives and welfare. It also studies what form the interventions should
take and how policies ought to be designed. The first part of the course provides an introduction to
optimal tax theory. We shall cover a good deal of “classical” material (you need to know the
foundations) but also some more recent developments (to see some of the contemporary research in
public economics). Similarly, we shall combine methodological with more applied issues. A recurrent
theme is asymmetric information which is a crucial factor for the design of welfare state policies.

Course outline (provisional):

1. Introduction:
(a) Tax design and information
(b) The role of the government in a market economy: brief reminder

i. Welfare theorems
ii. Market failures
iii. Redistribution
iv. Paternalism

2. Taxation and efficiency (Auerbach and Hines, Section 2)

(a) Deadweight loss of taxation: definition and measurement



(b) llustrations:

i. Partial equilibrium, single competitive market
ii. Single household, two goods
iii. Labor supply, savings, etc.

3. Optimal commodity taxation (GM, Ch. 4; Atkinson and Stiglitz, Ch. 12; Auerbach and Hines,
Sections 3-5)

(a) Introduction

(b) Identical individuals

(c) Heterogenous households

(d) Ramsey-Boiteux prices

(e) Application: access pricing in the postal sector
4. Optimal income taxation (MT, Ch. 2[4, Stiglitz (1987))

(a) Introduction: income tax schedules (tax functions), marginal and average tax rates,
progressivity

(b) Linear income tax
(c) Non-linear income tax

(d) Applications and special cases

5. Income vs. commodity taxation (MT, Ch.12; Stiglitz (1987); Cremer, Pestieau and Rochet (2001))

(a) Introduction: the direct vs. indirect tax controversy

(b) The Atkinson and Stiglitz (AS) result (non-linear and linear commodity taxes)
(c) Attacks on AS

(d) Multi-dimensional heterogeneity and the design of tax policy: an example

(e) Other instruments: social insurance, in-kind transfers, taxation of capital, etc.

Prerequisites - Pré requis :

There will be a written examination at the end of the term. The material for the exam covers
the lectures plus the required readings. A different format may be adopted if required by the
covid situation.

The readings mentioned in the course outline and my slides are required for all students.
Additional readings are optional (but strongly recommended).

The lectures are completed by several problem sets which cover the core chapters of the
material.



Course material (slides, problem sets and solutions, most of the readings, etc.) is available on
Moodle.
Students are strongly advised to read the slides before coming to class.

Bibliography/references - Bibliographie/références :

The main references are Optimal Redistributive Taxation, by Matti Tuomala (MT), Oxford University
Press, 2016, Public Economics by Gareth Myles (GM), Cambridge University Press, 1995 (the latter

mainly

for the Ramsey model), and my lecture notes (slides), available on moodle. Additional

references are given below.

Textbooks:
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Laffont, J-J., “Fundamentals of Public Economics”, MIT Press, Cambridge Massachusetts, 1988.
Mas-Colell, A., M. Whinston and J. Green, “Microeconomic Theory” Oxford University Press,
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Varian, H, “Microeconomic Theory”, Norton (third edition).
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Papers:
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Auerbach, A. and M. Feldstein, eds., Handbook of Public Economics, Vol.1, 1985, 61-86.
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Eds., Handbook of Public Economics, Vol.1, Amsterdam: North Holland, 1985, 265-293.
Stiglitz, J. Pareto Efficient and Optimal Taxation and the New NewWelfare Economics, in
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marginal tax rates, American Economic Review, 1998, 83-95.
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Distance learning — Enseignement a distance :

Depending on the covid situation in January 2021 all or part of the lectures may be given online.



The slides combined with the readings and the problem sets (all available on moodle) do allow students
to make up for any missed lecture and test their understanding of the material. Please contact the
instructor for guidance if you are experiencing problems.



