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PAD/PUB 503: Public Economics and Finance I 
Rockefeller College of Public Affairs

University at Albany

Fall 2007
Monday Class

	Jim Wyckoff
	Office Hours:

	Milne 213A
	         Monday 5:00-6:00pm

	442-5269
	         Tuesday 3:00-5:00pm 

	wyckoff@albany.edu
	          and by appointment

	
	


Objectives
Public Economics and Finance I explores the allocation of resources by individuals and organizations with particular focus on the public sector.  It is designed to show the strengths and weaknesses of markets and market mechanisms such as prices, profits and information in allocating resources in the private sector and in the financing and operation of programs in major public policy areas. 

Specific learning objectives are detailed below for each of the major topics of the course. The learning goals should guide your preparation for class, assignments and exams.  The reading should be completed before class. 

Grading 

Grades will be determined based on the following: 

	Exam 1
	25%

	Exam 2
	25%

	Decision memos
	15%

	Homework
	10%

	Final Project
	15%

	Participation
	10%


Participation is based on in-class contributions and the contribution to the work of the team assignments. 

Decision Memos 

To give you experience in applying economic analysis to the types of problems you may encounter on the job, you will work in teams to write two decision memos during the term and two more in lieu of a final exam. Each team will submit a single memo and receive a single grade. Memo grades will be based equally on two criteria: presentation and content. Each memo should consist only of the material in the case and the thoughts of the team members. Before you begin your first memo, I strongly encourage you to read and apply Michael O’Hare’s memo to his students and my memo to you, both on the webpage. 
Course Web Page 

Some of the course materials, including suggestions for writing memos, memo guidelines, the homework and decision memo assignments and databases will be available from the course web page at: http://www.albany.edu/~wyckoff look under the PAD/PUB 503 link.  

Required Reading 

N. Gregory Mankiw, Principles of Microeconomics, Fourth Edition, Harcourt, (2007) is available Mary Jane’s bookstore, corner of Quail and Western (a couple of blocks from the Rockefeller College).  All other readings and assignments are on the course webpage. 
INTRODUCTION


Goals: 

1. Employing the production possibilities frontier, illustrate the following concepts: 



scarcity, choice, opportunity cost, efficiency, and specialization.

8/27

Overview of Economics and Finance




Mankiw, Chapters 1-3
OPERATION OF MARKETS: SUPPLY, DEMAND, AND PRICES


Goals:

1. Explain the concept of an economic market.

2. Draw demand and supply curves showing how individuals and firms respond to prices and illustrate how various factors influence the shape and position of the curves.

3. Explain the concept of an equilibrium price.

4. Illustrate how market prices allocate resources and how attempts to repeal the laws of supply and demand may have unintended consequences.

5. Distinguish between positive and normative economics.

6. Define price elasticity of demand and explain what factors influence a good’s elasticity.

7. Be able to explain how price elasticity of demand affects total revenue or the burden of a tax.

9/10

A. Market Analysis



Mankiw, Chapter. 4


Homework due 9/10: The Market for Chocolate Chip Cookies and Other Things 
9/17

B. Elasticity

Mankiw, Chapter 5, 6


Homework due 9/17: New York City’s Subways 
COSTS


Goals:

1. Define and explain the relationship among the following costs: total costs (fixed and variable), average costs (fixed and variable), and marginal costs.

2. Explain the law of diminishing marginal productivity and how it affects the shape of cost curves.

3. Be able to show graphically how marginal analysis can inform decision-making.

9/24

A. Cost Concepts




Mankiw, Chapter 13
Homework due 9/24: Paving Albany’s Streets 


COMPETITIVE MARKETS, ECONOMIC EFFICIENCY, AND THE PUBLIC SECTOR 


Goals:
1. Define economic efficiency and equity and be able to demonstrate the potential tradeoff between them.
2. Show how competitive markets respond to changes in market conditions

3. Understand the assumptions behind the model of perfect competition and show how perfectly competitive markets lead to economic efficiency.

4. Demonstrate how natural monopoly, externalities and public goods will generally be inefficiently provided in market settings.

5. Graph the demand and cost curves of a natural monopolist and show its profit-maximizing levels of output and price.

6. Explain some of the public policy tools available for correcting market failure.
7. Be able to account for the present value of past and future economic activities.

8. Be able to explain the concept of a discount rate and the effect of compounding.
10/1

A. Normative Criteria: Equity Efficiency 




Mankiw, Chapters 7-8
10/1

B. Competition

Mankiw, Chapter 14

“A Survey of Consumer Power” beginning with “Crowned at Last,” The Economist
“Profit and the public good” The Economist, January 22, 2005, pp. 15-19.

Decision memo due 10/1: Effects of a Living Wage in Syracuse 
Homework due 10/1: The Effect of Gasoline Taxes on Gas Stations 
10/8

C. The Effect of Time



R. Pindyck and D. Rubinfeld, “Chapter 15 Investment, Time and Capital Markets,” 



Microeconomics, Englewood Cliffs: Prentice Hall, 1995.


Boardman, Greenberg, Vining and Weimer, “Chapter 6 Discounting Future Benefits and 




Costs, Cost Benefit Analysis, Upper Saddle River, NJ: Prentice Hall, 2001


Homework due 10/8: Troy’s Decision to Purchase or Lease Police Vehicles 
10/15

Exam

10/22, 10/29
D. Market Failure




Mankiw, Chapters. 15, 10, 11



Schmalensee, Joskow, Ellerman, Montero and Bailey, ”An interim Evaluation of 





Sulfur Dioxide Emissions Trading” Journal of Economic Perspectives 12(3)

 53-68.

 Stavins, “What Can We Learn from the Grand Policy Experiment? Lessons from 


SO2 Allowance Trading” Journal of Economic Perspectives 12(3) 69-88.

”Upset about Offsets” The Economist, August 3, 2006.




R. Pindyck and D. Rubinfeld, “Chapter 17 Markets with Asymmetric 





Information,” Microeconomics, Englewood Cliffs: Prentice Hall, 1995.

Wyckoff, “To What Extent is Education a Public Good?” E. Brown and R. 





Moore, Readings, Issues, and Problems in Public Finance, pp. 6-10.
Decision Memo due 10/22: California Water Pricing 

Homework due 10/29: Regulation at New York State Public Services Commission 

11/5

E. The Public Sector




Mankiw, Chapter 12, 20



“The case for flat taxes” The Economist, April 16, 2005, pp. 59-61.
11/12

Exam
CASE STUDY: To Be Assigned
12/17 

Class Presentation and Turn in Final Memo
