
EC 490: ADVANCED PUBLIC ECONOMICS WINTER 2021

Ec 490: Advanced Public Economics
Instructor: Ashley Craig, ashcraig@umich.edu
GSI: Emily Horton, hortonem@umich.edu

Office Hours: (Note: Please feel free to set up joint meetings if that suits you!)
Craig: Zoom. Sign up: https://ashcraig.appointlet.com/s/ec-490-only
Horton: Zoom. Date & Time TBA.

If our office hours are not convenient, we can schedule an alternative time.

Contacting Us: We will be using Piazza. The system is designed so that you can get help quickly and ef-
ficiently. Rather than emailing questions to us, please post your questions on Piazza, and also to respond
to each others’ questions. Signup link: https://piazza.com/umich/winter2021/econ490001wn2021.

If you do email us, please put “Economics 490” in the subject line. Expect a reply within 48 hours, and
note that we may not respond outside of normal business hours.

Ongoing Feedback: We would greatly value feedback as we go, and will do our best to incorporate it.
You can provide feedback here: https://umich.qualtrics.com/jfe/form/SV_88GldR91WZrSJV3 at any
time during the semester, and as many times as you like.

Description: What role should governments play in the economy? We will review the conditions under
which free markets lead to Pareto efficient outcomes – i.e., the government has no way to make everyone
better off. We will then discuss how governments may want to intervene to correct for market failures.
Even when markets lead to efficient outcomes, we will study why they may use imperfect tools such as
taxes to change how outcomes like income are distributed between individuals and groups.

The aim of the course is to foster an understanding of the tools required to analyze and evaluate gov-
ernment policies, and develop the student’s ability to communicate the conclusions of their analysis to
different audiences. We will cover the philosophical foundations of Public Economics, key empirical
facts, and both theoretical and empirical methods. Providing time permits, topics will include labor and
capital income taxation, externalities, public goods, education, social insurance and discrimination.

A Note on Writing: This course emphasizes communication just as much as it does analysis. In both
problem sets and memos, your explanations are as important as getting the “right answer”. Students
report that the standards for writing in this course are considerably higher than in other courses. How-
ever, I assure you that we largely reward the elements of writing that we emphasize throughout. Pay
particularly careful attention to the lecture dedicated to writing, the memo prompts, and to feedback
you receive (individually and collectively). Even then, know that improving your writing takes work.
This is one of the reasons why your lowest-scoring memo is dropped from your final grade. The bright
side: if you work hard to improve, these skills will be hugely valuable in a wide variety of careers.

Learning Outcomes: Emphasis will be placed on: (1) understanding key questions in Public Economics;
(2) theoretical and empirical tools; (3) critically reading and summarizing academic articles; and (4)
communicating research findings to technical and non-technical audiences.

Enforced Prerequisites: ECON 401 (minimum grade of C- or better); or graduate standing.
Strongly Advised: STATS 250, or ECON 249, or STATS 426, or ECON 451.

Logistics: The precise format may change a little as we learn how best to interact online. Here is the
current plan. You must engage with all activities, ideally synchronously but not necessarily (see below).

1. On days other than the peer review sessions, we will meet at 10am on Zoom. Please be on time. I
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will lecture during these sessions, generally leaving plenty of time for discussion so that we can
engage with the content together. These sessions will be recorded and available on Canvas.

2. We will not meet on Zoom on the peer review days.

Zoom Etiquette: Since online interactions are an imperfect substitute for in-person discussion, please
try to observe the following guidelines.

1. Try to avoid doing anything else during the Zoom sessions. Doing so is distracting for others.

2. Leave your camera on if possible because it helps with the isolation that people are experiencing
in this period (but I will not force you to).

3. If you have a question, please click the raise hand button in Zoom. If you have issues, or it looks
like I may have missed your hand-raise, you can also unmute to let me know verbally.

Grading: The grade is based on participation, 4 problem sets and 4 policy memoranda. There are 130
points in the class. However, both your lowest combined memo grade and your lowest problem set
grade will be dropped from your final grade, and so your final grade will be out of 100. You may thus
choose to submit only three of the four problem sets, and three of the four memo assignments. However,
we recommend that you complete all eight assignments. Since you can get an A in this course even if
a scheduling conflict, illness or other unexpected circumstance precludes you from completing part of a
memo assignment, extensions will not be granted for any aspect of the assignments.

There will not be a curve as such. The threshold for a C– will be 70. However, we will target a minimum
number of As, and a minimum combined number of As and Bs, based on historical distributions for
400-level electives. It is very hard to get the best grades in this class, but every one of you can do it.

Assignment Version Page Reqt. Points Due Where
Post-class Quizzes 10 pts Within 48 Hrs Canvas
Problem Set 1 10 pts Feb 16 (8pm) Canvas
Memo 1 Academic 5 pages 6 pts Feb 24 (8pm) Canvas

Peer Review 4 pts Feb 25 (TBA) Canvas
Policy 2 pages 10 pts Mar 1 (8pm) Canvas

Problem Set 2 10 pts Mar 4 (8pm) Canvas
Memo 2 Academic 5 pages 6 pts Mar 10 (8pm) Canvas

Peer Review 4 pts Mar 11 (TBA) Canvas
Policy 2 pages 10 pts Mar 15 (8pm) Canvas

Problem Set 3 10 pts Mar 25 (8pm) Canvas
Memo 3 Academic 5 pages 6 pts Mar 31 (8pm) Canvas

Peer Review 4 pts Apr 1 (TBA) Canvas
Policy 2 pages 10 pts Apr 5 (8pm) Canvas

Problem Set 4 10 pts Apr 8 (8pm) Canvas
Memo 4 Academic 5 pages 6 pts Apr 14 (8pm) Canvas

Peer Review 4 pts Apr 15 (TBA) Canvas
Policy 2 pages 10 pts Apr 19 (8pm) Canvas

Please note that memos and problem sets are both to be submitted online on Canvas. Late assignments
will be penalized by 1 point for each hour after the deadline they are submitted to Canvas. For in-
stance, if an assignment is due at 8pm and it is uploaded to Canvas at 9:05pm, it will be docked 2 points
from the total score. This is a heavy penalty, so please build in time to deal with submission issues.
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Post-class Quizzes: It is important to engage with this class, especially in the Covid-19 era. For that
reason, 10 points of your final grade will be based on short quizzes after each Zoom session. Each quiz
will be posted on Canvas after the corresponding lecture, and you will have 48 hours to submit it. Your
score on each quiz will contribute half point toward the 10 point attributed to them collectively, reaching
a maximum of 10 points. Note that you can skip two quizzes with no penalty in this system. Also
note that you can submit the quizzes and receive full points without actually attending the synchronous
sessions, although I do not recommend that strategy.

Problem Set Guidelines: There will be 4 problem sets over the semester, comprised of analytical and
short-answer questions. Questions will be distributed at least two weeks before the due dates. Students
may discuss these questions with each other, but must write up solutions entirely on their own.

Memorandum Guidelines: Students will complete 4 memoranda in response to policy prompts. Topics
will be distributed 2 weeks in advance. Each exercise will be comprised of 3 separately-graded compo-
nents: an academic draft, a peer review exercise, and a policy draft. Academic drafts are due at 8pm the
day before review sessions. Policy drafts will be due on the Monday after the academic submission.

Memos 1 and 2 are to be done entirely individually, as are the problem sets. Memos 3 and 4 can be
done in a group of two. However, you cannot work with the same partner twice. Note also that you
are not required to work together with someone else for memos; submitting individually is always an
option. Finally, I expect it is hard to get to know each other. If you would interested in being paired with
someone, please contact me.

Academic drafts should be 5 pages double-spaced, on US Letter size, with 12 point Times New Roman
font, 1 inch margins and no fiddling with other MS Word settings to save space. It is appropriate to
use technical language in this version, which should dive deeply into the topic. You will then participate
in peer review sessions to evaluate the tone, structure, language and content of the drafts. Finally, you
will submit a policy version of the memo that incorporates the peer feedback, condenses the arguments
to fewer pages, and adapts it to be accessible to a general audience.

Formatting: A Word Template is posted on Canvas to help you stick to the formatting guidelines. Do not
fiddle with margins and spacing or go over the page limit. Part of the point of this course is to reward
concise writing. You will therefore be heavily penalized if anything like this is detected.

Regrading Policy: If a student believes there was an error in the grading of their assignment, they
should submit a written request for regrading with an explanation of their concerns within one week
of the distribution of the graded assignments. If an assignment is submitted for regrading, the entire
assignment will be reviewed, which could result in a higher or lower grade than originally received.
This is not a bluff: we have only regraded a memo once, and it led to a grade reduction.

Academic Integrity: The course complies with the Economics Department policy on academic integrity:
http://lsa.umich.edu/content/dam/econ-assets/Econdocs/Academic%20Misconduct.pdf. Plagiarism
in any form will not be tolerated in this course. We will discuss what plagiarism is in class and go
through explicit examples. If you have any remaining uncertainty over what constitutes plagiarism or
if your writing might plagiarize another person’s work, it is your responsibility to contact the GSI or the
instructor prior to submitting an assignment to review these concerns.

To reiterate: with the sole exception of the paired work that is allowed for Memos 3 and 4, the assign-
ments in this class are not group projects. Although discussion of the problem set questions is fine
(encouraged!), each submitted assignment must reflect the student’s own work – or the pair’s own work
where that is explicitly allowed (see above).
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Sweetland Center: We encourage you to make use of the Sweetland Center for Writing, which offers
free one-to-one writing support to all students at the University of Michigan, regardless of background
or discipline. Sweetland faculty and peer writing consultants meet with student writers to help with any
stage of the writing process, from initial brainstorming to final revisions. Learn more about Sweetland’s
writing support, locations, and online writing consultations at https://www.lsa.umich.edu/sweetland.

Student Mental Health and Wellbeing: U of M is committed to advancing the mental health and well-
being of its students. If you or someone you know is feeling overwhelmed, depressed, and/or in need of
support, services are available. For help, contact Counseling and Psychological Services (CAPS) at (734)
764-8312 and https://caps.umich.edu/ during and after hours, on weekends and holidays, or through
its counselors physically located in schools on both North and Central Campus. You may also consult the
University Health Service (UHS) at (734) 764- 8320 and https://www.uhs.umich.edu/mentalhealthsvcs,
or for alcohol or drug concerns, see www.uhs.umich.edu/aodresources. For a listing of other mental
health resources available on and off campus, visit: http://umich.edu/~mhealth/.

Thanks: This course builds on the work of Stefanie Stantcheva, Raj Chetty, Emmanuel Saez, Nathan
Hendren, Casey Rothschild, Josh Abel, Anthony Yu, Andrew Garin, Alex Rees-Jones, David Laibson...

Readings & Course Calendar

Textbook: Gruber, J., Public Finance & Public Policy (any edition, but page references are for the 5th).

Types of Readings: The course calendar is below. Due dates for graded exercises are noted in the
leftmost column. Double-starred readings (**) are required. Others are supplemental. Note that some of
the academic articles are long and challenging. Our aim is for you to spend enough time on each article
to understand the question asked by the author, their answer to that question, and how they reached
their answer. We expect you to spend between 0.5 to 1.5 hours on each, depending on the article.

Updates: The reading list may change over the semester. The most current version will be on Canvas.

Useful Writing Resources (Completely Optional):
Book Deidre McCloskey, Economical Writing
Book Steven Pinker, The Sense of Style: The Thinking Person’s Guide to Writing in the 21st Century
Help https://lsa.umich.edu/sweetland/undergraduates/writing-support.html

Due Date Topic & Readings

Jan 19 (Tue) 1. Introduction to Public Economics
• **Craig, A. (2020), This Syllabus!
• **Gruber, Chapter 1.
• **Explore this tool: https://graphics.wsj.com/what-percent/

Jan 21 (Thu) 2. Defining and Measuring Inequality
• **Gruber, Chapter 17 (17.1 + 17.2 only) + Chapter 18 (up to 18.4)
• **Piketty, T. & Saez E. (2003), “Income Inequality in the United States,
1913-1998”, Quarterly Journal of Economics, 118, 1-41.
• Explore this: https://www.opportunityatlas.org/ (do tutorial first!)

Jan 26 (Tue) 3. Theoretical Tools for Public Economics
• **Gruber, Chapter 2.
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Jan 28 (Thu) 4. Empirical Tools for Public Economics
• **Gruber, Chapter 3.
• **Imbens, G., Rubin D., and Sacerdote, B. (2001), “Estimating the Effect
of Unearned Income on Labor Earnings, Savings, and Consumption: Ev-
idence from a Survey of Lottery Players”, American Econ. Review, 91(4),
778–794 (ONLY abstract, introduction, Table 2, Figures 1 & 2, conclusion).
• Nobel Prize in Economics press release 2019:
nobelprize.org/uploads/2019/10/press-economicsciences2019-2.pdf

Feb 2 (Tue) 5. Tax Incidence & Efficiency Costs of Taxation
• **Gruber, Chapter 19

Feb 4 (Thu) 6. Reading and Writing for Researchers and Policymakers
• **Craig, A. (2020), Assesssment FAQ (on Canvas)
• **Doyle, J., & Samphantharak, K. (2008), “$2.00 Gas! Studying the ef-
fects of a gas tax moratorium”, Journal of Public Econ., 92(3), 869–884
(ONLY abstract, introduction, background, Figures 1 & 2, conclusion)

Feb 9 (Tue) 7. Optimal Labor Income Taxation
• **Gruber, Chapter 20 + Chapter 21 (intro and 21.1 only)
• Optional to explore: https://www.taxpolicycenter.org/statistics

Feb 11 (Thu) 8. Optimal Labor Income Taxation (continued. . . )
• **Mankiw, G., Weinzierl, M. & Yagan, D. (2009), “Optimal Taxation in
Theory and Practice”, Journal of Economic Perspectives, 23(4), 147–74 (all
EXCEPT lessons 6-8; advanced, so just do your best and don’t panic).

PSET 1 Feb 16 (Tue) 9. Taxes and Labor Supply (Problem Set 1 due on Canvas)
• **Gruber, Chapter 21 (remainder of the chapter).

Feb 18 (Thu) 10. Taxes and Reported Income
• **Saez, E., Slemrod J. & Giertz S. (2012), “The Elasticity of Taxable In-
come with Respect to Marginal Tax Rates: A Critical Review”, Journal of
Economic Literature, 50(1), 3–50.

Feb 23 (Tue) 11. Externalities
• **Gruber, Chapter 5 + 6 (Introduction, 6.1 & 6.2)
• **Metcalf, G. (2009), “Market-based Policy Options to Control U.S.
Greenhouse Gas Emissions”, Journal of Economic Perspectives, 23(2).

MEMO 1 Feb 24 (Wed) Due on Canvas at 8pm: Memo 1 (Academic)

MEMO 1 Feb 25 (Thu) 12. Peer Feedback: Memo 1

MEMO 1 Mar 1 (Mon) Due on Canvas at 8pm: Memo 1 (Policy) – Note the Extra Day
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Mar 2 (Tue) 13. Public Goods
• **Gruber, Chapter 7.

PSET 2 Mar 4 (Thu) 14. Taxes on Capital and Savings (Problem Set 2 due on Canvas)
• **Gruber, Chapter 22.

Mar 9 (Tue) 15. Corporate Taxation
• **Gruber, Chapter 24.

MEMO 2 Mar 10 (Wed) Due on Canvas at 8pm: Memo 2 (Academic)

MEMO 2 Mar 11 (Thu) 16. Peer Feedback: Memo 2

MEMO 2 Mar 15 (Mon) Due on Canvas at 8pm: Memo 2 (Policy)

Mar 16 (Tue) 17. Behavioral Public Finance
• **Beshears, J., Choi, J., Laibson, D. & Madrian, B. (2008), “How Are
Preferences Revealed?”, Journal of Public Economics, 92(8-9), 1787–1794.

Mar 18 (Thu) 18. Behavioral Public Finance (continued. . . )
• **Chetty, R., Looney A. & Kroft, K. (2009) “Salience and Taxation: The-
ory and Evidence”, American Economic Review, 99(4), 1145–1177.

Mar 23 (Thu) Well-being Day: No Class

PSET 3 Mar 25 (Thu) 19. Political Economy (Pset 3 due on Canvas)
• **Gruber, Chapter 9..

Mar 30 (Tue) 20. Social Insurance & Health Insurance (Part I)
• **Gruber, Chapters 12 & 15.

MEMO 3 Mar 31 (Wed) Due on Canvas at 8pm: Memo 3 (Academic)

MEMO 3 Apr 1 (Thu) 21. Peer Feedback: Memo 3

MEMO 3 Apr 5 (Mon) Due on Canvas at 8pm: Memo 3 (Policy)

Apr 6 (Tue) 22. Health Insurance (Part II)
• **Gruber, Chapter 16.
• Currie, J, & Gruber, J. (1997) “The technology of birth: Health insur-
ance, medical interventions, and infant health”, Working Paper No. 5985,
National Bureau of Economic Research.
• Finkelstein, A., Taubman, S., Wright, B., Bernstein, M., Gruber, J., New-
house, J., Allen, H. & Baicker, K. (2012), “The Oregon Health Insurance
Experiment: Evidence from the First Year”, QJE, 127(3), 1057–1106.
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PSET 4 Apr 8 (Thu) 23. Unemployment Insurance (Problem Set 4 due on Canvas)
• **Gruber, Chapter 14.

Apr 13 (Tue) 24. Intergenerational Inequality
• Chetty, R., Hendren, N., & Saez, E. (2014), “Where is The Land of Op-
portunity? Intergenerational Mobility In The US”, Quarterly Journal of
Economics, 129(4), 1553–1623.

MEMO 4 Apr 14 (Wed) Due on Canvas at 8pm: Memo 4 (Academic)

MEMO 4 Apr 15 (Thu) 25. Peer Feedback: Memo 4

MEMO 4 Apr 19 (Mon) Due on Canvas at 8pm: Memo 4 (Policy)

Apr 20 (Tue) 26. Review of the Course
• No readings
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