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Information

Moodle Password: publicecon*

Classes: 

• P301A: Tuesday 14h-15h30 at D010

• P302A: Tuesday 17h-18h20 at B128

      Feel free to come to the one that best suits you

Mail: jose.gabriel@novasbe.pt

Office Hours: Tuesday afternoon (15h30 – 16h50) – or simply e-mail me
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Information - Grading

• Midterm – 25%

 4/04 at 14h 

 Mandatory

• Final Exam – 50%

 4/06 at 14h30

 Minimum grade: 8.0

• 3 Assignments – 25%

 2 groups assignments and 1 individual assignment 

 Important: You have until next Friday to submit group composition
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Information – Syllabus + Textbooks

Main Textbook: Jonathan Gruber, Public Finance and Public Policy

Additional (exclusive for the 3rd class): William Thomson, Fair Allocation Rules

1) Introduction: goals of  government intervention (Ch 1)

2) Redistribution and Fairness

1) Utility-based fairness criteria (Ch 2)

2) Preference-based fairness criteria (Thomson)

3) Externalities and Public Goods

1) Externalities (Ch 5-6)

2) Public Goods (Ch 7)

3) Mixed Goods (Ch 11)

4) Collective decision-making (Ch 9)
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Information – Syllabus + Textbooks

4) Social Insurance

1) Benefits and Costs of  Insurance (Ch 12)

2) Social Security (Ch 13)

3) Unemployment Insurance and Poverty-Alleviation Programs (Ch 14, Ch 17)

4) Health Insurance (Ch 15)

5) Taxation

1) Equity implications of  taxation (Ch 19)

2) Efficiency implications of  taxation (Ch 20)
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Introduction to the course

Public Economics / Public Finance: the study of  the role of  the government in the economy

Goal of  the course: Answer these 4 questions

1) When should the government intervene in the economy?

• Market Failures, Externalities, Public Goods, Equity concerns, Rationality of  agents, …

2) How might it do it?

• Taxes and subsidies

3) What is the effect of  those interventions on economic outcomes?

• Direct and indirect effects

4) Why do governments choose to intervene in the way that they do?
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PS 1- Goals of  Government Intervention

Ex.1) Since the free market (competitive) equilibrium maximizes social efficiency, 
why would the government ever intervene in an economy?

1) Efficiency reasons

➢ Free market maximizes social efficiency only under certain assumptions.

➢ In the presence of  Market Failures, the free market will produce Deadweight-loss

➢  Only if  1) no Externalities, 2) perfect competition, 3) perfect information and 4) agents are 
fully rational will the market equilibrium be efficient – “Pareto efficient”

2) Redistribution

➢ Pareto efficient is a weak requirement – (a single person consuming everything might be 
efficient)

➢ Society may decide that resource allocations provided by the market economy are unfair
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PS 1- Goals of  Government Intervention

Ex.2) Consider an income guarantee program with an income guarantee of  €6.000 and a 
benefit reduction rate of  50%. A person can work up to 2.000 hours per year at €8 per hour.

a) Draw the person’s budget constraint with the income guarantee

Key concepts: Income guarantee: Baseline amount of  money participants (low SES) are entitled to

  Benefit reduction rate: The rate at which baseline amount is reduced as recipients start 
earning income from other sources 

Suppose that the income guarantee rises to €9.000 but with a 75% reduction rate.

b) Draw the new budget constraint.

c) Which of  these two income guarantee programs is more likely to discourage work? Explain 
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PS 1- Goals of  Government Intervention

Ex.3) Consider a free market with demand equal to Q = 50 – 0.5P and supply to Q = P - 10.

a) What is the value of  consumer surplus? What is the value of  producer surplus?  

b) Now suppose the government imposes a €15 per unit tax, to be paid by suppliers. 

➢ What is the consumer surplus? 

➢ The producer surplus? 

➢ Why is there a DWL associated with the tax, and what is the size of  the loss?
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PS 1- Goals of  Government Intervention

Ex.4) Governments offer both cash assistance and in-kind benefits, such as payments that must 

be spent on food or housing. Will recipients be indifferent between receiving cash versus 

in-kind benefits with the same monetary values?

Use indifference curve analysis to show the circumstances in which individuals would be 

indifferent and situations in which the form of  the benefits would make a difference to them. 
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PS 1- Goals of  Government Intervention
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Indifferent – 𝑄𝑓 < 𝑄𝑓2 

Worse off - Show

What if: 𝑄𝑓 > 𝑄𝑓2 ?
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