
McMaster University - Department of Economics

Economics 3C03 - Public Sector Economics: Taxation

SUBJECT TO CHANGE

Term: Spring 2017: May 1st - June 16th Instructor: Joe Lesica
Time: Tue & Thur, 10:00-13:00 My office: Kenneth Taylor Hall 211
Room: ABB 270 E-mail: lesicaj@mcmaster.ca
Office Hours: TBD before Class.

Course Description: This is primarily a theoretical course on topics in public economics, with a concentration
on taxation, i.e., financing of government expenditures. The focus is on the theory behind the welfare effects of
various taxes (commodity and income) and issues when deciding how to optimally set them. Some discussion is
devoted to the political economy of taxation, that is, how voters would choose redistributive taxation.

Recommended Course Text: We will be using two main sources in this course and you are advised to consult
both to complement lectures. However, you do not have to purchase any textbook. The primary textbook is:

[HM] Jean Hindriks and Gareth Myles - Intermediate Public Economics, 2nd Ed (2013). It is not available
at the bookstore, but there are 2 copies (2nd edition) in the library, on reserve. More importantly, there is an
online version available through the library’s website. You should only download/print the necessary chapters.

[JL] John Leach - A Course in Public Economics (2004). We will cover only select few chapters: 2-5, 16 and
18. It is available as an ebook HERE.

Intended Learning Outcomes: By the end of the course, the student should be able to:
(1) Understand the theoretical principles behind the welfare effects of various taxes and the optimal taxation
policy principles.
(2) Use this knowledge to analyze the welfare effects of changing various types of taxes (unit, VAT, etc.) and the
burden of taxation shifting between buyers and sellers.
(3) Identify the key issues in the problem of choosing optimal pattern of commodity and income taxation.

Prerequisites: ECON 2G03 and calculus. This course is mathematical, requiring a working knowledge of
calculus and microeconomic theory at the intermediate level. The course is problem-oriented, meaning that after
we cover basic theoretical concepts and their intuition we will spend time solving problems in class. There will
also be True/False questions for intuition. The assignments and tests will be problem based as well.

From my perspective this is a 3rd year class, which means we are stepping it up a notch from the 1st and 2nd

year approach of multiple choice questions, diagrams and curve shifting methods. This implies somewhat more
work is required to excel. Looking over the notes 2 days before the midterm/final 6= studying and will guarantee
you a lousy grade.

Grade Distribution

Assignments (3) 30%
Midterm (2) 30%
Final 40%

The course will ‘feature’ two (2) assignments, one (1) midterm and a final. Each assignment is worth 15%
of your final grade. The assignments are intended to help you prepare for the upcoming midterm and the final.
Because of that, they are actually worth more than the mathematical 15%. In other words, if you start working
on the assignments early, come see me when you need to clarify something, and make sure you understand what
is being asked and what is expected as a good answer, the assignments have a positive ‘externality’ on your final
grade.
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COURSE OUTLINE

1. Welfare Economics in an Exchange and Production Economy.
L Chap. 2-4 and HM Chap. 2

2. Excess Burden of Taxation and Tax Incidence
L Chap. 5-5.3 and HM Chap. 9.5-6 & Handout
Wallace E. Oates and Robert M. Schwab (2015) The Window Tax: A Case Study in Excess Burden. Journal
of Economic Perspectives, Vol. 29, No. 1, pp. 163-180

3. Optimality and Impossibility of Lump Sum Taxes
L Chap. 16 and HM Chap. 13.1-8

4. Commodity Taxation
L Chap. 18 and HM Chap. 15

5. Income Taxation
HM Chap. 16

6. Political Economy of Taxation
Handout and HM Chap. 11

Calendar - “Double the speed” of a regular term.

We will be covering selected topics from the two textbooks. The following calendar provides you with a rough
guide to what chapters will be covered during which weeks. We will try to ‘stick’ with the schedule as close as
possible, but there is some buffer if we need to review or change the assignment dates up or down or have a make
up class. MIDTERM date is set and will NOT be changed. There is NO make-up midterm or early writes.

You MUST bring your student card for the midterm and the final exam. If you do not bring it, your mark on
that test or final exam will be zero.

MAY 2017 JUNE 2017

Mon Tue Wed Thu Fri Mon Tue Wed Thu Fri
1 2 3 4 5 1 2

L 2-4 L 2-4 HM 16
HM 2 HM 2 ASSG 2

8 9 10 11 12 5 6 7 8 9

L 5-5.3 L 16, HM 13.1-8 Polit Econ Polit Econ
HM 9.5-6 ASSG 1 HM 11 Handout

15 16 17 18 19 12 13 14 15 16

HM 15 HM 15, L18 Polit Econ FINAL
L 18 ASSG 1 DUE ASSG 2 DUE Good Luck!

22 23 24 25 26

MIDTERM HM 16

29 30 31

HM 16
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Missed Work Policy and MSAF

The grade portion of any missed assignment and/or the midterm will be added to the weight of the Final.
For example: you miss one assignment and 10% is added to the 40% weight on the Final, resulting in a 50% Final
weight.

In the event of an absence for medical or other reasons, students should review and follow the Academic
Regulation in the Undergraduate Calendar “Requests for Relief for Missed Academic Term Work”. Please note
these regulations have changed beginning Spring/Summer 2015. If you have any questions about the MSAF,
please contact your Associate Deans office.

Email Policy

All e-mails sent from students to instructors (including TAs), and to staff, must originate from your McMaster
University e-mail account. This protects confidentiality and identifies you as a student in my class. It is your
responsibility to ensure that communications are sent from a McMaster email account account. DO NOT email
me through Avenue! Emails originating from alternate addresses (gmail, yahoo, outlook, etc.) will be ignored
and deleted.

Electronics & Calculators

Using laptops and tablets for taking notes is fine. Whatever helps you learn. Using laptops and tablets for
watching videos and facebooking is NOT fine! I will ask you to turn them off and put them away if I think you
are being distracting in the classroom.

Using phones is strictly prohibited during class time. It is distracting to other students and to ME!
In accordance with university policy the only calculator that can be used during examinations are the various

models of the Casio FX991. No, you CANNOT use your phone as a calculator. (← Do not email me with a
question about this!)

Modification of course outlines

The instructor and university reserves the right to change or revise information contained in course outlines in
extreme circumstances. If a modification becomes necessary, reasonable notice and communication with the
students will be given with an explanation and the opportunity to comment on changes. It is the responsibility of
students to check regularly their primary email account via their @mcmaster.ca alias and course websites.

Academic Accommodation of Students with Disabilities

Students who require academic accommodation must contact Student Accessibility Services (SAS) to make
arrangements with a Program Coordinator and then make the instructor aware of the requirements or SAS form
that I need to sign.

Academic accommodations must be arranged for each term of study. Student Accessibility Services can
be contacted by phone 905-525-9140 ext. 28652 or e-mail sas@mcmaster.ca. For further information, consult
McMaster University’s Policy for Academic Accommodation of Students with Disabilities.
Policy on Academic Honesty: All students are expected to abide by the McMasters Academic Integrity Policy. The

student’s section can be found at https://www.mcmaster.ca/academicintegrity/students/index.html. You are expected to
exhibit honesty and use ethical behaviour in all aspects of the learning process.

Academic dishonesty is to knowingly act or fail to act in a way that results or could result in unearned academic credit
or advantage. This behaviour can result in serious consequences, e.g. the grade of zero on an assignment, loss of
credit with a notation on the transcript (notation reads: “Grade of F assigned for academic dishonesty”), and/or suspension
or expulsion from the university.

It is your responsibility to understand what constitutes academic dishonesty. The following illustrates three forms of
academic dishonesty:

1. Plagiarism, e.g. the submission of work that is not ones own or for which other credit has been obtained.
2. Improper collaboration in group work. Yes, you are allowed to worked together on assignments, and discuss with

others the possible procedures used to solve a problem, but you are required to write and submit your answers.

3. Copying or using unauthorized aids in tests and examinations.
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