ECO 354

Public Finance - Intergovernmental: State and Local

Spring 2006
J.R. Aronson

Office: RBC 353 




                    Office Hours:  MWF 3:00-4:00

Telephone: 610-758-3411                                                                                             TR 10:00-11:00

Email: JRA1

This course deals with the expenditures and revenues of state and local governments.  Major topics include the theory of fiscal federalism, intergovernmental fiscal transfers, the design of state and local tax structures, capital budgeting and debt finance, pension funds and school finance.  Prerequisite: Eco. 105 or 146.

Text:
(1) Ronald Fisher, State and Local Public Finance, (Irwin, 1996). (RF) See Course Info Page.

(2) David Brunori, State Tax Policy, The Urban Institute, 2001. (DB)
I
DESCRIPTION OF THE PUBLIC SECTOR: The Economic Rationale for Decentralized Public Decision-Making.  National public goods vs. local public goods.  The decentralization theorem.


RF -
Ch. 1  Why Study State and Local Government Finance?

                          Ch. 2  Microeconomic Analysis: Market Efficiency and Market                                                       Failure

                     
Ch. 6   Organization of Subnational Government


Special Readings
 
(1)    
Ch. 1   W. Oates, An Economic Approach to Federalism

 
(2)    
Ch. 2   W. Oates, The Division of Functions Among Levels of Government.

(3)    
Aronson and Hilley, Financing State and Local Governments, Introduction and Ch. 1.

II
EQUITY AND EFFICIENCY IN A FEDERAL SYSTEM Why a federal system produces fiscal inequities.  How to offset the inequities.  Analysis of the distribution of population and fiscal migration.  The theory of clubs.


RF - 
Ch. 3   Public Choice Without Mobility

                    
Ch. 4   Demand for State and Local Goods and Services - Optional


        
Ch. 5   Public Choice Through Mobility


Special Readings
(4)
Aronson and Lambert, “Decomposing the Gini Coefficient to Reveal Vertical, Horizontal and Reranking Effects of Income Taxation,” National Tax Journal, June 1994.
(5)
James Buchanan, “Federalism and Fiscal Equity,” American Economic Review, September 1950.

(6)
Aronson and Schwartz, “Financing Public Goods and the Distribution of Population in a System of Local Governments,” National Tax Journal, June 1973.

lll
INTERGOVERNMENTAL FISCAL RELATIONS: Intergovernmental Fiscal Relations - The Theory of Grants-in-aid.  Description and analysis of existing grants-in-aid system.


RF
Ch. 9   Intergovernmental Grants


Special Reading
(7)
Aronson and Munley, Non (equivalence) in a Federalism: Flypaper with Dual Tax Shares, Public Choice, 1996.

IV
MEASURES OF FISCAL CAPACITY AND TAX EFFORT - How to determine and measure the ability and willingness of state-local governments to raise revenue.


Special Reading
(8)
Aronson and Hilley, Financing State and Local Governments, Ch. 2

V
STATE AND LOCAL TAXATION AND THE USE OF DEBT: Review and analysis of the major taxes of state and local governments.  Analysis of debt use by state and local governments.


DB
Chs. 1-10

RF
Ch. 12
Principles of Tax Analysis



Ch. 13  The Property Tax



Ch. 14  The Property Tax, Continued



Ch. 15  Sales and Excise Taxes



Ch. 16  Income Taxes

Ch. 17  Business Taxes



Ch. 10  Debt



 (9)
J.R. Aronson and V. Munley, "Wealth Transfer Taxes in the U.S. System of Fiscal Federalism," Publius, Fall 2001. 


Special Reading
(10)
Aronson and King, “Is There a Fiscal Crisis Outside of N.Y.,” National Tax Journal, June    1978.

VI
RETIREMENT SYSTEMS OF STATE AND LOCAL GOVERNMENTS

Special Reading


(11)
Aronson and Hilley, Earmarked Revenues, Retirement Systems and Capital Budgets, Ch. 10.

(12)  
MIS Report, Reforming Public Pension Plans to Avoid Unfunded Liability, 1983

(13)   
Aronson, Dearden, Munley, Myers, “The Dangerous Design Defects of State and Local Pension Plans,” 2006.

HOUR EXAM POLICY
The two hour examinations in Eco 354 for the Spring semester 2005 are scheduled for Friday, February 24, 2006 and Monday, April 10, 2006. You are required to take both examinations – they are not optional.  If for some reason you are unable to take an examination, contact me as soon as possible and arrange for an excused absence.

There are no make-up exams in Eco 354.  The final examination will count as the make-up if you have obtained an excused absence from an hour examination.

FACTORS USED TO DETERMINE SEMESTER GRADE:


Hour exam #1 -         25%


Hour exam #2 -         25%


Final Exam -              50%
      100%
Writing Intensive and extra credit term paper credit is available upon request.

Class attendance and effort will be taken into account in determining certain borderline cases.
Policy on Disabilities

If you have a documented learning disability, and will be requesting academic accommodation for this class, please contact Dean Cheryl Ashcroft in the Office of the Dean of Students, UC 212, 8-4152.

Academic Integrity
Lehigh University Student Senate, Statement of Academic Integrity.  We, the Lehigh University Student Senate, as the standing representative body of all undergraduates, reaffirm the duty and obligation of the students to meet and uphold the highest principles and values of personal, moral and ethical conduct.  As partners in our educational community, both students and faculty share the responsibility for promoting and helping to ensure an environment of academic integrity.  As such, each student is expected to complete all academic course work in accordance to the standards set forth by the faculty and in compliance with the university’s Code of Conduct.

Eco 354

Learning Objectives

1.
Understanding the role of the public sector and the need for subnational units of government.  Students learn the difference between private goods, national public goods, and local public goods.

2.
Understanding how economic efficiency and equity are affected by the mobility of citizens and understanding the issues and problems of fiscal federalism.  

3.
Students will learn the techniques of measuring the ability and willingness of state-local government to raise revenue.  These are the alternative measures of relative fiscal capacity and tax-effort

4.
Students will study the municipal bond market and will be exposed to market analysis to understand how tax exempt bonds are priced relative to taxable bonds.  Students will also explore the theory of debt finance and the economic burden shifting achieved by debt finance.

5.
Students will become familiar with state-local pension fund financing.  They will learn what is meant by a “fully funded” pension plan and the economic consequences of under or over funding.

6.
Students will become familiar with the principles of tax analysis and study the characteristics of state-local income taxes, sales taxes, and property taxes.  Special attention is paid to studying the relationship between property taxation and the financing of public education.
