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Unit Code   EC30035
Unit Title     Public Expenditure and Public Choice
Lecturer

Professor Philip Jones




Room : 3E . 3.13




e-mail:   P.R. Jones@bath.ac.uk




office hours:   Friday 9.15 am - 11.15 pm

Aims and Learning Objectives

The aim of the course is to examine alternative ways by which the allocation of resources within the public sector can be evaluated. Criteria for evaluation of public expenditure are discussed and techniques, such as cost benefit analysis are appraised. An important learning objective is to develop an understanding of how different perspectives can be applied. In particular, the standard /public finance’ approach is contrasted with the more recent ‘public choice’ approach. The course is theoretical and analytical rather than descriptive. Although the course can be studied as a self-contained module,  it forms part of a specialist stream in Public Finance, with EC3 36 The Economics of Taxation.

Key Texts 

Cullis, J. and Jones, P.  Public Finance and Public Choice, 2nd 



edition Oxford University Press, 1998.




Mueller, D. Public Choice III, Cambridge University Press, 2003.

Organisation:  
There will be two lecture hours each week of the Semester. 

Assessment

Assessment is based on a two hour unseen examination.

Lecture Programme

1.
Welfare Maximisation
(a)
Normative foundations and resource allocation conditions of Pareto optimality

(b)
Problems of 'second best'

Cullis, J. and Jones, P. Chapter 1. 


Per-Olov, Johansson, An Introduction to Modern Welfare Economics, (Cambridge 
University Press, 1991), Chapters 2, 3 and 4.


Bator, F. M. 'The simple analytics of welfare maximisation' AER, 1957 (reprinted in 
H. Townsend, Price Theory.  Penguin, and W. Breit and H. M. Hochman, Readings 
in Microeconomics).


Lipsey, R.G. and Lancaster, K. 'The general theory of second best', Review of 
Economic Studies, 1956/7 (reprinted in M.J. Farrell, Readings in Welfare 
Economics).


Debate on Second Best between Y.K.Ng and M.Mckee/E.West in Public Finance 
1981 and 1987.

2.
Consumer surplus and the Use of Welfare Criteria
(a)
Definition of Consumer Surplus

(b)
Willingness to pay  or  willingness to accept:  Explaining the difference between CV 
and EV

Cullis J.  and Jones P.    Chapter 2


Varian, H. R.  Intermediate Microeconomics (3rd ed)


     Knetsch, J. “The endowment effect and evidence of non-reversible indifference 
  
     curves”   AER 1989, 1277-1284.


     Shogren, J.F., et-al.
Resolving Differences in Willingness to Pay and Willingness 
      to Accept’ AER, 1994, pp. 255-270.


     Hanley N, Shogren J.F and White, B. Environmental Economics: In Theory and Practice (Macmillan, 1996) Chapters 12, 13

3.
Externalities
(a)
Definition and the effect on resource allocation

(b)
Optimal solution:  the effect of property rights

(c)
Goods specific externality:  The Case for In Kind Transfers 


Coase, R. 'The problem of social cost' Journal of Law and Economics.  1966 
(reprinted in W. Breit and H. Hochman, Readings in Microeconomics).


Cullis, J. and Jones, P.   pp. 233-36.


Buchanan, J. M. External Diseconomies, Corrective Taxes and Market Structure, 
AER, 1969, pp. 174-7.


Mishan, E.J. Introduction to Normative Economics,  Part VIII.


Mueller, D. Public Choice II, Cambridge University Press:  Cambridge, 1987, pp. 28-
36.


Hoffman, E. and Spitzer, M. L. "Experimental Tests of the Coase Theorem with 
Large 
Bargaining Groups" pp. 145-165 in S. Baker and C. Elliot, Readings in Public 
Sector 
Economics.


Browning, E. K. (1999) The myth of fiscal externalities, Public Finance Review, vol 


27, pp. 3-18.



Kahneman, D., Knetsh, J.L  and Thaler, R.H “Experimental Tests of the 
  


Endowment 
Effect : the Coase Theorem”  Journal of Political Economy  


1990: 1325-48 (reprinted In R.H. Thaler, Quasi Rational Economies Russell 


Sage Foundation, 1994)


    Knetsch, J.  “Environmental policy implications of disparities between willingness to 
    pay and compensation  demanded” Journal of Environmental Economics and 
   
    Management  18: 1990, 227-37 (photocopy available).


Rosenthal, L.  “Subsidies to the Personal Sector”  pp. 78-124 in R. Millward, D. 
Parker, L. Rosenthal, M. Sumner and N. Topham, Public Sector Economics 
(Longmans 1983)


Boadway, R. and Bruce N. ‘The Government Provision of ‘Private’ Goods in a 
Second-Best Economy’  in R Boadway, A Breton, N Bruce, R Musgrave Defining 
the Role of Government Economic Perspectives on the State , Government and 
Competitiveness School of Policy Studies, Queen’s University  Kingston, Ontario 
1994 
(photocopy in Short Loan)


Cullis J.G and West P.A The Economics of Health: An Introduction chapter 3


Coate, S., Johnson, S. and Zeckhauser (1994) “Pecuniary redistribution through in-
kind programs”. Journal of Public Economics 55: 19-40.


Zeckhauser R J (1971) Optimal Mechanisms for Income Transfer,   American 
Economic Review,  vol 61,   pp 324-34.

4.
Public Goods

(a) Definition - pure and impure       (b) Optimal provision   (c) The Theory of Clubs


Cullis, J. and Jones, P.  Chapter 3.


Mueller, D.C. Public Choice III,  Cambridge University Press, 2003  Chapter 2.


Connolly S and Munro A Economics of the Public Sector Prentice Hall 1999, 
Chapter 4


Cornes, R. and Sandler, T. The Theory of Externalities, Public Goods and Club 
Goods, 2nd ed. Cambridge:  Cambridge University Press, 1996.


Tideman, J.N. and Tullock, G. "A new and superior process for making social 
choices" Journal of Political Economy, 1976 (reprinted in S. Baker and C. Elliot, 
Readings in Public Sector Economics).


Gravelle, H. and Rees, R. Microeconomics, 3rd Ed., (Longman, 2004).


Sandler, T. and Tschirhart, J. "The Economic Theory of Clubs:  An Evaluative 
Survey", Journal of Economic Literature, 1980, pp. 481-1521.


Sandler, T. and Tschirhart, J. ’Club Theory: Thirty Years Later’, Public Choice 1997


5.
Collective Decision Making
(a)
The Median Voter Model: how useful is it?

(b)
Majority Voting and 'Excessive' Budgets: is there any evidence?


Cullis, J. and Jones, P.  Chapter 4


Connolly S and Munro A Economics of the Public Sector Prentice Hall 1999, 
Chapter 8 and 9


Atkinson, A. and Stiglitz, J. Lectures on Public Economics, (McGraw-Hill, 1980)   
pp.322-26.


Wildasin, D. E. Urban Public Finance, Harwood Academic Publishers, 1986, pp. 42-
63.


Mueller, D.C. Public Choice III.  Cambridge University Press, 2003  Chapter 5.


Musgrave, R. A. "Excess Bias and the Nature of Budget Growth", Journal of Public 
Economics, December 1985, pp. 287-308.


Schultz, C. L. "Is there a Bias towards Excess in US Government Budgets or 
Deficits", Journal of Economic Perspectives, Vol. 6, No. 2, Spring 1992, pp. 25-43.


Brennan, G. and Lomasky, L.  Democracy and Decision The Pure Theory of 
Electoral Preference  Cambridge University Press 1993.

6.
Rent Seeking and Regulation

Cullis, J. G. and Jones, P. R. Chapter 5.


Mueller, D. Public Choice III, Chapter 15.


Stevens, J. B. The Economics of Collective Choice Westview Press 1993 Chapters 
8 and 9


Mitchell, W. C& M. C. Munger Economic Models of Interest Groups: An 
Introductory Survey, American Journal of Poliical Science, vol   35, no. 
2, 
May, 1991, pp. 512 -46 (photocopy available). 

W. Kip Viscusi, M. Vernon. and J E Harrington Economics of Regulation and 
Antitrust, (D. C. Heath and  Company, Lexington, 1992) 


Cowen, T. and Lee, D. “The Usefulness of Inefficient Procurement”  Defence 
Economics 1992 (short loan )


Tullock, G. “ Where is the rectangle?”, Public Choice 1997 and Tullock, G. “Which 
rectangle”  Public Choice 1998

7.          Fiscal Federalism
(a)
The ‘optimal’ size of local authorities; local jurisdictions as clubs

(b)
Assignment of fiscal functions:


Cullis, J. and Jones, P. Chapter 12.


Connolly S and Munro A Economics of the Public Sector Prentice Hall 1999, 
Chapter 24


Cornes, R. and Sandler, T. The Theory of Externalities, Public Goods and Club 
Goods 2nd edition,  Cambridge University Press,  1996  Chapter 11.


King, D. Fiscal Tiers: The Economics of Multi-Level Government 

Oates W E An Essay on Fiscal Federalism, Journal of Economic Literature vol XXXVII, Sept 1999, pp. 1120-1149.

(c)
bureaucracies and the flypaper effect


Niskanen, W.A. ‘The Peculiar Economics of Bureaucracy’ AER, 57, 1968, 293-321.


Cullis, J. and Jones, P. The Economics of Bureaucracy, pp. 86-102.  In:  Norman 
Gemmell (Ed) The Growth of the Public Sector:  Theories and International 
Evidence  (Aldershot:  Edward Elgar, 1993).


Lee, D. R. "The Political Economy of User Charges:  Some Bureaucratic 
Implications" in R. E. Wagner, Charging for Government.  (Routledge, 1991)

Bailey S J and Connolly ,S. “The flypaper effect; Identifying areas for further research”,  Public Choice vol 95, nos 3-4 1998 pp335-361.


Quigley, J. M. and Smolensky, E. "Conflicts Among Levels of Government in a 
Federal System", Public Finance, 1993, pp. 202-15.


Oates, W. “On the nature and Measurement of Fiscal illusion:  A survey”  pp. 65-82 
in G. Brennan, B. S. Grewal and P. Groenwegan, Taxation and Fiscal Federalism:  
Essays in Honour of Russel Matthews (Aust Nat Pr)

8.
Public Investment Appraisal:  Cost Benefit Analysis
(a)
CBA and traditional welfare economics:  the use of distributional weights


Cullis, J. and Jones, P.  Chapter 6.


Layard, R. and Glaister, S.  Cost Benefit Analysis  (second edition)  Cambridge 
University Press 1994, Introduction (pp 1-56).


Per-Olov Johansson, An Introduction to Modern Welfare Economics, (Cambridge 
University Press) Chapter 9 and 10.


Weisbrod, B.A. "Deriving on implicit set of governmental weights for income 
classes", (printed in Layard, CBA 1st edition).


Dasgupta, A. K. and Pearce, D. W. Cost Benefit Analysis:  Theory and Practice.  
Chapter 2.

Cohn, E.  Benefit Cost Analysis: A pedagogical Note, Public Finance Review vole 331 no 5 Sept. 2003 534-549,

Boardman A E , Greenberg, D.H, Vining A R and Weimer, Cost Benefit Analysis: 
Concepts and Practive Prentice Hall 1996


Drummond, M. F.  “Cost Benefit Analysis in Health and Health Care: Fine in 
Practice, but Does it Work in Theory?”  pp 106-126 in A. Williams and E. Giardina 
(eds) 
Efficiency in the Public Sector: The Theory and Practice of Cost Benefit 
Analysis Edward Elgar, 1993.

(b)
CBA and shadow prices:  the value of human life:  the use of QALYs.


Cullis, J. and Jones, P. Chapter 6.


Jones-Lee, M. The Value of Human Life, Martin Robertson, 1976.


Broome, J. "Trying to Value a Life", Journal of Public Economics, 1978.

Ulph, A. "The Role of ex ante and ex post decisions in the valuation of life", Journal of Public Economics, 1982.


Serbe Jr. R. O and Dively D.D., Benefit Cost Analysis: In Theory and Practice 
Harper Collins, 1994, Chapter 19

Zweifel P and Breyer, F. Health Economics, Oxford University Press, 1997  ch. 2

Layard, R. and Glaister, S.  Cost Benefit Analysis  (second edition)  Chapters  
Cambridge University Press 1994.

Drummond, M.  “Output Measurement for Resource Allocation Decisions  In Health Care”  pp.. 99 - 120  and Mooney and Olsen QALYs: Where next?,  pp. 120 -40, In A. McGuire, P. Fenn and K. Mayhew  Providing Health Care Oxford University Press, 1991.


Brouwer WBF and Koopmanmschap M  A On the economic foundations of CEA. 
Ladies and gentlemen, take your positions! Journal of Health Economics vol 19 
(2000) pp 439-59.

Dolan P and Edlin R Is it really possible to build a bridge between cost benefit analysis and cost benefit analysis Journal of Health Economics 21 2002 827-43.
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