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recommended requirements

Solid knowledge in (undergraduate) microeconomics
Basic knowledge in public economics, in particular allocation theory (as provided, e.g., in the module
.Marktversagen und Wirtschaftspolitik®)

obligatory requirements

language

English

content

This module provides an in-depth microeconomic analysis of taxation and public debt. We start by
investigating the development and structure of public expenditures and public revenues, before we
introduce the concept of social welfare functions and several ideas about a fair distribution of the tax
burden. Then, we look at the design of taxes and discuss linear, regressive and progressive taxes
and their relation to inequality. In the core of this module is the analysis of the impact of taxes on
individual decisions and resulting welfare effects, the question of who bears the tax burden (tax
incidence), as well as optimal taxation as a trade-off between equity and efficiency concerns. In an
aside, we deal with the German income tax schedule and introduce a simple economic model of tax
evasion. Finally, we study the development of public debt and deal with the question to which degree
public debt is sustainable. We discuss in which cases financing government expenditures by public
debt rather than by increased taxes might be justified and to which degree excessive public debt
might create problems.




Table of contents:

Chapter 1: The scope of the public sector

Chapter 2: The pursuit of equity in taxation

Chapter 3: The design of taxes

Chapter 4: Tax incidence

Chapter 5: Taxes and efficiency

Chapter 7: Taxation of savings and labor supply
Chapter 8: Optimal taxation

Chapter 9: Tax fraud

Chapter 10: Public debt: Neoclassical model vs Ricardian equivalence
Chapter 11: Public debt: Justification and challenges

intended learning outcomes (ILOs)

Students who have successfully participated in the module are able to

e demonstrate a clear theoretical understanding of taxation and public debt

e explain the economic justification, basic structure and economic effects of different types of
taxes

e analyze economic implications of taxes with respect to economic efficiency and distributive
equity as well as their effects on the behaviour of economic actors

e assess pros and cons from financing government expenditures by public debt rather than
increased taxes

o apply their knowledge to draw relevant policy conclusions, and to engage in informed
debates about taxation and public debt

teaching methods

Classroom lecture with interactive elements
Uebung with tutorials

required attendance

examination (type of examination, scope)

Final exam (90 minutes)

overall grade relevance

100% final exam

possibility of retake exam
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additional notes

Exam question can be answered in English or German
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