Code: ECON-401

Title: Public Sector Economics

Credit Hours: 03

Prerequisite: Intermediate Microeconomics and Intermediate Macroeconomics
Objectives:

The main objective of this course is to develop an understanding of the impact of government
policies on resource allocation and equitable distribution of income. Public sector economics
helps to analyze and identify the effect of public policy on various macroeconomic indicators.
This course will help the students to enhance their understanding of various public policies and
their effects on the economy.



Course Contents
Introduction

Introduction to public sector economics, concept of public budget, Objectives of budget,
Types of budget deficit, surplus and balanced budget, Distinction between public and private
expenditure, Main sources of public revenue.

Public Expenditures

Causes of public expenditure growth, Major theories of public expenditure, Wagner’s Law of
public expenditure, Colin Clark (Critical Limit) Hypothesis.

Market Failure

Externalities, Types of externalities- negative externality, socially optimal output, Positive
externality, internalizing externalities, Coase theorem, Implications for income distribution.

Public Goods

Public goods excludable, public goods non excludable, Rivalarous and non rivalarous in
consumption, Excludability and non-excludability, Concept of free rider, Asymmetric
information, Adverse selection and moral hazard.

Cost Benefit Analysis

Private and social costs, Types of cost and benefits, Criterions for cost benefit analysis, Project
evaluation, Concepts of NPV (Net Present Value), IRR (Internal Rate of Return) and their
economic applications.

Introduction to Taxation

Desirable characteristics of a tax system, choosing among different tax system, Types of taxes-
direct vs indirect taxes Tax incidence in competitive markets and without perfect competition,
Equivalent Taxes, Factors affecting tax incidence.

Taxation and Economic Efficiency

Theories of taxation- The cost theory, the benefit theory, the ability to pay theory- Subjective
approach, Objective approach, Progressive, Proportional and Regressive taxes, Degressive tax,
specific and advalorem tax, single and multiple taxes, Impact of tax vs incidence of a tax.
Specific tax incidence, Differential tax incidence, balanced budget incidence. Concept of
optimal taxation.

Deficit Financing and Public Enterprises

Consequences of Government deficits, improving the budgetary process, Managerial problems
of public enterprises in Pakistan, Theories of pricing in public sector enterprises- no profit no
loss theory, Managerial cost of production theory, Average cost of production theory, Theory
of making profit.

Policies

Social Insurance and Security, Income Distribution and Welfare Reforms State and Local
Public Economics: Overview of Fiscal Policy in Pakistan.
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