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SEEK 470: 
PUBLIC ECONOMICS FOR BUSINESS LEADERS
Spring Quarter 2007 Syllabus: Section 61
Kellogg School of Management

Northwestern University

Spring Quarter 2007
Monday and Thursday,
1:30 - 3:00 p.m., Evanston Campus

Professor David Besanko and Professor Therese McGuire

E-mail: d‑besanko@kellogg.northwestern.edu 
therese-mcguire@northwestern.edu

Office (DB): 613 Leverone, 847-491-7753

Office (TM): 622 Leverone, 847-491-8683

Course Overview and Goals:

· Earlier this year President Bush proposed a cut of $70 billion over the next five years in federal spending on Medicare and Medicaid.  Meanwhile, California’s Governor Schwarzenegger announced a plan, similar to the health-care reform enacted in Massachusetts a year ago, to mandate and provide medical insurance for the 6.5 million people currently without insurance in the state.  The plan is expected to cost the state $12 billion a year.  These bold proposals seem to be at cross purposes. Why aren’t private insurers rushing in to provide insurance in this market?  If the Medicare and Medicaid programs are cut, who will pick up the cost of providing the no-longer publicly-funded health care? 
· In early February 2007, the Intergovernmental Panel on Climate Change of the United Nations issued a report concluding unequivocally that global warming was occurring. The panel further stated that it was 90 percent certain that global warming was being driven by human activity resulting in heat-trapping greenhouse gases. Given this background, why then have power plants and other heavy industrial facilities located in the European Union been allocated permits to emit carbon dioxide (the most important greenhouse gas)? And why have the owners of these power plants and factories been given the right to profit from these permits by selling them in an open market?
· For the last several years Thomas Friedman, the well-known author and foreign affairs columnist of the New York Times, has called for a sizeable increase in the U.S. gasoline tax to minimize U.S. dependence on foreign oil and to reduce greenhouse gas emissions (see, for example, Friedman’s columns on December 1, 2006 and January 12, 2007). If a significant hike in the gasoline tax were enacted, who would bear the brunt of the increase? And would the benefits of the increase outweigh the costs? Is there an optimal rate of gasoline tax in the U.S.? How would that rate compare to the optimal rate in other countries, such as the U.K.?

Senior executives of government, not-for-profit, and business organizations are expected to be knowledgeable about these questions. It may seem obvious that this would be a requirement for leaders in the public sector, and it is plausible that leaders of not-for-profits or NGOs would also need to be well informed on the public policy issues of the day. But why would business leaders need to know anything about public policy? Surely knowledge of areas such as finance, marketing, and accounting is far more critical to one’s effectiveness as a business leader than knowledge of public policy.

Perhaps surprisingly, if you spend time talking with CEOs of major companies, you soon learn that they can converse with insight, even eloquence, about public policy issues. They do so because they have to: public policy choices, whether in the area of tax policy, health insurance, environmental policy, or education, can have an important impact on a firm’s shareholders and its employees. Some of these impacts are fairly clear, sometimes they are more subtle. Even if firms are (apparently) unaffected by a particular public policy, the opinions of CEOs are often solicited, whether in the form of membership on “blue ribbon” commissions, testimony before Congress, or in one-on-one meetings with senior public officials. In light of this, an ability to discuss public policy with intelligence and clarity is an essential part of the leadership training that may someday bring you to the corner office. 
But even if you have not yet made it to the “C” level, having a framework to think about public policy questions can give you an important leg up in doing your job. Consider the following stories:

· You are a 38 year-old Kellogg graduate, and you are responsible for a $1 billion business unit in a large global pharmaceutical company. Your unit will be directly affected if the U.S. Congress passes into law proposed legislation requiring the government to negotiate directly with pharmaceutical companies over prices for prescription drugs under Medicare. Your boss has asked you to make a presentation not only on the likely impact of this law on your business unit, but also on the likelihood of the law being passed. This requires an assessment not only of the politics of the proposed legislation but also the social benefits it is likely to create. Fortunately, you remember doing a similar analysis in the public policy course you took at Kellogg, and so you feel confident that you will be able to put together an effective presentation.
· You are a thirty-something entrepreneur located in California and your passion is the development of technologies that reduce greenhouse gas emissions. Your newest product is a high-efficiency solar cell that is built into the tiles used to make roofs for new houses. The value of this business opportunity will depend importantly on both U.S. and California public policy toward greenhouse gases. To understand the policies that are most likely to be enacted, you need to understand the underlying environmental and economic issues. You are grateful that you took a course in public policy at your alma mater, Kellogg, to give you a framework for thinking through these issues.
· It has been five years since you graduated from Kellogg. You initially went into management consulting, and were quite successful. But your life after consulting has taken some unexpected turns, and you now find yourself back home in Latin America in a very high position in your home country’s Ministry of Education. The Minister has assigned you the responsibility to work with a team from the World Bank on a high-profile educational improvement project that will focus on providing incentives to schools to improve performance. You clearly remember grappling with that issue in your public policy course at Kellogg, and you are keenly aware that public policies that affect incentives can have unintended consequences. 
The purpose of this course is to give you knowledge, frameworks, and tools that you would need to: 
· Understand why markets may “fail”, and why government intervention may be needed.

· Identify the array of possible public solutions to society’s problems. 
· Evaluate the costs and benefits of alternative public policy options.

The lingua franca of public policy analysis is public finance economics. Public finance is the branch of economics that deals with the questions of when and how government should intervene in the private marketplace and how government interventions affect economic outcomes. Public finance economics is built on the foundation of microeconomics, the material you studied in MECN 430. Much of the economics you will study in this course will be familiar from MECN 430. However, there will be new microeconomic theory that will be taught in the class. 
Who Would Especially Benefit from this Course?
· Students (of any major) who aspire to rise to senior leadership positions in business firms, not-for-profit organizations, and government agencies.
· Students majoring in 

· Social Enterprise at Kellogg (SEEK)

· Management & Strategy

Prerequisites:  MECN 430 (Microeconomic Analysis) is a prerequisite for this course

Textbook and Readings 

· Stiglitz, Joseph, Economics of the Public Sector, 3rd edition (New York: W.W. Norton), 2000. 

· Case packet of readings.
How Will I be Graded?
Grades will be based on a midterm exam, a final exam, two group policy-situation reports, and a group project. There are 200 possible points in the course, divided up as follows:

1. Policy situation reports and critiques 
(20 report, 10 critique) 30 points (15%)
2. Midterm Exam
60 points (30%)
3. Final Exam
60 points (30%)
4. Team written project
(40 team points, 10 individual points) 50 points (25%)
TOTAL POSSIBLE POINTS
200 points (100%)
Though not explicitly graded, participation in class discussions of lecture material, readings, and other distributed materials is expected, and it will be taken into account in determining grades in borderline cases.

Policy situation reports and critiques
Twice during the quarter, the class will go through the following exercise:
We will articulate a public policy issue or question (one related to things we have discussed in class). Half of the project teams in the class will be asked to prepare a three-page (or shorter) report that outlines an answer to the public policy question poised and to turn in their report by 3:00 p.m. Tuesday (two days before the Thursday meeting of class). The reports will be shared with all the remaining half of the teams. Students on these teams will read all of the three-page reports, and will prepare a one-page critique of one or more of the proposed answers to the policy question described in the three-page reports. These one-page critiques are due at the beginning of class on Thursday.
When class begins on Thursday, several students from the teams that prepared the three-page proposals will be cold called and asked to describe and defend their proposed answer to the policy question. Several students whose teams wrote one-page critiques will then be cold called. By virtue of having written reports and critiques, we anticipate that there will be a high level of engagement in the class and a rich discussion that all students will be prepared to contribute to.

Because we will do this exercise twice during the quarter, each team will have an opportunity to propose an answer to a policy question and each team will have an opportunity to provide a critique.

Midterm and final exams

The exams will be closed-book/closed-notes in-class exams.  Each exam will be 90 minutes long and will consist of true-false questions, problems, and essay questions.  The midterm will take place in class on Thursday, May 3 and will cover all material from the first five weeks of class.  
The final will take place during finals week at a day and time to be determined.
More information about the midterm and final exams will be made available as the dates approach.

Team project – Mock Commission reports 
The team project will be a capstone experience. Students will sort themselves into teams to serve on “mock commissions” charged with making recommendations to an elected official (for example, mayor, governor, president, legislative body) who faces a particular public policy dilemma. Each commission will write a report that will contain a statement of the problem, a statement of appropriate policy objectives and criteria, a presentation of the available evidence, a discussion of possible solutions, and a recommended course of action. 
Students may, if they wish, volunteer to make a ten-minute presentation defending their report and recommendations in front of the class. Presentations will contain no more than 7 PowerPoint slides and should last no more than 10 minutes (exclusive of questions; we will allow 10 minutes of Q&A per report). The presentations are voluntary and will not count as part of your grade. However, if your team volunteers to present, we will be glad to provide detailed feedback on both the substance and style of your presentation. In this sense, the presentation should be viewed as an opportunity for professional development. If you wish to present, please let us know 48 hours prior to Class 20 (Thursday, May 31). If more than four teams volunteer, the four presenters will be chosen at random. 

Grades for the team projects will be based on two components. First, each member of the team will receive a common score (40 maximum possible points) based on the instructors’ evaluation of the written report. Second, each member of the team will give a score to every other member of the team, which will be reported confidentially to the instructors (10 maximum possible points per person). 

At the end of the second week of the quarter (Thursday, April 5) teams will be expected to submit one-page outlines of their projects. The outline should indicate the public policy issue the group will make recommendations about and the likely sources of information that the group will draw upon in researching their topic. 
Consistent with Kellogg policy on team formation, students may form their own teams of 4 to 6 individuals. If you have trouble forming a group, please let us know, and we will attempt to facilitate the formation of a group for you.
A list of possible topics will be distributed the first week of class.  Students will be free to choose a topic from the list or to propose a topic of their own device.

Class Etiquette
Students are expected to adhere to the general principles of Kellogg's Classroom Etiquette Policy, as described on page 20 of the Policies and Procedures manual for Kellogg students: http://www.kellogg.northwestern.edu/stu_aff/images/KelloggPolicyProc_2Y06.pdf
Specific adjustments to this policy for this class are listed below: 
· Students arriving more than three minutes late for class will be 
asked to contribute three dollars to the SEEK 470 Charitable Contributions 
Fund.  Proceeds will be donated to a charitable organization of 
students' choosing at the end of the term. 
· If other commitments will cause you to arrive late or leave early, 
you will be exempted from this policy if you alert one of us by sending an e-mail by         noon the day of class. 
· Finally, to minimize distractions and facilitate discussion, please do not use laptop computers, personal digital assistants, or iPods during class sessions, and please turn cellular telephones off.
Course Web-page
The course will have a Blackboard site. We will post electronic copies of course materials, including lecture slides and homework assignments and answers, on the Blackboard site after the materials have been presented or are due.

Course Outline:

Week 1

Session 1: Monday, March 26 
(a) Introduction to Public Economics and the U.S. Public Sector 
(b) Microeconomic Underpinnings of Public Economics 
Readings:

· Stiglitz, Chapters 1 and 2.
Session 2: Thursday, March 29 
Microeconomic Underpinnings of Public Economics
Readings:

· Stiglitz, Chapter 3, pp. 55-63.
Week 2
Session 3: Monday, April 2
Public Goods and Externalities
Reading:

· Stiglitz, Chapters 4 and 6.

Session 4: Thursday, April 5

Public Goods and Externalities
Readings:
· Layton, Lyndsey. “Business Groups Fill the Breach; Improvement Districts Springing Up All Over”, The Washington Post.  (September 14th, 2006).
· Wilson, James; Kelling, George. “Broken Windows”, The Atlantic Online. (March 1982).
· Current Public Policy Issue: Crime, Urban Decay, and Business Improvement Districts. 

Week 3
Session 5: Monday, April 9

Public Provision of Private Goods: Education

Reading:

· Stiglitz, Chapter 16
Session 6: Thursday, April 12

Public Provision of Private Goods: Education

Readings:

· West, Martin. “No Child Left Behind: How to Give it a Passing Grade”, The Brookings Institution. (December 2005).
· Whoriskey, Peter. “Political Backlash Builds Over High-Stakes Testing; Public Support Wanes for Tests Seen as Punitive”, The Washington Post. (October 23rd, 2006).

· Dillon, Sam. “For Parents Seeking a Choice, Charter Schools Prove More Popular Than Vouchers”, The New York Times. (July 13th, 2005).
· Saulny, Susan. “Harlem, a Test Lab, Splits Over Charter Schools”, The New York Times. (June 2nd, 2006).
· Current Public Policy Issue: Incentive Programs to Improve School Performance. 
Week 4
Session 7: Monday, April 16
Environmental Policy
Reading:

· Stiglitz, Chapter 9.
Session 8: Thursday, April 19
Environmental Policy
Readings:

· Gale, William. “The Case for Environmental Taxes”. The Washington Examiner. (July 21st, 2005).
· “Soot, Smoke and Mirrors: Europe’s Flagship Environmental Program is Floundering,” The Economist. (November 16th, 2006).
· “The Business of Climate Change”, The Economist. (January 23rd, 2007).
· Lee, Susan. “The Dismal Science: How Much is the Right to Pollute Worth?”, The Wall Street Journal. (August 1st, 2001).
· Gayer, Ted; Horowitz, Ted. “When Economists Dream, They Dream of Clear Skies”, The Economists’ Voice. (April 22nd, 2005).
· McKibbin, Warwick; Wilcoxen, Peter. “The Role of Economics in Climate Change Policy,” Journal of Economic Perspectives. (Spring 2002).
· Current Public Policy Issue: CO2 Emissions and Global Warming. 

Week 5
Session 9: Monday, April 23
Taxation: Incidence and Efficiency

Reading:

· Stiglitz, Chapter 18.
Session 10: Thursday, April 26

(( Policy Situation Discussion #1: Should the U.S. gasoline tax be increased?

Readings:

· Mufson, Steven. “Talk of Raising Gas Tax is Just That; Analysts Cite Advantages but Concede its Political Improbability”, The Washington Post. (October 18, 2006). 
· Puentes, Robert; Prince, Ryan. “Fueling Transportation Finance: A Primer on the Gas Tax”. The Brookings Institution. (March 2003).
· Reynolds, Alan. “Gas Tax Trial Balloon”, The Cato Institute. (October 29, 2006).
· Frank, Robert. “A Way to Cut Fuel Consumption that Everyone Likes, Except the Politicians”, The New York Times. (February 16, 2006).
· Gordon, Phillip. “An Improbable Cure for Oil Addiction”, Financial Times. (May 12, 2006).
Week 6
Session 11: Monday, April 30

Income Inequality and Poverty

Readings:
· Hoynes, Hilary W.; Page, Marianne E.; Stevens, Ann Huff. “Poverty in America: Trends and Explanations”, Journal of Economic Perspectives. (Winter 2006).
· Pittkey, Thomas. “How the Income Share of Top 1% of Families has Increased Dramatically”, The Wall Street Journal. (January 11, 2007).

· Porter, Eduardo. “Economic View: If All the Slices are Equal, Will the Pie Shrink?”, The New York Times. (November 19, 2006).

· Leonhardt, David. “The 6th Annual Year in Ideas: The New Inequality”, The New York Times. (December 10, 2006).
· Reynolds, Alan. “The Top 1%... of What?”, The Wall Street Journal. (December 14, 2006).
· Bernstein, Jared; Mishel, Larry. “Education and the Inequality Debate”. EPI Issue Brief. (February 8, 2007).

· Current Public Policy Issue: Why Has Income Inequality Increased? 

Session 12: Thursday, May 3
( Midterm Examination (
Week 7
Session 13: Monday, May 7
Taxation Today
Reading:

· Stiglitz, Chapters 22 and 25.

Session 14: Thursday, May 10

Federal Tax Reform
Guest lecture by Professor Rosanne Altshuler

Readings:

· Hubbard, R. Glenn. “Triple Jeopardy”, The Wall Street Journal. (November 2nd, 2005).
· Krueger, Alan. “One Tempting Remedy for the Alternative Minimum Tax has Flaws of Its Own”, The New York Times. (November 10th, 2005).
· Hubbard, R. Glenn. “Tax Reform’s Key? Stop Hammering Investors”, Business Week. (May 30th, 2005).
· Lazear, Edward; Poterba, James. “A Golden Opportunity”, The Wall Street Journal. (November 1st, 2005).
· Aron-Dine, Aviva; Friedman, Joel. “Effects of the Tax Reform Panel’s Proposals on Low- and Moderate-Income Households”, Center on Budget and Policy Priorities. (February 3rd, 2006). 
· Furman, Jason. “The Tax Reform Panel’s Costly Proposal”, Center on Budget and Policy Priorities. (November 30th, 2005).
Week 8
Session 15: Monday, May 14

The Social Safety Net
Readings:

· Stiglitz, Chapter 15
· Samuelson, Robert. “A Reform That Worked: Lessons from Welfare”, The Washington Post. (August 3rd, 2006).
· “From Welfare to Workfare: Helping the Poor”, The Economist. (July 29th, 2006).
· Furman, Jason. “Tax Reform and Poverty”, Center on Budget and Policy Priorities. (April 10th, 2006).
Session 16: Thursday, May 17

(( Policy Situation Discussion #2:  Should the minimum wage be increased?
Readings:

· A Blunt Instrument: The Minimum Wage,” The Economist (October 28, 2006).

· “Poor Should Get More for Their Money,” The Brookings Institution, reprinted from the Detroit Free Press (August 7, 2006).

· “Revisiting a Minimum Wage Axiom,” New York Times (February 4, 2007).

· “Weighing Minimum Wage Hikes --- Oregon’s Boost Didn’t Curb Growth but Did Squeeze Some Employers.”  The Wall Street Journal (November 3, 2006)
· “Why a Higher Minimum Wage is Bad Economic Policy,” Bloomberg.com (July 10, 2006).

Week 9
Session 17: Monday, May 21

Insurance Market Failure and Social Security
Readings:

· Stiglitz, Chapter 14
· Diamond, Peter; Orszag, Peter. “Saving Social Security”, Journal of Economic Perspectives. (Spring 2005).
· “How to Mend Social Security: America’s Pensions”, The Economist. (February 12th, 2005).
· Current Public Policy Issue: Saving Social Security.
Session 18: Wednesday, May 23

Insurance Market Failure and Health Care

Reading:

· Stiglitz, Chapter 12.

Session 19: Thursday, May 24

Health Care Reform

Guest lecture by Professor Leemore Dafny
Readings:

· Abelson, Reed. “Bonus Pay by Medicare Lifts Quality”, The New York Times. (January 25th, 2007).
· Freudenheim, Milt. “With Health Care Topic A, Some Sketches for a Solution”, The New York Times. (January 25th, 2007).

· “Sensible medicine from the states”, The Economist. (January 11th, 2007)

· “The federalist prescription”, The Economist. (January 11th, 2007)

Week 10
Session 20: Thursday, May 31

( Mock Commission Reports Due (
( Student Presentations of Mock Commission Reports (Voluntary) (
Week 11

( Final Exam ( 
Date to be determined.
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