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Classic Readings 
(E512, Fall 2011, F. Gahvari)   

 
 
1. “Welfare Economics” and efficiency loss of taxation 

 
1.1 Background 
 

A. B. Atkinson and J. E. Stiglitz, Lectures on Public Economics, McGraw Hill, 1980, 
Lecture 11. 

R. W. Boadway and N. Bruce, Welfare Economics, Basil Blackwell: Oxford, 1984, 
Chapters 1-3. 

Laffont, Fundamentals of Public Economics, pp. 132-166. 
Tresch, Public Finance, Part I. 
H. R. Varian, Microeconomic Analysis, 3rd ed., 1991, Chapters 10, 22. 
R. Musgrave, Theory of Public Finance, 1959, pp. 140-157. 
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Tresch, Public Finance, Chapters 13-14. 
J. A. Hausman, "Exact Consumer's Surplus and Deadweight Loss," American Economic 
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J. Mayshar, "On Measure of Excess Burden and Their Application," Journal of Public 

Economics 43, December 1990, pp. 263-289. 
J. Hines, ``Three sides of Harberger triangles, Journal of Economic Perspectives 13, 

Spring 1999, pp. 167-188.   
C Blackorby and D Donaldson, Market demand curves and Dupuit-Marshall consumers’   
 surpluses: a general equilibrium analysis, Mathematical Social Sciences.37, 1999, 

Spring 1999, pp. 139-163.   
 
1.3 Measurement 
  

J. Hausman and W. Newey, “Nonparametric Measurement of Exact Consumer Surplus 
and Deadweight Loss,” Econometrica, 63, 1995, 1445-1476. 

 J. Shoven, "The Incidence and Efficiency Effects of Taxes on Income from Capital," 
Journal of Political Economy, December 1976. 

M. Boskin, "Efficiency Aspects of the Differential Tax Treatment of Market and 
Household Economic Activity," Journal of Public Economics, February 1975. 

 
 
 
2. Tax Incidence 
 
2.1 Competitive Markets 
 

R. W. Tresch, Public Finance, Chapter 16. 
D. Bradford, “Factor Prices Ma be Constant but Factor Returns are Not,” Economic 

Letters 1, 1978, pp. 199-203.  
J. Rothstein, "Is the EITC as Good as an NIT? Conditional Cash Transfers and Tax 

Incidence." American Economic Journal: Economic Policy, 2(1): 177–208. 
A. B. Atkinson, “The Distribution of the Tax Burden,” in Quigley and Smolensky, Eds., 

Modern Public Finance, Chapter 2. 
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J. Poterba, "Lifetime Incidence and the Distributional Burden of Excise Taxes," American 
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D. Fullerton and D. Rogers, "Lifetime versus Annual Perspectives on Tax Incidence," 
National Tax Journal 44, September 1991, pp. 277-287. 

C. Ballard, D. Fullerton, J. Shoven and J. Whalley, A General Equilibrium Model for Tax 
Policy Evaluation, Chicago:  University of Chicago Press, 1985, Chapters 2, 3. 

P. Diamond, “Tax Incidence in a Two Good Model,” Journal of Public Economics 9, 
1978, pp. 283-299. 

D. Fullerton and D. L. Rogers, “Neglected Effects on the Uses Side:  Even a Uniform Tax 
Would Change Relative Good Prices,” American Economic Review 87, May 1997, 
pp. 120-125. 

W. Evans, J. Ringel and D. Stech, "Tobacco taxes and public policy to discourage 
smoking," in J. Poterba, ed, Tax Policy and the Economy, vol 13, MIT Press: 
Cambridge, 1999. D.  

L. Summers, “Some simple economics of mandated benefits,” American Economic 
Review 79, May, 1989, pp. 177-183. 

J. Gruber, “The incidence of mandated maternity benefits,” American Economic Review 
84,   June 1994, pp. 622-641. 

 
 
1.2 Imperfect Competition 
 
 J. Poterba, “Retail price reactions to changes in state and local sales taxes,” National 

Tax Journal 49, 1996, pp. 165-176. 
 T. Besley and H. Rosen, “Sales taxes and prices: an empirical analysis,” National Tax 

Journal 52, 1999, pp. 157-178. 
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equilibrium, Journal of Public Economics 91, l 2007, 817-822 
 S. Skeath and G. Trandel, A Pareto comparison of ad valorem and unit taxes in 
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 J.E.Seade, “On the effects of entry,” Econometrica 48, 1980, pp. 479-489. 
 J.E. Seade, “The stability of Cournot revisited,” Journal of Economic Theory 23, 1980, 

pp. 15-27. 
 M. Katz and H. Rosen, “Tax analysis in an oligopoly model,” Public Finance Quarterly 13, 
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 N.H. Stern, “The effects of taxation, price control and government contracts in oligopoly 

and monopolistic competition,” Journal of Public Economics 32, 1987, pp. 133-
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 T. Besley, “Commodity taxation and imperfect competition,” Journal of Public Economics 
40, 1989, pp. 359-367.  

 J. A. Kay and M. Keen, “How should commodities be taxed?,” European Economic 
Review 23, 1983, pp. 339-358. 

` H. Cremer and J.-F. Thisse, “Commodity taxation in a differentiated oligopoly,” 
International Economic Review 35, 1994, pp. 613-633.  

 
3. Optimal Taxation 
 
3.1. Optimal Commodity Taxation 
 

R. W. Tresch, Public Finance, 1981, Chapter 16. 
A. B. Atkinson and J. E. Stiglitz, "The Structure of Indirect Taxation and Economic 

Efficiency," Journal of Public Economics, April 1972, pp. 97-119. 
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E. Sadka, "A Theorem on Uniform Taxation," Journal of Public Economics 7, 1977, pp. 
387-391. 

A. Sandmo, "Optimal Taxation:  An Introduction to the Literature," Journal of Public 
Economics, July 1976. 

A. Sandmo, "A Note on the Structure of Optimal Taxation," American Economic Review, 
64, 1974, pp. 701-706. 

P. Diamond and J. Mirrlees, "Optimal Taxation and Public Production:  I," American 
Economic Review, 61, March 1971, pp. 8-27. 

P. Diamond, "A Many-Person Ramsey Rule," Journal of Public Economics, 4, November 
1975, 335-342. 

E. Ahmad and N. Stern, "The theory of reform and Indian indirect taxes," Journal of 
Public Economics, 25, December 1984, 259-298. 

 
3.2 Optimal Income Taxation 
 

A. B. Atkinson, Public Economics in Action, Clarendon Press:  Oxford, 1995. 
A. B. Atkinson, and J. E. Stiglitz, Lectures on Public Economics, McGraw Hill, 1980, 
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N. H. Stern, "On the Specification of Optimum Income Taxation," Journal of Public 
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E. Sadka, "On Progressive Taxation," American Economic Review, December 1976. 
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E. Maskin and J. Riley, "Input versus Output Incentive Schemes," Journal of Public 
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 2004, 2657-2684.  

 M. Feldstein, Tax avoidance and the deadweight loss of the income tax, Review of  
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3.3. Optimal Tax Design 
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Tax and Public Finance,” Volume 5, 1998, pp. 67-81. 
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A. B. Atkinson, and J. E. Stiglitz, Lectures on Public Economics, McGraw Hill, 1980, 
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J. A. Mirrlees, "Optimal Tax Theory:  A Synthesis," Journal of Public Economics 6, 1976, 
327-358. 

J. Slemrod, "Optimal Taxation and Optimal Tax Systems," Journal of Economic 
Perspectives 4, Winter 1990, pp. 157-178. 

R. Arnott, “Reflections on Optimal Tax Theory,” in Quigley and Smolensky, Eds., Modern 
Public Finance, Chapter 10. 

T. Besley and I. Jewitt, “Uniform Taxation and Consumer Preferences,” Journal of Public 
Economics, 1995, 58, pp. 73-84. 

J. Rawls, “Some Reasons for the Maximin Criterion,” American Economic Review 64, 
May, 1974, pp. 141-146. 

W. Vickery, “Progressive and Regressive Taxes,” in J. Eatwell et al, Eds., The New 
Palgrave:  A Dictionary of Economics, London:  MacMillan Press Ltd., 1987. 

R. Boadway and M. Keen, "Redistribution," in A. B. Atkinson and F. Bourguignon, eds., 
Handbook of Income Distribution, Volume 1, Amsterdam:  North Holland, 2000.  

E. Saez, “Direct or indirect tax instruments for redistribution: short run versus long run,” 
NBER Working Paper No. 8833, 2002 

H. Cremer and F. Gahvari, “Nonlinear pricing, redistribution, and optimal tax policy,” 
Journal of Public Economic Theory, 4, 2002, 139-161. 

M. Tuomala,  Optimal income tax and redistribution, 1990, Oxford: Clarendon Press. 
 

 
3.4. Nontax instruments 
 

H. Hochman and J. Rogers, ``Pareto-optimal redistributions,’’ American Economic 
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J. Buchanan, “The Samaritan’s dilemma,’’ in E. Phelps, ed., Altruism, Morality and 
Economic Theory, Russel Sage Foundation, New York, 1975. 

N. Bruce and N. Waldman, ``Transfers in kind : Why they can be efficient and 
nonpaternalistic,’’ American Economic Review, 81, 1991, 1345-1351. 

S. Coate, ``Altruism, the Samaritan’s dilemma , and government transfer policy,’’ 
American Economic Review, 85, 1995, pp. 46-57. 

T. Besley and S. Coate, ``Public provision of private goods and the redistribution of 
income,’’ American Economic Review, 81, 1991, pp. 979-984. 

F. Gahvari, ``In-kind versus cash transfers in the presence of distortionary taxation,’’ 
Economic Inquiry, 33, 1995, 45-53. 

A.L. Nichols and R.J. Zeckhauser, ``Targeting transfers through restrictions on 
recipients,’’ American Economic Review, 72, 1982, 372-377. 

C. Blackorby and D. Donaldson, ``Cash versus kind, self-selection and efficient 
transfers,’’ American Economic Review, 78, 1988, 691-700. 

H. Cremer and F. Gahvari, ``In-kind transfers, self-selection and optimal tax policy,’’ 
European Economic Review,  41, 1997, 97-114. 

 Besley and S. Coate, ``Workfare versus welfare : Incentive arguments for work 
requirements in poverty alleviation programs,’’ American Economic Review, 82, 
1992, pp. 249-261. 

T. Besley and S. Coate, ``Workfare versus welfare: Incentive arguments for work 
requirements in poverty alleviation programs,’’ American Economic Review, 82, 
1992, pp. 249-261. 

T. Besley and S. Coate, ``The design of income maintenance programs,’’  Review of 
Economic Studies, 62, 1995, pp. 187-221. 

S. Coate, S. Johnson and R. Zeckhauser, ``Pecuniary redistribution through in-kind 
programs,’’  Journal of Public Economics, 55, September 1994, 19-40. 
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4. Public Goods 
 

P. A. Samuelson, "Diagrammatic Exposition of a Theory of Public Expenditure," Review 
of Economics and Statistics, 1955, pp. 350-356. 

P. A. Samuelson, "Pure Theory of Public Expenditure and Taxation," in J. Margolis and 
H. Guiton, Eds., Public Economics, London: Macmillan, 1969. 

T. C. Bergstrom and R. C. Cornes, "Independence of Allocative Efficiency From 
Distribution in the Theory of Public Goods," Econometrica,  November 1983, Vol 
51, 1753-1765. 

A. B. Atkinson and N. H. Stern, “Pigou Taxation and Public Goods,” Review of Economic 
Studies, Volume 41, 1974, pp. 119-128. 

R. Boadway and M. Keen, “Public Goods, Self-Selection and Optimal Income Taxation,” 
International Economics Review, Volume 34, Aug. 1993, pp. 463-478. 

F. Gahvari, “On the marginal cost of public funds and the optimal provision of public 
goods,” Journal of Public Economics, Volume 90 (6-7), 2006, pp 1251-1262. 

L. Kaplow, “The Optimal Supply of Public Goods and the Discretionary Cost of Taxation,” 
National Tax Journal, Volume 49, pp. 513-533. 

A. J. Auerbach and J.R. Hines, "Taxation and Economic Efficiency," in Auerbach and 
Feldstein, eds., Handbook of Public Economics, Vol. 3, pp. 1384-1390.  

 J Pirttila and M Tuomala, Labour income taxation uncertainty, taxation and public good 
provision, Economic Journal 117, 2007, 567—582. 

 
 

5. Externalities 
 

W. J. Baumol and W. E. Oates,  The Theory of Environmental Policy, Second Edition, 
Cambridge University Press, 1988, Part I. 

 
 

5.1      Optimal Taxation and Environmental taxation 
 

A. Sandmo, “Optimal taxation in the presence of externalities,” Swedish Journal of 
Economics 77, 1975, pp. 86-98. 

H. Cremer, F. Gahvari and N. Ladoux, “Externalities and optimal taxation,” Journal of 
Public Economics, 70, 1998, pp. 343-364. 

H. Cremer, and F. Gahvari, “Imperfect observability of emissions and second-best 
emission and output taxes,” Journal of Public Economics, 85, 2002, 385-407.  

H. Cremer, F. Gahvari and N. Ladoux, “Environmental taxes with heterogeneous 
consumers: an application to energy consumption in France,” Journal of Public 
Economics, 87, 2003, pp. 2791--2815. 

F. Gahvari, ``Review of Ruud A. de Mooij: Environmental taxation and the double 
dividend,’’ Journal of economic Literature, 40, 2002, 221-223. 

A. L. Bovenberg and F. Van der Ploeg, “Environmental policy, public finance and the 
labor market in a second-best world,” Journal of Public Economics 55, 1994, pp. 
349-390. 
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985-1000. 

H. Cremer, F. Gahvari and N. Ladoux, “Second-best pollution taxes and the structure of 
preferences,” Southern Economic Journal, 68, 2001, 258-280. 
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Journal of Public Economics, 80, 169-197, 2001. 
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Dornbusch and J. M. Poterba, eds., Global Warming:  Economic Policy 
Responses, Cambridge, MIT Press, 1991. 
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Economic Perspectives 7, 1993, pp. 47-63. 
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W. Hanemann, “Valuing environmental benefit through contingent,” Journal of 
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6. Taxation and Labor Supply 
 

J. Hausman, "Taxes and Labor Supply," in A. Auerbach and M. Feldstein, Eds., 
Handbook of Public Economics, Amsterdam:  North Holland, 1985, pp. 213-265. 
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1986, pp. 263-279. 
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Economics, 1994, pp. 495-504. 
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98. 
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of Human Resources 25, Summer 1990, pp. 491-516.  

O. Ashenfelter and M. Plant, “Nonparametric Estimates of the Labor Supply Effects of 
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pp. S396-415. 

S. Blomquist, “Restrictions in Labor Supply Estimation:  Is the MaCurdy Critique 
Correct?,” Economics Letters 47, March 1995, pp. 229-235. 
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