Public Economics/Public Finance
Chapter 2 Exercise
September 9

1. Define the public sector. What does Stiglitz & Rosengard mean by “government activity” when measuring the size of the public sector? 



2. Explain the difference between government production of goods and services and government redistribution of income. Provide examples of each. 


3. Explain what is meant by “deficit financing.” How does it complicate the measurement of government revenues and expenditures? 


4. Tax expenditures (e.g., deductions, exemptions) are often not captured in headline government spending figures.
a. Explain why tax expenditures may understate the true size of the public sector.
b. Give one example of a tax expenditure and a corresponding direct government expenditure that could achieve the same policy goal. 

6. Calculate and compare:
a. If total government revenue is $500 billion and total expenditure is $550 billion, what is the budget deficit?


b. How might deficit influence assessments of the size of the public sector across countries? 


7. Case: 
Imagine you are an economic advisor in a low-income country where government pensions and subsidized healthcare account for a large share of public budgets but are recorded as separate transfer accounts rather than direct expenditures.
a. How would this classification affect international comparisons of public sector size?



b. Propose a way to adjust the data so that comparisons with other countries are fairer

