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List of economic basics useful in public finance, or any course: ideas, tools, principles,
vocabulary. (Experience has taught me that most students were never taught, or never
learned, or have forgotten these basics, and stumble when they need to use them.)

A, Measurements, mathematics, and statistics
1, Commensurability and trade-offs
The dollar, a way to reconcile otherwise dissonant values
The interest (or discount) rate, for intertemporal trade-offs
Dollar equivalents, imputed values, service flows, and measurement bias
Fungibility of dollars
2, All economic values are of 2 kinds: point and flow
Conversion rates between them: discounted cash flow (DCF), and
price/earnings (P/e) ratios (aka “capitalization”)
2 kinds of point values: funds (aka stocks) and perpetuities
3, Elasticity (&), a ratio of 2 fractional changes: € of supply, and demand; € of
commodities, and factors of production; & of production ( = MP/AP)
¢ and mobility;
¢ and taxable surplus
4, Rates as ratios. 2 kinds of “growth rates,” absolute and fractional
5, Leverage: raising a fractional growth rate by subtracting a constant from the
variable that grows
6, “Regression fallacy” in correlations, a common and mischievous error

B, Government and law
1, Sovereignty
2, Federalism, and division of powers
“Fiscal federalism” = intergovernmental transfers
3, Competition among sovereigns — it takes many forms
4, Property

C, Entitlements and Distribution
1, Factors of production
2, Factoral income vs. personal income
3, Cash flow vs. income vs. rent
4, Dissipation of rent
5, Rentiers
6, Distribution:
Personal vs. factoral incomes
Wealth vs. income
Origins of wealth: earnings, findings, savings, and stealings, not
necessarily in that order
Concentration and its measurements (cf. “regression fallacy,” above)
“Redistributive” taxation — from what base?
Functional vs. non-functional incomes




D, Allocation, and social efficiency

1, Consumer sovereignty (but ask, which consumers?)

2, Highest and best use of factors — before and after taxes

3, Factor proportions — they vary extremely, unlike chemical valences. The 3
stages of production. Optimal factor mixes.

4, Factor substitution and trade-offs

5, “Public” (non-congestible) goods

6, Artificial scarcity, the essence of monopoly

7, Mobility and Arbitrage — equalizing marginal rates of return after taxes
(MRORAT). Labor arbitrage: equalizing wage rates. Immobility of land.

8, The equimarginal principle of optimal allocation of a factor

E, Some dynamics
1, The 4 different “Re-"s: Recovery, Replacement, Renewal, and Revival
2, Investing: net vs. gross, creative vs. acquisitive, active vs. passive, individual
vs. aggregate
3, The “wealth effect”
4, Depreciation and appreciation
What factor does which?
Effects on income
5, Fungibility of recovered “capital consumption allowances” (CCA’s).
“Protean” nature of capital as it turns over.
6, Rent-seeking (racing).




