‘:}(INGAGE
A% Learning" (#) A2 -N. %8 (David N. Hymen) %=

KR X

R S o N

B

Wi, BRE %K

PUBLIC FINANCE e

THEORY, POLICY, AND PRACTICE

~% CENGAGE
= learning
E W ¥ 3




42

=T

s S il I

AW

WA By

B, KR5S K
@ PUBLIC FINANCE

THEORY, POLICY, AND PRACTICE

(() KT -N. /82 (David N. Hyman) Z S




ZENEREIES BEF: 01-2013-3707
BB ER S B (CIP) £ #E

R PG R S B Y 10 R IR IR/ ) 2 (Hyman . D NL) 35 5 gk JF Y PR 1.
— b ut b mt K AL, 2014, 6

(T PR R« BORTER RO

ISBN 978 -7 — 301 - 23654 - 3

| . QW II. O Qs . OMBCF — BUFE B — 0 G — B
IV.OFS810

e A T A CTP B 4% 7> (2014 45 001251 4

David N. Hyman

Public Finance: Theory . Policy.and Practice.10th edition
ISBN : 978-1-285-55359-7

Copyright © 2014 Cengage Learning Asia Pre Lid.

Original edition published by Cengage Learning. All Rights reserved.

ARG T 0 2D RS vl R RSOROUT AT i B 5

Peking University Press is authorized by Cengage Learning to publish and distribute exclusively this cus-
tom reprint edition. This edition is authorized [or sale in the People’s Republic of China only (excluding
Hong Kong, Macao SARs and Taiwan). Unauthorized export of this edition is a violation ol the Copy-
right Act. No part of this publication may be reproduced or distributed by any means. or stored in a data-

hase or retrieval system. without the prior written permission of the publisher,

G T LT 52 ERS 2 2 2D R w) B AL 5 R I RS I A L R . B RS (LR A A AR
VT B8 P CAS A 45 o [ 7 s T DR S A7 D M I 5 i M DO 99 45 R 28 B AL A 13 11 10K B Oy ik
JLRRAGE A TR o A28 IR UG 15 100VF ol AR LA Anf Jr Qi 28 e A7 AR A5 AT ol 384

A H HE M A Cengage Learning BifAIRE , XIREELREHE,

B Z: MHZE B BRE5XE(F 10 R)

EM AT & CEIA T « NS (David NC Hyman) % gkUES R
ot AT 4 f. 9K G

b 15 % ISBN 978 =7 - 301 - 23654 — 3/F « 3807

TR S | W N T S

b Nl e b 5T BE ORI 205 4 100871

1% Bil: hup://www. pup. cn

i 7 i A em@pup. en QQ: 552063295

B B @bt KOE R AL @b 50 K7 MR 2845 1 15

i W MBS 62752015 A7 62750672 4iMEH 62752926 AR # 62754962
EI W # dbst Al AUE L A7 B2 1]

#
2 W ¥ BEIN
787 A CI092 oA 16 JFA 38 gk 754 TF
2014 4E 6 A 1 B 2014 4F 6 J1 45 1 Ik Bk
e . 0001-3000 M}
i

[ . 78.00 JC

KL VE ] A AT Jy o0& ) sl b B AR 5 2 4 ok 2 TR IN 7 .
MR R, B R
ARG 010 - 62752024 L {54 : [d@ pup. pku. edu. cn



iR A e

h—REANDTHREAEE SERERNAFBRE LT KFHRERD
XENEREAEM ARREEXZEHM NI HPHIK. B 2003 F8, K5
28 BAEZRT-FARAAB BALERFLHLFTHRIMEGE REFTI#HT —
AMBFEBENERRFHMN . EP REBDFCEAMSIR.FET ) ABREN
AT FFiE R A EATE Ly 28, flo, RNIBAERLERRTNEFEHH
F—RRE(EF¥RE)LERAEBARZIRA ERAER WEFFEH
H M.

ERAACEMNNZE S BRBEREMN REIEANENEFEHE XL L LK
HAeEFRENHAMRT ., BAEFRNRMER L EPMAF . AAFELFELE
R BT REEF¥REEBL.FRACHFEFREEM” “CREFEHEM”. B R
FHREHEM CEEFRAEEM 2 U FREHM THEREHEM AATHK
REBREEM" AN TFRIGEARBXR L EABETEE XL F LW EBRE,
FEMEATPBEANRZHM AN A L XAHEHWEHXNE —TRE, W H S RHEM
AN&E . REZEEFR  REAMLEEAME  ANTAFERBTES AR, F
Mo RMNAEHRER LA#ATT —SEEMGF. Sl Y THREENRERFNE
ZEMARTROARBFI AN EEBONA MR AR ER L, A RRERKN
REZRENER . FAWEBZAEFFEZL A NP XER . EIRAXBFERR. I
KEBEMNEFTAFSHAAAR . FHLULFHEREAL) AEH., FEX LA
FRHA LRt G HITRRAE L FITRGEEA.

EALFHHRERY . RNFETEFHE E RN R ATNERR S &8
BRBEHEMRTENXR. BAESELARRNERFE - SBF . ERELKEN
BRFEMMAEHZ LR ARNAETESNEFEMTFF LA ELE A TFFHNE



FALE C R EREH A ERALAERARAK R R, CRKE. K
o RESAEEWRBEREARMNEAN T LR AERUERMNRARANZ
B, AAFRERT ERE 70O A &, 72 b, 8 37 A7 8y #4000 B fo 2 B ST KR
K#E!

“THEIREBFE  AREVHKEL.ERS T EFERKANS R, LEK
FHBRHABARABHRE  FRAXNZE EFBHEM AR REN —TKHH
FY, REAFLARER ARR . AEHF HENAG . 2HLKKTEAFTAX
wH. KMNWFLELFELCHNRKS 5! ZRH . REEVLEXFLAM-LHFAHK
MEFERFHEFEEE Y (em@pup.cn) , FHHERE S KEFHHIFREN, &
WERBARKMNAZFAWER T B, EANXFEZRBM RN T AT 4R R
URMNARGNAEH CBERARATELGFEEHFTWE R AT HE TR

b F K F R
ZHFE5EREAPHF LN



A IE AR BT F B B A S B A5 D A B A B B S A FR IV B R I
B 3E B AE D B EIE RBURTTRA RS H 4.

ABRGEMWA R T W B FEA T, I HE T BB e A S BUR T AN K e S
SEERA DAL SRR . K AT R L B BRI K I AL L B S I BT K
F VAUV B b o B 10 RRAKSE T R TE 1 IV B P R 2O RS R RS 8 T AR B LA
4 DR T A T 2 R 4 A #2801 AR O 5 IR e T AR 28 K S A7 A AR H B IBORY )

o AHIFE . 2BBA“ERUWAMAIBURBEW FLR; BHRA ¥ Hir MW
BT R S — A B B S A . RS S R N v SR, DA (AR L A
BB FrA W RN EE A

® AR BUER . AN T W BE—E ORI REAE AT AR MR R
T AR KA, B KRR A T . BUT AT AR B O 88 X s R

® it T R RIBX AN B KBS RBUF M BB M., £E PP & T EE
22 7E 2009 4EMiA R B TRk &R

® 5% T BUN SCH BN B LR e A - BREE TS T 5 B A R AR R A S 150 ] A
B AE G B P AR T 97 TN 0 e b X 0 BB 78 B8 Ve T BUR TE X 8
HIAEH

® ¥ BT I T BOR Y 2 0 B B, R B R A 45 A R A A i X, DL R BUR AR
FILERER G R .

® g 1 R B i O B O B 5 2 R K R EE S R R B & E AT T
ST, T BE AR AR 5 1 $8 40 L O T A BRSO .

© FUNTFN TG HAR AR  F R BRI A M B
® X - A 37 P T A L 22 T 3 9 R % 8 AR A

® PPT ZJ%T Ji 48 T A 515 — B i O A L B0 0, 045 P A A L5 7

® LN AL AE VR BORTHE A4 B

BOWE U5 RBA 5 5505 00 B YOk B T 3R, LAARAS M SE SO YR IR IN T 4B



FESS 10 P, AT B B R T Z, MBR TR B 2 EWERME”.H 3 T IR EM AT
0758 13 R BLU LA R M RAAE. 2 EME 3 ENHXAE, RENSRLF2HF .
B KBV ERFZLHRERKAEBBRIABRUE T HFEAMARMO K S TR, K@) KigH
FEA FH op R R LA,




About the Author

David N. Hyman, Professor of Economics and Alumni Distinguished Under-
graduate Professor at North Carolina State University, has taught both under-
graduate and graduate courses in public finance there since 1969. Professor
Hyman received his Ph.D. in Economics from Princeton University. He has held
Woodrow Wilson, Earhart, and Ford Foundation fellowships and was a Fulbright
senior research scholar in Italy in 1980. From 1976 to 1977 he was visiting re-
search professor at the University of Turin in Italy and in 1997 he was visiting
professor of economics at the University of Ferrara in Italy. Professor Hyman is a
member of the Academy of Outstanding Teachers at North Carolina State Univer-
sity and received the Alumni Association Outstanding Teacher Award in 1982 and
1996. In 2006 he was a recipient of the North Carolina State University College of
Management Teaching Excellence Award. In 2010 Professor Hyman was the Col-
lege of Management recipient of the Board of Governors Award for Excellence in
Teaching. He is the author of several widely used textbooks in economics and has
published scholarly articles in the National Tax Journal, Public Choice, Journal of
Economic Education, and other respected academic journals. In 2005 his Public
Finance text was translated into Chinese and published by the Peking University
Press. Professor Hyman served on the President’s Council of Economic Advisers
as a consultant and as a senior staff economist from 1988 to 1989. He has also
been a guest scholar at the Brookings Institution and has worked as a government
budget analyst and as an economist for the Board of Governors of the Federal
Reserve System and the U.S. Comptroller of the Currency.

Professor Hyman is also a photographer whose palladium and platinum prints
are in the permanent collection of the Corcoran Gallery of Art in Washington,
D.C. and the Gregg Museum of Art and Design at North Carolina State Univer-
sity. His photographs have been exhibited by galleries and museums in New York,
North Carolina, California, and in China at the Pingyao International Photogra-
phy Festival and in Beijing, and have been published in art books and on the
covers of several novels.

vii



Preface

viii

ince the last edition of Public Finance: A Contemporary Application of

Theory to Policy the U.S. economy has been buffeted by a major financial

crisis and the most severe recession since 1982. The recession has had
major impacts on public spending and revenue collection that has affected the
budgets of all levels of government. Even before the recession began it was clear
that major changes in the government sector were impacting public finance issues.

Since 2001 the federal government’s share of the economy has been increas-
ing, and there has been increased reliance on deficit finance. Federal expenditures
for both health care and national defense have been growing rapidly. The reces-
sion has resulted in extraordinary federal spending and tax cuts to stimulate a
weakened economy and has contributed to increased government borrowing and
a federal budget deficit of more than 10 percent of GDP. The economic downturn
has also had a major impact on state and local governments in the United States.
As tax collections fell in 2008 and 2009 in response to reduced economic activity,
states and cities have been forced to either cut spending or increase taxes to bal-
ance their budgets.

The new edition of this book documents the accelerated growth of the gov-
ernment sector of the economy and its consequences. The fastest growing area
of government spending in recent years has been health care. The reform of the
system of provision of health care in the United States has been a major issue in
2009 and 2010. Government spending on health care has been increasing rap-
idly both on the federal and state levels. The new edition of this text continues
to discuss issues related to the provision of health care and the role of govern-
ment in that sphere with an entire chapter devoted to the problems involved.
The stimulus program enacted by Congress in 2009 also receives coverage in
both the expenditure and tax chapters. Fundamental controversies still rage
about how to deal with the Social Security system as the population ages. The
role of government in supporting education remains an important issue. All
these perennial as well as newer government issues are covered in this 10th edi-
tion. There is a separate chapter on deficit financing by government. This un-
ique feature focuses on the implications of government borrowing for the
economy and is of major importance in view of the fact that the budget deficit
has exploded in recent years and must eventually be brought down to avoid
future negative consequences for the economy.

The text retains its in-depth coverage of tax theory and policy issues. Sections
on taxation have been updated to discuss issues in tax reform and the impact of
taxes on incentives and economic growth. The latest data on tax rates and the dis-
tribution of tax burden are included.
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CHANGES IN THIS EDITION

The 10th edition continues to provide comprehensive coverage of theoretical and
applied issues in public finance. The latest data are used to make sure all charts,
tables, and analyses are timely and relevant. Many issues now receive expanded
coverage. For example, the discussion of the implications of aging populations
for public finance has been enlarged and includes the latest United Nations projec-
tions of dependency ratios. International data on public finance has been updated
and there is more discussion of state and local government finance in the United
States to reflect recent developments, particularly the impact of the recession on
the budgets of these governments. The analysis of environmental protection and
use of “Cap and Trade” programs to reduce emissions has been updated and ex-
panded. The growing share of government spending and GDP going to national
defense and health care in the United States receives more analysis. Current data
on poverty and recent research on the impact of the U.S. system of assistance to
the poor (TANF) on incentives to work, welfare caseloads, and the well-being
of the needy is used to evaluate the impact of income support policies. The impact
of the recession of 2007-2009 on TANF is also discussed. The impact of the reces-
sion on spending for the Supplemental Nutrition Assistance Program (SNAP—
formerly called the Food Stamp Program) is also included. Issues relating to
government provision of Social Security pensions and health care are discussed
using the latest data. In this new edition there is expanded coverage of the way
Social Security pension benefits are calculated for retirees, and there is more inter-
national analysis of the impact of growing old-age dependency ratios for public
finance. There is also more discussion of possible reform of the Social Security
system. The discussion of government expenditures for health care has been
revised. The analysis of the Medicaid program and its impact on state government
budgets has been updated and there is more analysis of the Medicare program as
well as that of extending health insurance coverage to the uninsured in the United
States and the role of government in controlling the growth of health care spend-
ing. The impact of the American Recovery and Reinvestment Act of 2009 on the
economy and state and local governments is also discussed.

In the chapters on taxation recent data on the distribution of tax burden and
tax rates are included. The tax provisions of the 2009 stimulus legislation enacted
by Congress are also discussed. The long-term fiscal and economic implications of
government budget deficits as well as trends in the use of borrowing as a means of
public finance receives expanded coverage. International analysis of budget defi-
cits is expanded to include the implications of more foreign ownership of federal
debt and an extended example of the consequences of unbridled government defi-
cits. Recent proposals for reforming income taxation in the United States are ana-
lyzed. Estimates of marginal and average tax rates for income taxation for 2009
are presented along with recent estimates of the distribution of the federal tax bur-
den for 2009. Statistics on corporate income taxes, sales taxes, property taxes and
intergovernmental fiscal assistance statistics have been updated.
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SPECIAL FEATURES OF THIS BOOK

In addition to the boxed features on international issues and public policy, each
chapter also has pedagogical features such as learning objectives and concept
checks.

To facilitate learning, important concepts are set in colored bold type when
first introduced, and every chapter concludes with a summary, a list of important
concepts, and a short “forward look” that explains the relationship between the
chapter and those that follow. Also, each chapter includes questions for review.
These questions are not problem sets; rather, they are designed to help students
review the material covered in the chapter by presenting questions related to its
major points or ideas. Several problems follow the review questions. Each chapter
also has an annotated bibliography, located at the end of the book, offering sug-
gestions for further reading and in-depth study. The bibliography should prove
particularly useful in courses in which term papers are assigned. All chapters
have references to Internet sites, also at the end of the book. Liberal use is made
of footnotes throughout the book to provide additional source material and to ex-
plain and document material. A glossary at the end of the book lists and defines all
important concepts for easy reference.

I have attempted to make this book as self-contained as possible; even students
with only a minimal background in economics can use it. Appendixes to several
chapters facilitate this process. For example, an appendix to Chapter 1, found at
the back of the text, can be used as a convenient reference tool for students unfa-
miliar with basic microeconomic theory. It features simple, concise explanations of
concepts such as indifference curves, income and substitution effects, consumer
surplus, producer surplus, cost, and production theory. Although the appendix is
not designed as course material, it will help students understand, as well as review,
the analyses used throughout the book.

An appendix to Chapter 2, provided at the back of the text, provides a more
in-depth analysis of efficiency using Edgeworth box diagrams to derive efficiency
loci. The appendix to Chapter 11, also at the back of the text derives formulas for
the excess burden of taxation and addresses the relevance of compensated demand
and supply curves to tax analysis. The appendices to Chapters 2 and 11 cover
more advanced material and may be skipped without loss of continuity.

POSSIBLE COURSE OUTLINES

This book contains more material than could possibly be covered in a one-
semester (or one-quarter) course in public finance. Instructors of one-semester
courses will find enough material to adapt to their own needs and interests.
Teachers of the two-semester sequence of the microeconomic aspects of public
finance could cover Parts One and Two (the expenditure aspects of public finance)
in the first semester, and Parts Three, Four, and Five (government finance and fis-
cal federalism) in the second. Instructors of the macroeconomic aspects of public
finance could supplement the material in the text with excerpts from one of the
many excellent macroeconomic books available.
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I suggest four possible course outlines for a one-semester course, each outline
having its own emphasis. Instructors may adjust these outlines according to their
preferences.

Outline 1: Basic Principles of Public Finance

For intermediate economics courses, with students who have had at least one
course in basic microeconomic theory:
1. Chapters 1-5: The economic basis for government activity. Efficiency, market
failure, externalities, public goods, public choice, and political equilibrium.
2. Chapters 10-12: Principles of government finance.
3. Chapters 14-17: Application of tax theory to tax policy.

4. Selections from Chapters 6-9 and 18: Topics in public policy or state and
local finance, used as time permits and according to the instructor’s interests.

Qutline 2: The Functions of Government and Government
Expenditure

For courses focusing on public policy and government expenditure, with students
who have had at least one course in economics:

1. Parts One and Two: The economic basis of government activity and applica-
tion of that theory to selected policy issues.

2. Part Five: State and local government finance.

Outline 3: Tax Theory and Policy

For courses addressing taxation, with students who have had at least one course in
economics:

1. Chapters 1 and 2: The functions of government and the concept of efficiency.
2. Chapters 10-17: Government finance, tax theory, and tax policy.

Outline 4: Public Policy

For courses in public affairs or public policy, with students who have had little or
no background in economics:

1. Chapters 1 and 2: Efficiency, markets, and the economic basis for govern-
ment activity.

2. Selections from Chapters 3-5: As appropriate to subject emphasis and stu-
dent background. Topics could include externalities, public goods, and polit-
ical equilibrium.

3. Selections from Chapters 6-9: Issues in public policy. The instructor may
wish to omit some of the more advanced sections in these chapters.

xi
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4. Chapter 10: Introduction to government finance.
5. Selections from Chapters 11-17: Topics in tax policy, chosen according to
depth of coverage.

6. Selections from Chapter 18: Topics in fiscal federalism, chosen according to
course objectives. More advanced sections could be omitted.

ANCILLARY MATERIALS

Instructor’'s Manual/Test Bank

In conjunction with Kevin Balsam, I have prepared a concise Instructor’s Manual/
Test Bank for this 10th edition. The Instructor’s Manual includes instructional
objectives, changes in this edition, chapter outlines, major points and lecture sug-
gestions, and answers to text problems. The Test Bank for each chapter includes
true/false, multiple-choice, and essay questions. New questions have been
added to this edition. This ancillary is available on the Instructor Web site at
www.cengage.com/international.

Lecture Presentation in PowerPoint®

This text features a PowerPoint slide presentation that professors can use to
save valuable class preparation time. This supplement covers all the essential
topics presented in each chapter of the book, including graphs, tables, and exam-
ples. Slides are crisp, clear, and colorful. Instructors may adapt or add slides to
customize their lectures. The slides are available on the Instructor Web site at
www.cengage.com/international.

Textbook Support Web Site

Visit the support Web site (www.cengage.com/international) for this textbook
to find free Instructor and Student resources. Instructors can find the Instructor’s
Manual/Test Bank, PowerPoint slides, and an Errata section. Students can find eco-
nomics applications questions, Internet resources, Flashcards, and an Errata section.

Economic Applications

Economic applications include EconNews, EconDebates, and EconData features to
deepen understanding of theoretical concepts through hands-on exploration and
analysis of the latest economic news stories, policy debates, and data. Organized by
topic and continually updated, EconApps are easy to integrate into the classroom.
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