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PREFACE

n its second edition, Public Finance and the Price System continues
to provide a thorough treatment of major public finance topics. Its
‘broad purpose is to help students develop an understanding of the
economic principles needed to examine the government’s role in the
economy, particularly those principles useful in a microeconomic analy-
sis of tax and expenditure policies. Overall, the text reflects our view
that it is better to analyze carefully and systematically major topics that
illustrate principal concepts and techniques than to cover a wide variety
of topics superficially. The emphasis is theoretical, with factual and in-
stitutional material introduced when it is relevant to an understanding
of the important consequences of policies.

A distinguishing feature of the book continues to be its balanced ap-
proach to the treatment of tax and expenditure policies. Most public
finance texts describe in great detail the major taxes and analyze their
economic effects, but do not apply the same approach to the expendi-
ture side of public budgets. We devote five chapters each to expen-
diture analysis (Chapters 4-7 and 9) and tax analysis (Chapters 10-14),
showing how the same theoretical principles can be used to identify and
evaluate the major consequences of both expenditure and tax programs.
We were encouraged by the favorable response to this approach in the
first edition.

There are a number of important changes in the second edition. Fo-
remost among these is the reorganization and expansion of material deal-
ing with taxes. Five chapters are devoted to taxes rather than four as in
the first edition. An entirely new chapter, Chapter 14, which concludes
the tax segment, provides an overview of the tax system as a whole in
terms of its effects on income distribution and resource allocation. This
unique chapter presents a perspective on the effects of taxation on the
economy that has become increasingly important in recent years.

A second important change, prompted by suggestions from a number
of users of the first edition, is the relocation of the chapter on public
choice so that it is the third chapter. The first three chapters of the book
now develop a coherent analytical structure that is repeatedly applied
throughout the remainder of the book.

Bevond these more obvious changes, we have made significant alter-
ations and improvements within almost every chapter. Much new ma-
terial has been added, and we have rewritten large segments of several
chapters to bring them up to date and improve their exposition. Many
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of the diagrams have been redrawn for greater clarity. While the general
structure of the book remains much the same as in the first edition, we
believe these numerous small improvements will help students learn the
material and better appreciate the importance of the subject matter.

Most readers of this text will probably be economics majors who have
completed a course in intermediate microeconomic theory. Because of
the increasing interest in the subject matter, however, we have made
the text accessible for those who have only had a principles of economics
course by including an appendix on indifference curve analysis. Indiffer-
ence curve analysis is used throughout the text, and those unfamiliar
with it (or needing a quick review) should read this section early in the
course. With that preparation, readers with a limited background in eco-
nomic theory should have no difficulty with the material.

We would like to extend our appreciation to a number of people who
have helped in the preparation of this edition. Several economists pro-
vided detailed comments and suggestions on portions of the first edition
that aided us in revising. They are: Geoffrey Brennan of Virginia Poly-
technic Institute and State University: Colin Campbell of Dartmouth
College; C. M. Lindsay of Emory University; Wallace Oates of the Uni-
versity of Maryland; and Rudolph Penner of the American Enterprise
Institute. In addition, we would like to thank our editor at Macmillan,
Chip Price, for capably overseeing the project and helping us stay on
schedule. We are also grateful to our typist, June Morris, for her relia-
ble and prompt typing assistance.

EKB
JMB
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