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O00((@O)O0O (RosenH.S.) (O O)O O (Gayer T.) O O (Rosen H.S.) is the John LT Weinberg Professor of
Economics and Business Policy atPrinceton University[] Professor Rosen[] a Fellowof the Econometric Society
and a ResearchAssociate of the National Bureau of EconomicResearchJ is well known for his contributions tothe
fields of Public Financeld Labor EconomicsC] and Applied MicroeconomicsC] From 1989 to199101 he served as
Deputy Assistant Secretary[] Tax AnalysisC] at the US Treasury[d] Duringa second stint in Washington from 2003
t0200500 he served onthe President's Council ofEconomic Advisers first asa Member and thenas Chairman(]
In this capacity(] he provided adviceto the White House on a wide variety of policyissuesC] including tax reform
(0 Social Securityd health care[] energy[] the federal budgetl] andfinancial market regulation] In 2007 he
receivedfrom the National Tax Association its mostprestigious award[] the Daniel MO Holland medalfor
distinguished lifetime contributions to thestudy and practice of public financell [ [J (Gayer T.) is an associate
professor atGeorgetown University's Public Policy Institute[] He is also an adjunct fellow at the Public
PolicylInstitute of California and an adjunct scholarat the American Enterprise Institutel] ProfessorGayer has
published research in environmentaleconomics] regulationl] and education policy[] From 2003 to 20041 he
served as a SeniorEconomist on the President's Council ofEconomic Adviserst] where he worked primarilyon
environmental and regulatory policyl] Heis currently a member of the EnvironmentalProtection Agency's Science
Advisory Board[dJ From 2007 to 200801 he served as DeputyAssistant Secretary [1 Microeconomic Analysis(] at
the US Treasuryl In this capacity[] he helpeddevelop policies relating to a wide varietyof issuesC] including
housingJ credit markets(] agricultured health care[J energy insurancel] and the environment] He was also
responsible forguiding the Treasury's participation in the SocialSecurity and Medicare Trustees working groups(]
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0000 OO0 Chapter One INTRODUCTION Public Finance is nothing else than a sophisticated
discussion of the relationship between theindividual and the state(1 There is no better school of training than
public finance ——FORMER CZECH PRIME MINISTER VACLAV KLAUS The year is 1030 BC[J For
decadesl] the Israelite tribes have been living without acentral governmentd] The Bible records that the people
have asked the prophet Samuelto "make us a king to judge us like all the nations" [0 1 Samuel 81 5[0 [0 Samuel
tries todiscourage the Israelites by describing what life will be like under a monarchyd This will be the manner of
the king that shall reign over youd he will take your sons] and appointthem unto him for his chariotsC] and to
be his horsemen[] and they shall run before his chariots[] (1 [0 And he will take your daughters to be perfumerst]
and to be cooks[] and to be bakersC1 And he willtake your fieldsC] and your vineyardsl] and your oliveyards[]
even the best of them[J and give them tohis servantsC] [ [1 He will take the tenth of your flocks] and ye shall be
his servantsC] And ye shallcry out in that day because of your king whom ye shall have chosen [0 1 Samuel 80J 11
—180 [ The Israelites are undeterred by this depressing scenariol] "The people refused tohearken unto the voice
of Samuell] and they said[] 'Nay[] but there shall be a kingover usC] that we also may be like all the nations[]
and that our king may judge usC] and go out before usl] and fight our battles™ [1 1 Samuel 8] 19—200C1 [0 This
biblical episode illustrates an age—old ambivalence about government] Gov—ernment is a necessity—"all the
nations" have it(] after all—but at the same time ithas undesirable aspectsC] These mixed feelings toward
government are inextricablybound up with its taxing and spending activitiesT] The king will provide things thatthe
people want [ in this casel] an army] [ but only ata costl] The resources for allgovernment expenditures
ultimately must come from the private sector] As Samuelso graphically explains[] taxes can be burdensome[]
Centuries have passed] mixed feelings about government remain] and much of thecontroversy still centers
around its financial behavior] This book is about the taxingand spending activities of government] a subject
usually called public financell This term is something of a misnomerJ because the fundamental issues are
notfinancial O that isC] relating to moneyd [0 Rather(] the key problems relate to the use ofreal resources] For
this reasond] some authors prefer the label public sector economicsor simply public economicsd We focus on the
microeconomic functions of government—the way governmentaffects the allocation of resources and the
distribution of incomel] Nowadays[] themacroeconomic roles of government—the use of taxingll spending]
and monetarypolicies to affect the overall level of unemployment and the price level—are usuallytaught in separate
courses[]
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