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GLOBAL TREndS
On New Year’s Eve, President Obama was strug-
gling to avoid tax rate increases, without which 
the “fiscal cliff ” would be imminent. Finally, 
a modest increase of the highest tax rate was 
agreed, but Cassandras believe that further in-
creases will be soon required. The UK govern-
ment, in its autumn statement, announced a 
series of tax measures, including lowering the 
threshold for the highest tax band, dragging an-
other 400,000 taxpayers to the highest rate. And 
earlier in 2012, France announced the staggering 
75 percent tax rate for the very rich (which was 
later challenged by the country’s constitutional 
court). Following the same path, the Greek gov-
ernment, in the draft bill for 2013, subjected a 
much larger percentage of its taxpayers to its 
highest nominal rate by disproportionally lower-
ing the threshold from 100,000€ to 42,000€ (al-
though it lowered the highest nominal tax rate 
from 45 percent to 42 percent).
It is important to keep in mind that each instance 
refers to nominal tax rates. If one were to add the 
cuts in personal allowances, the effective tax rate 
would be even higher. 
It is true that, for the time being, tax rate in-
creases hit individuals, while in business taxation 
changes are modest. In the UK, the corporate tax 
rate was reduced by one percentage point, while 

in the Greek system, resident corporate share-
holders will be subject to an overall 33 percent 
instead of 40 percent.
Tax rate increases are presented as a means of tar-
geting the wealthiest, who are now called upon 
to pay a heavier share towards social welfare. As 
indicated above, this is not necessarily true. Most 
taxpayers are affected from the reduction of al-
lowances and tax credits.

THE mISSIOn Of TAxATIOn
But, should tax rates rise as an antidote to the 
crisis? Well, it all depends on how we define the 
mission of taxation.
In our world of open economies, a cynic might say 
that tax is the price that a state charges its citizens 
for the public services it provides. Like any other 
enterprise, a state is called to obtain the best qual-
ity at the lowest and most competitive price. Of 
course, the state feels like a monopoly and does 
not care about competitive pricing. Should it con-
tinue like this? Obviously, no—for a state is not a 
monopoly. The taxpayer/customer may choose 
another supplier to buy the services from. And if 
an individual chooses to be like Gerard Depardieu, 
to change one’s residence, relocation of production 
lines (or even of a corporate seat) based on tax cri-
teria is a common practice in the corporate world.
But even if the state indeed serves as a monopoly 
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The crisis has revived the discussion on raising tax rates. In 
the last decade, under the euphoria of the markets and easy 
lending and spending, the demand for low tax rates was taken 
for granted. Today, with public finances under pressure, there is 
renewed skepticism about low tax rates.



for most of us, raising taxes beyond a level that 
serves the reciprocal relation with citizens might 
produce adverse results. In competition law jar-
gon, excessive pricing is considered an abuse by 
a monopoly. Even if a citizen cannot sue the state 
for breaching antitrust laws, he or she would defi-
nitely feel tempted to return the abuse.

The Double-SiDeD Coin
This coin, however, is double-sided. Taxes are not 
only a consideration for buying public services, 
but also a mechanism to reallocate income among 
members of society. More precisely, taxes enable a 
state to allocate the benefits that income can buy. 
This is why tax systems follow the proportional-
ity rule, which, in Greece’s case, is also guaran-
teed by the constitution. Nobody challenges this 
principle; the more you earn, the more you pay. A 
reflection of this principle is the progressive indi-
vidual tax scale that leads to a better allocation of 
personal income. It is a social approach that can 
hardly be opposed in these days of crisis. Even 
Pope Benedict XVI felt the need to denounce the 
“growing instances of inequality between rich 
and poor” in his New Year’s message. 
All of these ideas are correct in principle. The 
question is if, how and when this reallocation 
takes place. Even the patriarch of the welfare 
state, John Maynard Keynes, challenged the effec-

tiveness of high and punitive tax rates by writing: 
“Taxation may be so high as to defeat its object, 
and that, given sufficient time to gather the fruits, 
a reduction of taxation will run a better chance 
than an increase of balancing the budget”. 
Adjusting the tax rates, especially when forecast-
ing the needs for next year, is a favorite game of 
politicians struggling to cope with Q4 budget fig-
ures each year. It is difficult to commit to long-
term competitive and stable tax rates to enable in-
dividuals and businesses to plan for their future. 
Most importantly, the state must ensure that tax 
rates apply to all, taxpayers and tax-avoiders, and 
that taxes serve their purpose: to finance the state 
only to the extent needed for cost-effective serv-
ices, which will be equally enjoyed by all.

But, should tax rates rise as an 
antidote to the crisis? Well, it all 
depends on how we define the mission 
of taxation.
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