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Reasons for the Increasing DebtsReasons for the Increasing Debts

Crises but also

� To break the Maastricht Criteria

� Lack of internal and external control of public budgets

� Lack of Transparency

� Escalating out of control  of the welfare state
social security costs, public spending,….

� Public administration  

� Not a revenue problem, but a problem of public spending
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SolutionSolution

� Controlling Public Finance
�Regulation and Sanctions

� Free Market Economy with “Laws of the Game”

� Transparency

� Limit of public sector

� Regular insolvency procedure

� No EU-Harmonization of economic policy
(no state-directed or central planned economy)

� No EU tax or higher taxes needed

Taxpayers Association of Europe4

Why Cutting Public Spending? (I) 

� Excessive government / public spending are 
financed by taxation

� Taxation and Economic Growth:
- high taxation  � low economic growth
- low taxation   � high economic growth

� High taxes and the government expenditure that 
they finance mean lower rates of economic growth
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Why Cutting Public Spending? (II)

Towards a lean and efficient Public Sector

� Budgetary consolidation and fiscal stance
(short-term) 

� Sustainability of public finances
(long-term)

Taxpayers Association of Europe6

Why Cutting Public Spending? (III)

� Growing interest in “quality” and “effectiveness” of 
public spending

� More spending is not allways leading
to better performance
� Can “get more for less
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Why Cutting Public Spending? (IV)

� Increasing debts
� increasing revenues, but higher

increase of public expenditure 
(e. g. Germany)
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revenues

expenditures
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Steuereinnahmen 2005-2013
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History of the Public Debt 
Germany 1950-2009, in bn Euro
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Per Capita
Debt 2008
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The rise of government expenditure
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Cross country differences in public spending
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How large does government need to be? 
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Guidelines for a regular insolvency procedure
for States (and Area Municipalities) (I)

Based on the IMF study ”A New Approach To Sovereign 
Debt Restructuring”, Krueger, Anne O.,2002

� No insolvency manager similar to the private sector, because of 
the need of sovereignty of States

� Only Control bodies (EC, ECB, IMF) 

� According to the agreement with these bodies the state could 
file for
insolvency

� Payment-Moratorium for month for interest and paying back
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Guidelines for a regular insolvency procedure
for States (and Area Municipalities) (II)

� Suspension of the right of action in contract of the debtee

� Debt  Restructuring plan (obligor and debtee), accepted if 70% 
of acceptance of the debtees (no unanimity principle!) 

� The control body moderates the proceedings/negotiations and 
pushes for political measures/action to minimize the risk of new
insolvency crises
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Children are liable
for their parents!



Source: EU-Commission, ZEW, 
BMF, TAE, IW, KPMG, WKO

 Value Added Tax (VAT) January 2008
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Increased tax revenues in Russia
with a flat income tax

Average Increase
+35%

2001–2004

+26%20504574100,02004

+27%16259455254,92003

+40%12780357838,32002

+47%9127255565,22001

6225174302,02000

IncreaseUSD (Mio)Rubles (Mio.)Year

No correction to inflation
Source: WTA,B. Tarras-Wahlberg

Source: Source: EU-
Commission, ZEW, BMF, TAE, 
IW, KPMG, WKO
1) incl.("Solidaritätszuschlag")

Solidarity Contribution
2) average tax rate

Income Tax Highest Tax Rates
2006, 2008
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Source: EU-Commission, ZEW, 
BMF, TAE, IW, KPMG, WKO
1) nominal corporate tax rate or 
comparable country tax
Germany incl. Solidarity tax and 
“Gewerbesteuer”

Corporate Income Tax 
Highest Tax Rates 2008
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External Sources

Beside own sources following  sources flew in:

� For the correlation of public spending, taxation, employment and
economic growth
Prof. Richard Vedder, MISES OR BISMARCK? THE PATH TO RESTORING 
GERMAN ECONOMIC GROWTH, Munich, 23 September 2003

� For transparencie page 14:
Jürgen Stark, Member of the Executive Board and Member 
of the Governing Council of the ECB, Berlin, 23 March 2007

� IMF study ”A New Approach To Sovereign 
Debt Restructuring”, Krueger Anne O.,2002

� Research Results of the German Taxpayers Association (BdSt) 
and its Karl-Bräuer-Institute (KBI)
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