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Taxation in Times of Crisis 
  
  

Taxation is the major Government tool to promote countries’ objectives. 

  

The Government is the main instrument to promote the community’s 
goals.  

 

In democratic countries with market economies, the level of taxation is 
determined democratically.  

 

Views about the Government role changed over the last century.  

 

They came to include redistribution of income and stabilization. 

 

The desirable level of taxation was related to normal times and normal 
situations.  
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. Low taxes and efficient taxes were advocated. 

  

 Fiscal or budgetary rules were promoted for normal situations. See the 
Growth and Stability Pact of the European Monetary Union. 

 

 Theories were developed around optimal and equilibrium economic 
models. 

 

 Except for economic fluctuations due to business cycles, the possibility of 
major, uncertain events, such as pandemics, played no role in these 
equilibrium models. 

  

The behavior of the government and of the private enterprises was not 
influenced by the future possibilities of pandemics and other major 
disasters. 
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A Government that spent much  money to prepare for future, uncertain 
pandemics, or for other disasters, would lose the election. 

  

An enterprise that prepared for a future, uncertain crisis or pandemic 
would go out of business. 

 

Thus, in normal times, taxes  and spending were expected to be kept at 
normal, low levels; and private enterprises were expected to minimize 
their costs. 

  

Enterprises would try to pay low wages and to hire as few workers as 
possible , and to keep inventories low. 

 

Both government and enterprises would make no preparation for major, 
bad events, such as pandemics. 
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Pandemics are considered “Acts of God”. Governments do not prepare for 
them. 

 

In some countries, some regulations may be adjusted.  And countries that 
keep their fiscal accounts in good shape would be better prepared for them.  

   

On the part of private enterprises, there are generally no preparation for 
these events.  

  

Milton Friedman 1970 views on dividends, and Japanese and American  
behavior by enterprises.  

 

There are tax benefit in  borrowing  to finance private investment. And there 
are advantages to managers in distributing profits as dividends, while they  
squeeze the wage of workers. 
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But there is  increased vulnerability for economies  from major shocks.  

 

When major crises, such as pandemics, come (a) there are pressures on 
central banks to keep interest rates low; and (b) there are pressures on  
enterprises to fire what are called “essential” workers. These policies do 
not help mos t” essential workers” and poorer citizens.  

 

 The current pandemic has hit especially hard the  “essential workers;. 

 

The income and wealth distributions of many countries  have continued to 
become more unequal duting the crisis. Many ”essential workers” have 
lost their jobs and their incomes, while public debts and fiscal deficits 
have sharply increased and are continuing to  increase. 
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However, stock markets are at record high and the housing market is 

booming. 

  

There is a clear disconnect in the market econom between what is 

happening to many workers and what is happening to the better to do. . 

  

Letting the public debts increase as much as they are increasing, is not a 

good development fot the future. It may in fact  forecast a bad future.  
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Shouldn’t taxes play some role in this situation? In times of high crises the 
rich should show more solidarity with the rest. 

  

Some “temporary” tax increases on high income and on large wealth 
should surely be part of the policy package. This would alleviate the rise 
of debt. 

 

Major crises, such as major pandemic, are not the best times to make 
fundamental tax reform. It is better to focus on the immediate problems 
and to prevent the fiscal situations from truly getting out of hand. 
Temporary taxes can help  do this. 

  

Thank you! 
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