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Ever since the financial and economic crisis of 2008/2009, public debt in almost all OECD countries has increased significantly.
The European debt crisis has further intensified over the past few
weeks. Private households with high levels of wealth and income
could be enlisted to help with refinancing and reducing this public
debt through forced loans and one-off capital levies, without a risk
of s lowdown in consumer demand. This would also counteract the
increased inequality in the distribution of wealth. Imposing such levies is not easy, however, since it involves valuation of assets and
preventing tax avoidance and evasion.
It is difficult to estimate the revenue effects of such a levy for the countries in crisis due to the current lack of sufficient data. For Germany, simulations by DIW Berlin based on a personal a llowance of 250 000 euros
(500 000 euros for married couples) give a tax base of 92 percent of the
GDP. A forced loan or a levy of, for example, ten percent of this tax base
could thus mobilize just over nine percent of the GDP—around 230 billion euros. This would affect the richest eight percent of the adult population. It would presumably also be possible to generate considerable
revenue in the European crisis countries in the same way. This would be
an important step towards consolidation of public finances, and would
facilitate reforms to promote growth

The debt crisis is still keeping Europe in suspense. European governments have not yet been able to stabilize
financial markets long-term. The reform of the Stability and Growth Pact (sixpack, fiscal union) was intended
to monitor adherence to stability rules more closely and
to guarantee compliance using debt limits and similar
fiscal regulations. But it has not reassured the financial markets one iota. The extent of the banking crisis in
Spain has still not been quantified accurately and Italy‘s
debt sustainability is in doubt. Austerity measures and
structural reforms in the affected countries have had a
recessionary and deflationary effect, combined with political and social upheaval. The risk premiums on government bonds from the southern European countries in
crisis remain high. At the same time, European governments cannot bring themselves to introduce further
debt cuts or debt rescheduling for banks or sovereign
debt in the problem countries. They are afraid of contagion effects in the financial markets leading to new
banking crises that may may infringe on the real economy and destabilize economic development.
In recent months, it has become clear that markets can
only be reassured long-term by extensive bail-out guarantees from European rescue packages, by collectivizing sovereign debt (Eurobonds) or by the European
Central Bank (ECB). However, the northern countries
of the eurozone under the leadership of Germany are
not prepared to do this, even though international pressure has increased enormously and further concessions
were made at the EU summit on June 29, 2012. They
do not want to impose any more burdens on their own
people to stabilize neighboring countries, jeopardizing
their own credit rating and avoiding potentially inflationary credit creation by the ECB.1 Furthermore, they
do not want to reduce pressure on the countries in cri-

1 G. Erber, Eurobonds und Transferleistungen innerhalb der Eurozone. ifo
Schnelldienst 1/2012, www.cesifo-group.de/portal/pls/portal/
docs/1/1212846.PDF.
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sis to balance their budgets and bring in reforms to improve competitiveness and strengthen growth potential.
Against this background, additional fiscal instruments
should be prepared to allow countries to be effectively
refinanced for a transitional period, without having to
resort to the international community or the European
System of Central Banks. One step towards achieving
this might be to pledge government assets or future revenues. This would mobilize public sector resources to
collateralize loans. But since this is only possible to a limited degree, a successful consolidation strategy should
include access to private sector wealth and income. Models of forced loans and capital levies could be combined.
Forced loans are credits to the government imposed on
individuals with high incomes or wealth. They would
primarily be considered in crisis countries which can
only refinance at very unfavorable conditions on capital markets. Forced loans can be repaid at a later date
or transferred to capital levies or other taxes on higher
income and wealth, depending on the progress of the
consolidation measures. Capital levies can also help reduce debt in the northern countries of the eurozone or
in other OECD countries with sovereign debt to levels
considered sustainable in the long term, for example,
the Maastricht debt ratio of 60 percent of gross domestic product.2

Mobilization of Government Assets Only
Helps to a Limited Extent
The majority of government assets are held as public infrastructure and administrative buildings.3 These can
only be marketed to a limited extent because they serve
to provide public services. If need be, resources could
be mobilized in the short term with sale-and-lease-back
models. Public financial assets in the form of company

2 See also the proposal by the German Council of Economic Experts for a
debt redemption pact for Europe, Annual Report 2011/12, nos. 184 ff., see
http://voxeu.org/article/redemption-pact-europe-time-act-now, D. Rhodes and
D. Stelter, Back to Mesopotamia? The Looming Threat of Debt Restructuring,
(Boston Consulting Group, 2011) www.bcg.de/documents/file87307.pdf. The
Alliance 90/The Greens (Bündnis 90/Die Grünen) have proposed a capital
levy for Germany, www.gruene-bundestag.de/themen/finanzen/die-gruene-vermoegensabgabe.html. The Left Party (Die Linke) has proposed a Europe-wide
capital levy, dipbt.bundestag.de/dip21/btd/17/091/1709146.pdf. The
German Trade Union Federation (Deutscher Gewerkschaftsbund, DGB) has
proposed Europe-wide forced loans or capital levies to finance a European
„Future Fund“, www.dgb.de/themen/++co++5a0a649c-262d-11e1-567800188b4dc422.
3 S. Bach, “Staatsverschuldung und gesamtwirtschaftliche Vermögensbilanz:
Öffentliche Armut, privater Reichtum,” Wochenbericht des DIW Berlin, no. 50
(2010), Deutsche Bundesbank, Federal Statistical Office, Sectoral and
macroeconomic balance sheets. http://www.bundesbank.de/Redaktion/EN/
Downloads/Statistics/sectoral_and_macroeconomic_balance_sheets.pdf?__
blob=publicationFile.
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stakes or credit claims could also be sold or used as collateral on sovereign debt. There is probably also significant potential for this in the southern European crisis
countries. So privatizations are designated as one element of the adjustment programs which are part of the
EFSF/ESM and IMF rescue packages. To prevent assets
being sold below market value in the short term, they
could be transferred to a privatization agency modeled
on the German Treuhandanstalt set up in 1990 to privatize East German state-owned enterprises. These assets could be used to collateralize sovereign debt and, if
required, to service creditors‘ claims. In addition, future
revenues could be pledged to cover loans. 4
These instruments can help strengthen the short-term
liquidity of the public sector. But they are not so effective in the longer term because when assets or future
earnings potentials are sold or pledged, they are no longer available to cover future expenditure. This is also taken into account by the capital markets in their estimates of the longer-term credit rating of sovereign debtors.
Accordingly, the risk premium for loans without collateral ought to rise.

Burden on the Private Sector from
Forced Loans and Capital Levies
Ultimately, the economy‘s private sector must accept
more of a burden to reduce public deficits, either through
tax increases or spending cuts. However, these measures
should be implemented gradually out of consideration
for economic development and political acceptance, as
part of budgetary and debt regulations outlined in the
German “debt brake.” However, longer-term structural
reforms can only make a limited contribution to solving
the current liquidity and confidence crises.
In most countries, there are more private assets than public debt. In acute crisis situations where financial markets demand very high risk premiums, the private sector could be involved in sovereign debt refinancing in
advance of fiscal consolidation and other stabilization
measures. A forced loan is a classic instrument for this
purpose.5 It can be collected from individuals or households with high income and wealth and be combined
with one-off capital levies or other taxes on high incomes
or wealth. Throughout history, governments have often

4 P. Pilkington and W. Mosler, Tax-backed Bonds - A National Solution to the
European Debt Crisis. Levy Economics Institute of Bard College Policy Note
2012 / 4, www.levyinstitute.org/pubs/pn_12_04.pdf.
5 W. F. Richter, “Deleveraging mit Zwangsanleihen. ifo Schnelldienst.”
3/2012www.wiso.tu-dortmund.de/wiso/of/Medienpool/veroeffentlichungen_
richter/WR_Veoeffentlichungen_Stand_Oktober_09/ifo_Deleveraging_mit_
Zwangsanleihen.pdf.
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Box

Historical Precedents for Forced Loans and Capital Levies in Germany
In the history of modern capitalism, there have been
numerous financial and sovereign debt crises.1 Up
until the middle of the twentieth century, excessive
sovereign debt was the rule rather than the exception.
State bankruptcies or fiscal inflation were common,
especially after major wars. During exceptional fiscal
emergencies, governments frequently resorted to extraordinary instruments such as forced loans and capital levies.2 Since the end of the nineteenth century,
modern taxes on income, wealth and inheritance were
introduced in Germany which laid the foundation for
these emergency fiscal instruments. In particular after
the two World Wars, Germany resorted to capital
levies and forced loans, with some success.
In 1913, the government introduced a one-off levy on
higher wealth and in-come as a defense tax.3 The tax
burden imposed was distributed over a three-year period. The total volume accounted for about 1.7 percent
of gross domestic product in 1913 and was used to
finance high military spending. At that time, assets
worth more than 10,000 marks were progressively
taxed at rates from 0.15 to 1.5 percent, on average,
while the tax burden was 0.5 percent. In addition,
incomes over 5,000 marks were progressively taxed
at rates of between one and eight percent. Five
percent of taxable assets were deducted from taxable
income to avoid double taxation on investment
income, where it did not exceed the standard interest
rate. To contextualize the nominal values: the average
annual pensionable income in 1913 was 1,182 marks.4
After World War I, the German national budget was
in a disastrous state. Military expenditure was almost
entirely financed by loans, so when the war ended, na-

1 C. M. Reinhart and K. S. Rogoff, This Time Is Different: Eight
Centuries of Financial Folly. (Oxford and Princeton, 2009); E. Chancellor,
“Reflections On The Sovereign Debt Crisis,” GMO White Paper (2010),
blogs.reuters.com/felix-salmon/files/2010/07/chancellor.pdf; Alfred
Manes, Staatsbankrotte, 2nd edition (Berlin: K. Siegismund, 1919),
archive.org/details/staatsbankrottew00maneuoft; H.-P. Ullmann,
“Finanzkrise, Staatsbankrott und Haushaltskonsolidierung im Deutschland
des frühen 19. Jahrhunderts,” in: E. Kanzenbach, (pub.): Staatsüberschuldung. Veröffentlichungen der Jungius-Gesellschaft der Wissenschaften
Hamburg 84. (Göttingen: 1996), 13-25; C.–L. Holtfrerich, Bewältigung der
deutschen Staatsbankrotte 1918 und 1945. (1996), 27-57.

tional debt was about 180 percent of gross domestic
product.5 They were also running huge deficits and
were subject to high reparation claims.
In 1919, the national emergency tax levy (Reichsnotopfer) was introduced as an extraordinary general
capital levy as part of Erzberger's financial reforms.6
Taxpayers' net assets were broad based and, after deducting an allowance of 5,000 marks (10,000 marks
for married couples), were taxed progressively. The tax
rates began at ten percent and increased gradually
to 65 percent of taxable assets over seven million
marks. Joint partnerships, corporations, and other
legal entities were taxed separately and were charged
a uniform tax rate of ten percent. Normally, the taxes
were to be paid off over 30 years and interest was
charged on installments. Tax burdens on property
could also be annuitized over 50 years. The capital
levy largely failed in subsequent years. The financial
administration was not in a position to comprehensively identify the assets. The high tax rates sparked
political outrage, strong resistance to taxation, and
tax evasion. In particular, the rising inflation rates
gradually devalued the installments. From 1923, the
Reichsnotopfer was replaced by the general wealth
tax which was then levied in Germany until 1996.
At the same time as introducing the wealth tax, the
government also levied a forced loan in 1922/23.7
All individuals subject to this tax with taxable wealth
of more than 100,000 marks on January 1, 1923
had to subscribe the loan. They were liable for one
percent on the first 100,000 marks of their assets and
two percent of the next 150,000 marks. Those with
wealth of one million marks or more were subject to
a maximum rate of ten percent. Interest and repayments were due from 1925. But the installments were
then devalued in the wake of hyperinflation in 1923
and not revalued until after the currency stabilized.
Therefore, the forced loan turned into a capital levy in
so far as it induced a significant burden in view of the
wildly accelerating inflation.

2 B. Eichengreen, “The Capital Levy in Theory and Practice,” NBER
Working Paper, no. 3096, www.nber.org/papers/w3096, (1989).

5 C.-L. Holtfrerich, Die deutsche Inflation 1914-1923. Ursachen und
Folgen in internationaler Perspektive, (Berlin and New York: 1996, 1980).

3 F. K. Mann, “Wehrbeitrag”, Handwörterbuch der Staatswissenschaften, volume 8 (Jena: 1928): 951-960.

6 F. K. Mann, “Reichsnotopfer,” Handwörterbuch der Staatswissenschaften, volume 6 (Jena: 1925): 1222-1228.

4 See SGB 6, Appendix 1, www.gesetze-im-internet.de/sgb_6/
anlage_1_567.html.

7 German Reich Law on Forced Loans dated July 20, 1922. Financial
Archive 39 (1922), 205 ff. www.jstor.org/stable/pdfplus/40906359.pdf.
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Currency stabilization through the Rentenmark in
1923/24 was based on a form of implicit forced loan
on companies' property and operating assets.8 The
rentenmark, introduced as an intermediate currency,
was intended to restore the pre-war exchange rate of
gold parity (1 rentenmark = 1 (gold) mark = 4.2 US
dollars). However, since not enough gold and foreign
exchange reserves were available and there was a
significant lack of confidence in the monetary policy
of the German government and the Reichsbank, the
rentenmark was guaranteed by the private sector. The
property and business assets of agricultural and commercial companies, and banks were burdened with
mortgages and debt securities worth 3.2 billion (gold)
marks or rentenmarks (an estimated seven percent
of gross domestic product in 1923) at an interest
rate of six percent. These assets were transferred to
the German annuity bank (Rentenbank), which was
allowed to issue up to 2.4 billion annuity bank notes
(Rentenbankscheine) and brought the currency into
circulation as loans to the government, the Reichsbank
and private issuing banks.
The annuity bank notes could be converted into pension bonds of the German annuity bank (Rentenpfandbriefe), which generated interest at five percent. At the
same time, the companies burdened by mortgages and
debt securities became shareholders in the annuity
bank and received the proportion of the banks’ profits
generated from the interest on their loans. It was
possible to stabilize the currency because the taxes
were quickly converted into the new currency basis,
public budgets were balanced by a strict consolidation
program, and consequently inflationary loan financing
could be adjusted by the Reichsbank. In 1924, the
reichmark was introduced as new legal tender, but the
rentenmark still remained in circulation. In the next
few years, company loans were reversed and interest
charges were offset against distributed profits. As a
result of this, companies were not ultimately burdened.
After World War II, in 1949, a capital levy was raised
on the asset base from 1948. It was conclusively

8 A. Lampe, “Rentenmark,” Handwörterbuch der Staatswissenschaften,
volume 7 (Jena: 1926): 27-39; P. Beusch, Währungszerfall und
Währungsstabilisierung, (Berlin: G. Briefs and C.A. Fischer, 1928);
Verordnung über die Errichtung der Deutschen Rentenbank [Hyperinflation], October 15, 1923, www.1000dokumente.de/index.html?c=dokument_
de&dokument=0204_ren&object=context&st=&l=de; Federal Archive,
Historische Kommission bei der Bayerischen Akademie der Wissenschaften
(1978): Finanzpolitik und Stabilisierung der Währung. Akten der
Reichskanzlei. Weimarer Republik edition, Kabinette Stresemann I and II
(1923), www.bundesarchiv.de/aktenreichskanzlei/1919-1933/1000/str/
str1p/kap1_1/para2_9.html#Start.
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regulated as part of the burden-sharing legislation
(Lastenausgleich) in 1952.9
The tax base was essentially oriented to the existing
wealth tax, with corporations and other legal entities
being taxed separately. It was mainly property and
business assets that were subject to the tax, according
to standard taxable values. For financial assets, there
was a relatively high exemption threshold of 150,000
marks, as these had been converted into deutschmarks
at a ratio of 10:1 in the currency reform of 1948. A
tax allowance of 5,000 marks was granted for natural
persons, which was reduced to nothing for those with
more assets. To contextualize the nominal values:
the average annual pensionable income in 1952 was
3,850 deutschmarks.10
The tax rate was 50 percent, although there were
reductions for war and displacement damage. The tax
debt was spread over 30 years and collected quarterly
up until 1979. In total, the capital levy generated
revenue of 42 billion deutschmarks. This corresponded to 60 percent of gross domestic product in 1952.
Accordingly, burden-sharing levies in the 1950s were
certainly significant to the economy as a whole. Due
to the high growth rates of national product and income, their economic significance and burden gradually
decreased in subsequent decades. At the same time,
it was possible to mobilize significant resources for reconstruction and the integration of displaced persons
and refugees. In this respect, burden sharing was a
financial, economic, and sociopolitical success.
The Investment Aid Act (Investitionshilfegesetz) of
1952 provided for a forced loan from the commercial
sector for investments in certain primary industries.11
This act was passed due to financing problems in the
primary industries that were still subject to planning
stipulations and price regulation. The companies
subject to the forced loan had to pay a total of one
billion deutschmarks (1.4 percent of gross domestic
product in 1952) based on profits and revenues from
1950/51. In return, these companies received shares

9 R. Hauser, “Zwei deutsche Lastenausgleiche – Eine kritische
Würdigung,” Vierteljahreshefte zur Wirtschaftsforschung des DIW Berlin,
no. 80, (2011): 103-122; L. Wiegand, Der Lastenausgleich in der
Bundesrepublik Deutschland 1949 bis 1985, (Frankfurt am Main: 1992);
W. Albers, Der Lastenausgleich. Rückblick und Beurteilung. Financial
ArchiveFinanzarchiv N.F. 47, (1989) 272-298.
10 See SGB 6, Appendix 1, www.gesetze-im-internet.de/sgb_6/
anlage_1_567.html.
11 DER SPIEGEL 44/1954, 7-8, www.spiegel.de/spiegel/print/d-28957744.html.
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or loans from the companies that benefitted from
the loans. The Federal Constitutional Court later
accepted that the forced loan was in keeping with
the powers of the federal government to regulate
the economy under Article 74, No. 11 of the German Basic Law (Grundgesetz) and saw no breach
of constitutional rights (freedom of development,
ownership).12
In the fall of 1982, the newly formed coalition
government introduced an in-vestment aid levy
to promote housing construction that was to be
paid back at a later date with no interest. The levy
was set at five percent of personal and corporate
income tax liability for 1983, 1984, and 1985. But
it would only be charged on personal income tax
with a tax liability that exceeded 15,000 deutschmarks (30,000 deutschmarks for married couples). In the case of profit income, the tax rate was
reduced by 20 percent of domestic investment by
the taxpayer. The tax was to be paid back between
1990 and 1993. The Federal Constitutional Court
declared the tax unconstitutional in 1984. The Investment Aid tax did not satisfy the constitutional
requirements for a special levy (no group-specific
financial interest and corresponding use of funds).
Furthermore, the competence of the federal government to propose tax legislation was not deemed
applicable here because the tax was refundable,
and according to debt regulations in Article 115 of
the German Basic Law, the federal government had
no competence to levy a forced loan.

12 BVerfGE 4, 7 – Investment Aid. Federal Constitutional Court,
judgment from July 20, 1954, www.servat.unibe.ch/dfr/bv004007.
html.
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resorted to such extraordinary instruments in emergency fiscal situations, including Germany (see box).
The relationship between forced loans and capital levies
is obvious. If the government forces its citizens or businesses to grant it a loan on terms that are worse than the
normal market conditions, there is an implicit tax burden on the debtor in the non-market conditions, even
if the loan and interest on it is repaid. Forced loans can
more or less be transformed into capital levies due to
the structure, interest, and repayment modalities. Larger
one-off capital levies are usually spread over longer periods of time to minimize the liquidity burden on taxpayers. For example, in the 1950s, the capital levy raised as
a main source of financing in accordance with the German burden-sharing legislation (Lastenausgleich) was
evenly distributed over a 30-year period (including interest) and collected in quarterly installments.
The advantages of models like this are that they trigger
less resistance and are avoided less than conventional
tax increases. If the tax authorities can access an asset
that existed on a specified date in the past, the economic agents can no longer evade the burden. Immediate
adjustments (substitution effects) are then impossible.
The promise of a (partial) repayment of the forced loan
ought to further reduce resistance to the tax and simplify policy implementation. However, raising economic
resources for the government would induce negative income and wealth effects in the private sector. This may
impact on economic development by causing liquidity
and financing problems for real estate investments or
businesses. By contrast, there might be stimulatory effects on employment as well as on savings as economic
agents attempt to compensate for the income and wealth effect of the capital levy.
In terms of intergenerational and intragenerational equity, there is an argument for using wealth-related levies to
reduce excessive public debt. A gradual increase in public debt in relation to national product figures, as has
been observed in Germany and in many countries since
the 1970s, means that in the past taxes were too low or
spending was too high. The older generations in particular have benefited from this fiscal policy. They would
normally pay higher wealth-related taxes compared to taxes on income or consumption than the younger generations. With higher personal allowances, tax burdens
can be concentrated on the wealthier members of the population. In recent decades, they have been given tax relief in most countries, including Germany. At the same
time, the distribution of income and wealth has become
more uneven. Moreover, property owners have, at least
indirectly, benefited from government crisis interventi-
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Table 1

Private Wealth and Public Debt in Selected OECD Countries
As a percentage of gross domestic product
Germany

France

Italy

UK

US

Canada

Japan

275.8
182.0
63.4
394.4

374.4
196.4
61.2
509.6

371.6
237.2
53.3
555.6

349.1
296.0
114.8
530.3

180.3
329.7
100.9
409.1

204.3
212.7
86.3
330.7

229.4
306.5
75.3
460.5

66.8
82.0

68.3
93.5

105.8
122.5

52.6
94.1

75.9
111.2

71.2
81.4

171.2
222.6

44.7
50.2

45.9
67.6

89.7
95.6

33.3
78.4

53.6
88.3

22.8
36.3

95.3
142.7

Wealth of households1
Fixed assets2
Financial assets3
Liabilities
Net assets
Public debt4
2008
2013 (OECD forecast)
Net public liabilities5
2008
2013 (OECD forecast)

1 Average for years 2007 to 2009.							
2 Machinery and equipment, buildings and structures, cultivated assets, intangible fixed assets, land, and private household consumer durables.
3 Includes investments in unlisted corporations and partnerships, claims against insurance companies as well as pension provisions.
4 EU countries: Maastricht definition of general government gross public debt, other countries: general government gross financial liabilities according to
system of national accounts.							
5 General government gross financial liabilities less financial assets according to system of national accounts.				
Source: OECD, Economic Outlook 91, May 2011.
© DIW Berlin 2012

Private wealth is a multiple of the amount of public debt.

on in the financial markets. These measures have caused sovereign debt to increase massively in recent years.

Private Assets and Public Debt in
Selected OECD Countries
Reliable information on macroeconomic assets and liabilities is only available for a few OECD countries (see
Table 1). Calculations show that total household assets
are significantly higher than public debt. This applies
even more so to the government‘s net liabilities, where
public debt is reduced by government financial assets
(shareholdings, credit claims, deposits, and securities).
Of the southern European crisis countries, information is only available for Italy. But private assets in Gre-

8

ece, Portugal, and Spain are very likely to exceed their
public debt significantly.6
However, these statistics are based on a comprehensive
concept of wealth. It also includes assets that can be difficult to draw on as forced loans or capital levies, such as
households’ consumer durables or claims on insurance
companies related to pension and health care plans. Adjusting the figures for these items would reduce the net
wealth of households, for example, to about 300 percent

6 For more detailed studies on assets and wealth distribution, see Banca
d‘Italia, „Household Wealth in Italy,“ papers presented at a conference held in
Perugia, October 16-17, 2007, www.bancaditalia.it/studiricerche/convegni/
atti/ric_fam_it/Household_wealth_Italy.pdf; Banca d’Italia, „Household
Wealth in Italy.“ Supplements to the Statistical Bulletin. Monetary and
Financial Indicators (2010) no. 64, www.bancaditalia.it/statistiche/stat_mon_
cred_fin/banc_fin/ricfamit/2011/en_suppl_64_11.pdf; F. Alvaredo and E.
Saez, “Income and Wealth Concentration in Spain from a Historical and Fiscal
Perspective,” Journal of the European Economic Association 7, 1140-1167, elsa.
berkeley.edu/~saez/alvaredo-saezJEEA2009; F. Azpitarte, “The Household
Wealth Distribution in Spain: The Role of Housing and Financial Wealth,” /
Revista de Economía Pública 194 Hacienda Pública Española (2009), www.ief.
es/documentos/recursos/publicaciones/revistas/hac_pub/194_Art3.pdf;
International Monetary Fund, “Spain: Selected Issues,” IMF Country Report no.
11/216 (2011), www.imf.org/external/pubs/ft/scr/2011/cr11216.pdf, in
particular 13; V. Constâncio, “Central Banks and Household survey data,”
ECB-CFS Conference on Household Finance and Consumption, Frankfurt,
September 4-5, 2008, www.ecb.int/events/pdf/conferences/ecb_cfs_conf/
Constancio.pdf?b5caf92ec53f4d26d253fc2f9b633ca4.
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of gross domestic product in Germany.7 That is still a
very large taxable base. A tax burden of, for instance,
five percent could mobilize revenues of 15 percent of
gross domestic product, or around 380 billion euros.
This would clearly help to finance current spending or
to refinance matured sovereign debt.
However, forced loans or capital levies could and would
only be collected from the wealthy members of the population. There are also implementation and collection issues. Both would significantly reduce the amount
of assets that could actually be raised from the private
sector. Even then, however, there should still be sufficient private net wealth to draw on to at least partially
and temporarily refinance public debt.

What Should the Tax Burden Be and How
Should It Be Structured?
The prerequisite for forced loans and capital levies is that
the tax authorities can capture and access the relevant
assets. Tax-evasion or flight of capital abroad are particularly problematic when it comes to financial assets.
Furthermore, assets and liabilities have to be appraised
concerning the tax base on which forced loans and capital levies are imposed. This would be complicated and
prone to tax avoidance for real estate and business assets.
The largest asset base of households is real estate. In Germany, it makes up about 50 percent of total assets before
deduction of liabilities, equivalent to 5.5 trillion euros or
230 percent of gross domestic product (2009).8 Levies
on real estate property have the advantage that tax evasion on buildings is impossible. In the case of property
tax or similar taxes and duties, there is continuous taxation access to virtually all real estate in all OECD countries. These taxes have already been increased in crisis
countries. In 2012, Italy fully re-established a property
tax and significantly increased its rates. In Greece, a special tax was imposed on property and collected through
electricity bills. In Spain, as well as temporarily restoring the wealth tax, they have also raised property tax.
The tax base of property taxes could initially be used to
raise forced loans or capital levies. Yet, property tax values are
 often not very up-to-date, for instance, the stan-

7 S. Bach, M. Beznoska, and V. Steiner, “A Wealth Tax on the Rich to Bring
Down Public Debt? Revenue and Distributional Effects of a Capital Levy,” DIW
Berlin Discussion Paper 1137 (2011), www.diw.de/documents/publikationen/73/diw_01.c.376053.de/dp1137.pdf; Bach, M. Beznoska, and V. Steiner,
“Aufkommens- und Verteilungswirkungen einer Grünen Vermögensabgabe,”
DIW Berlin Politikberatung kompakt 59 (2010), www.diw.de/documents/
publikationen/73/diw_01.c.366543.de/diwkompakt_2010-059.pdf.
8
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dard property tax values in Germany are from 1964.
As a result, market value assessments would have to
be conducted. Furthermore, liabilities on the property
would be taken into account when calculating the levy.
Otherwise, owners with high credit burdens would risk
becoming insolvent, which could also trigger contagion effects in the real estate industry and the financial
sector. In Spain, for example, the end of the real estate
boom was a major cause of the recession and instability in the banking system.
Liquidity and financing problems also threaten the existence of small and medium-sized enterprises if they are
forced into providing loans or paying additional tax irrespective of their profit situation. Most models of capital levies under discussion in Germany (see footnote 2), or a revival of the wealth tax provide special allowances for business property, for instance, between two
and five million euros.9 Some models also propose limiting the annual tax burden to a particular amount of
current business income.
At least it is easy to determine the value of financial assets, i.e., in checking and savings accounts, deposits,
shares, bonds, and other securities and claims. Liquidity
problems do not play a major role. Tax evasion would be
an even greater problem, however. Directly after plans
for forced loans or capital levies had been announced,
the treasury would have to secure the corresponding accounts of financial service providers. In order to determine foreign assets, the tax authorities would be reliant
on cooperation with foreign banks and financial service
providers or fiscal authorities. This is often very difficult for smaller countries with specialist financial centers for private asset management. In recent years, however, international pressure on these countries to improve
administrative cooperation has increased significantly.
The implementation problems outlined above, and also
the factors of taxation equity (ability-to-pay principle)
and avoidance of hardship cases argue in favor of limiting capital levies and forced loans to the wealthy strata of the population. Since taxable net wealth is highly
concentrated among the top ten percent of the population, these instruments would still raise substantial revenue even if the vast majority of the population were
exempt due to higher personal allowances.
The data required to estimate the revenue effects of a
capital levy are available for Germany. Simulations by

9 S. Bach, “Lastenausgleich aus heutiger Sicht: Renaissance der allgemeinen
Vermögensbesteuerung?” Vierteljahrshefte zur Wirtschaftsforschung des DIW
Berlin, no. 80, (2011): 132.
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Table 2

Tax Base of Capital Levy for Alternative Allowances in Germany

Allowances in euros

per person

250

500

1 million

per child

100

250

250

for business property

Total net assets

none

5 million

none

5 million

none

5 million

2 941

2 303

2 234

1 694

1 864

1 398

7 215

Confidence interval1 lower bound

2 551

2 024

1 855

1 426

1 500

1 144

6 739

Confidence interval1 upper bound

3 332

2 582

2 613

1 962

2 229

1 653

7 691
289

Tax base in billion euros

Tax base as a percentage of gross domestic product
118

92

89

68

75

56

Confidence interval1 lower bound

102

81

74

57

60

46

270

Confidence interval1 upper bound

133

103

105

78

89

66

308

4 787

4 384

1 394

1 162

414

332

–

Taxpayers in 1000s
Percentile2 at onset of tax burden

97.7

99.4

–

1 95% confidence interval, robust standard errors.
2 Percentile of net wealth distribution of persons in households aged 17 or over.
Source: calculations based on the German Socio-Economic Panel Study (SOEP) 2007, including estimated persons with very high wealth, see Bach, Beznoska,
and Steiner (2011, 2010).
© DIW Berlin 2012

The tax base is still considerable despite higher allowances.

DIW Berlin on a capital levy on personal net wealth10 of
individuals with a personal allowance of 250,000 euros
(500,000 euros for married couples), a child allowance of 100,000 euros, and a special allowance for business assets and major holdings of five million euros result in a tax base of 2.3 trillion euros, or 92 percent of
gross domestic product (2011) (see Table 2).11 A forced
loan or capital levy of, for example, ten percent of the tax
base could therefore mobilize just over nine percent of
gross domestic product—some 230 billion euros. Under this tax system, 4.4 million people would be subject
to the levy, which corresponds to the wealthiest eight
percent of the adult population. Increasing the personal allowance to 500,000 euros reduces the tax base to
68 percent of gross domestic product, and so then only
2.3 percent of the adult population would be taxable. Increasing the personal allowance to one million euros reduces the tax base to 56 percent of gross domestic product and the number of taxpayers sinks to 0.6 percent
of the adult population.

To impose the forced loan or levy not only on wealth, and
to broaden the tax base, higher incomes could also be included in the tax burden. The defense tax (Wehrbeitrag)
levied in Germany prior to World War I targeted both
higher wealth and higher incomes, with a standard interest rate on taxable wealth deducted from taxable income (see box). High labor and pension income could thus
be included in the tax base. The disadvantage would be
that a temporary burden on higher incomes could provoke noticeable tax avoidance.12

10 Real estate property, financial assets, and business properties, minus
liabilities on these assets.

It will not be easy to collect forced loans and one-off capital levies because the taxable wealth will need to be
assessed and, in the case of financial assets, secured in

11 S. Bach, M. Beznoska, and V. Steiner. Data are based on the 2007 wave of
the German Socio-Economic Panel Study (SOEP) in which a wealth survey was
conducted. In addition, a ranking of the 300 richest Germans published in a
special edition of manager magazin l from October 2007 is included in the
data set. The wealth distribution of individuals with net wealth of more than
two million euros is estimated using the Pareto distribution. The macroeconomic aggregates for household wealth are achieved by increasing wealth
distribution in the top range. Estimation risks, for which 95 percent confidence
intervals are reported in Table 2, result from SOEP‘s sampling error and the
standard error for the additional estimates on top wealth.
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Conclusion
High public debt should be viewed in terms of government assets and high private wealth. This also generally
applies to the crisis countries. Private wealth should be
increasingly mobilized to defuse the debt crisis. Households with higher wealth and income could be enlisted
to refinance and reduce public debt through forced loans and capital levies.

12 See also the intense discussion on in the UK increasing the top income tax
rate from 40 to 50 percent („50p“) in 2010, M. Brewer, J. Browne, and P.
Johnson, “The 50p income tax rate: what is known and what will be known?,”
The IFS Green Budget (February 2012), www.ifs.org.uk/budgets/
gb2012/12chap9.pdf.
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order to prevent evasion and capital flight. To limit the
cost of tax collection and to avoid hardship cases, ordinary citizens should be excluded through higher personal allowances. Specific allowances must also be used
for business properties to take account of the liquidity
and financing problems facing smaller businesses. This
should also facilitate its political implementation. Since household wealth in Germany and other countries is
highly concentrated on the wealthy strata of the population, a considerable tax base still remains.
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Article first published as “Vermögensabgaben – ein Beitrag zur Sanierung
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It is difficult to estimate the revenue effects of such a
levy for the countries in crisis due to the current lack of
sufficient data. For Germany, simulations by DIW Berlin on a capital levy on personal net wealth assuming
a personal allowance of 250,000 euros (500,000 euros
for married couples) result in a tax base of 92 percent
of gross domestic product. A forced loan or levy of, for
example, ten percent of the tax base could therefore
mobilize just over nine percent of gross domestic product—some 230 billion euros. Under this system, the
richest eight percent of the adult population would be
taxable. Similarly large figures could probably also be
raised from wealthy members of the population in the
crisis countries.
Ultimately, there is no long-term solution other than public budget consolidation and introducing growth-stimulating reforms in the crisis countries. But in view of
economic development and political acceptance, such
reforms can only be implemented over time and gradually. Forced loans and one-off capital levies could serve
as an extraordinary fiscal instrument to secure public
debt refinancing without having to rely on external aid.
This would also be a signal to donor countries and international community funds that every effort was being
made. Forced loans can be repaid at a later date or transferred to capital levies or other taxes on higher income
and wealth, depending on the progress of the consolidation measures. In addition, capital levies could be used to
reduce public debt in the long term through a redemption fund. The concentration of tax burdens on the wealthy elite also attempts to redress increasing inequality in the distribution of income and wealth. Furthermore, this also gives those subject to the levy an incentive
to take more responsibility for the fiscal and economic
recovery of their countries. Not least, such levies are likely to increase the acceptance of labor market and social reforms or spending cuts that mostly affect poorer
people, leading to social tensions.
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