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RYTA DZIEMIANOWICZ 

CRISIS OF TAX STATE -

BORDERS OF FISCAL POLICY 

1. THE THEORY OF TAX STATE CRISIS, 
JOSEPH ALOIS SCHUMPETER 

Already at the beginning of the twentieth century, Joseph Alois Schumpeter 
pointed out that the excessive growth of public sector, accompanied by a steady in
crease in taxes, contributes to rising costs related to the conflict and continuing the 
ongoing struggle between public and private sectors, between the intervening country, 
and defending before the intervention of the private entrepreneur (Glapiński, 2003, 
p. 203). Therefore, he said: "contemporary socioeconomic system tends quickly to a maxi
mum tax burden on the sphere oj private enterprise, and that leads to decay oj the capitalist 
economic dynamism" (Glapiński, 2003a, p. 22) 

Particular attention Schumpeter pointed to the differences between the amount 
of state tax revenues and its expenditures, conditioned "dramatically increasing needs 
and demands and sodal expectations expressing the politically institutionalized man
ner" (Glapiński, 2003a, p. 25). The public expects from the state too much, not pay
ing attention to the existing restrictions on the imposition of taxes, and that according 
to Schumpeter, it may lead to the collapse of capitalism. 

This do es not mean that Schumpeter denied the need for state institutions. 
On the contrary, he stressed clearly that it is necessary for the functioning of the mar
ket economy and the stability of bourgeois sodety and its rules. Therefore, he believed 
that the state taxes are a necessary complement to it (Glapiński, 2003a, p. 23). Defln
ing the concept of state taxes he said that this is a country whose income, in contrast 
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to the situation prevailing in previous centuries, are based primarily on taxes and 
which also arises with capitalism, giving it permanent existence. In his theory, we can 
see a elear dualism. According to Schumpeter's concept: "state taxes and the capitalist 
system of values are the two systems existing side by side, mutually supportive and 
which influence the operation of each of them, but these methods are entirely different 
in operation" (Glapiński, 2003, p. 206). The logic of state taxes is quite different from 
a purely economic logic of the system. Capitalist economic system develops through 
competition, while tax state realises general targets, finandng its bureaucratic action by 
taxing the former. You can even say that it takes place at its expense, the very fact of 
imposition of taxes affects the shape of the capitalist economic system, which in the 
long term, according to Schumpeter, may even lead to its downfalI. The high level of 
fiscal policy "strangling entrepreneurship" (Glapińki, 2003a, p. 25), contributes to 
lower investment, deelining production and reduced consumption. It distorts econom
ic dedsions, results in costs both for the individuals, consumers and producers, as well 
as sodety, leads to an increase or reduction in demand for certain goods and services, 
avoidance of certain behaviors, and even evasion of tax obligations and movement to 
the informal economy. 

Schumpeter thus rightly notes that there is a limit on the increase of the tax bur
den, in other words, the fiscal capadty of the state border, beyond which the public 
revenue, despite an increase in tax rates discontinued to rise. In his view, the reaching 
of fiscal policy limit, with continuous growth of sodal expectations and pressures for 
increased public expenditure means a difficult to overcome crisis of the capitalist tax 
state (Glapiński, 2003a, p. 28). 

As you approach the limits of fiscal developments in a tax state, there appears 
a growing army of offidals who strictly enforce tax laws. T axes are becoming more 
acute, it comes to wasting energy focused on their avoidance. Then, according to 
Schumpeter, the tax state can no longer be equated with a state ofliberal "pure capital
ism" . Overt and hidden struggle is growing between entrepreneurs, seeking to reduce 
their tax burden, and the revenue apparatus, seeking to maximize state revenues. So it 
turns out that the collection of taxes which were to serve the public, "serves to 
strengthen the state whose nature is to undermine and attack the bourgeois world" 
(Glapiński, 2003a, pp. 28-29) and may lead to a reduction of its development and 
even to its destruction. 

From the perspective of more than 90 years, thoughts formulated by Schumpeter 
in his book Crisis oj the State taxes, seem even more valid than in the author's lifetime. 
Analyzing statistical data can be noted that in the twentieth century, public expendi
ture in relation to GDP, which was also the result of sodal pressure, in most devel-
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oped countries had increased several timesl, and for example in Norway, Sweden and 
Switzerland, more than tenfold. Public expenditure growth had generated increased 
demand for public funds. Since the beginning of the twentieth century, flscal burden, 
which is a source of flnancing public expenditure, increased dramatically. But the 
question arises whether it has already reached its peak? 

2. THE LEVEL OF FISCAL POLICY 
IN THE TWENTIETH AN D THE TWENTY-FIRST CENTURY 

By flscal stringency the state policy is mostly meant aiming at maximizing reve
nue by imposing new taxes and paraflscal burdens. Due to large diversity of econo
mies, setting the border between reasonable and excessive flscal stringency is not 
a simple matter. According to Stanislaw Owsiak, a reasonable level of flscal policy may 
be spoken of when the scale of interference by public authorities in the revenue of op
erators enables the former to meet their modest needs concerning public revenue and 
also allows economic subjects to operate and grow businesses and households to meet 
consumption needs at an appropriate level which, consequently, in the macro eco
nornic scale, gives a basis for sustainable economic growth (Owsiak, 2005, p. 366). 
Excessive flscal stringency means an aggressive government interference in private sec
tor income, which may lead to an economic slowdown. So formulated, however, the 
deflnition does not designate a boundary beyond which you can already speak about 
excessive flscalism. Excessive flscal stringency is considered one of the major factors 
inhibiting growth, reducing the competitiveness of European economies and hamper
ing resolution of increasing in many countries socioeconomic problems and therefore 
its measurement, based on even indirect measures, is important. Mostly, the level of 
public spending and flscaF burden in relation to GDP are used as an indicator for 
measuring the intensity of flscal policy. The total value of all public revenue and ex
penditure deflnes indirectly the scope of interference by the public flnance system in 
the economf. The higher the level of flscal burden and expenditure in relation to 

For instance, in the U.S. in 1913 amounted to 7. 5% of GDP, in 1996 36. 5%; in Nor

way adequate 3.7% of GDP and 54% of GDP. 
2 By fiscal burden major public tribute is mostly meant, giving the highest income, name
ly: direct taxes (including first of all PIT and CIT), indirect taxes (mainly VAT and exdse du

ties) and sodal insurance contributions. 

The method of measuring fiscal policy on the basis of a statement of public expenditure 

in relation to GDP, although one of the easiest, it also has its limitations, which should be 

borne in mind. Due to the fact that in som e countries (eg Sweden), sodal benefits are taxed, 

not in others (eg Hungary), individual accounts may be overstated or understated. Similarly, 

if you compare the tax burden. Different legal solutions applied in different jurisdictions can 
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GDP, the higher the state's participation in the economy and the larger and less effi
dent public sector. This indicator recognizes all the fiscal burden imposed on busi
nesses, also informs how much income produced passes through the state's public fi
nances. 

In the past century, espedally after World War II, the functions performed by 
the state changed. The state started, for different reasons, to assume responsibility for 
many areas which hitherto were the do main of the market. Sodal pressures led to 
a elear expansion of public spending, which began to grow after the First World War. 
However, a elear acceleration of growth occurred only in the years 1960-1990, mainly 
in European countries, where the first launched programs designed to protect sodety 
"from birth to death." As a result, in certain European countries at the end of the 
twentieth century the share of public expenditure to GDP approached or exceeded the 
limit of 50%. Expenditure growth forced tax increases, an average level relative to 
GDP at the end of the last century averaged about 40%. 

Table 1 

Taxes and other nscal charges in selected OECD countries (% of GDP) 

Country 1991 1993 1995 1996 1997 1999 2001 2003 2005 2007 2008 

Australia 33.0 33.4 34.5 34.9 35.6 36.9 35.8 36.3 36.3 35.4 35.5 

Belgium 46.0 47.4 47.5 48.5 49.0 49.6 49.6 51.1 49.3 48.1 48.2 

France 47.6 48.5 48.9 50.4 50.8 46.7 44.7 44.4 43.6 43.9 43.4 

Ireland 41.6 42.0 39.1 39.1 38.1 36.7 34.3 33.8 35.4 35.7 34.0 

Japanese 33.4 32.0 31.4 31.7 31.7 31.2 32.2 30.5 31.7 33.4 35.0 

Canada 43.9 43.5 43.2 43.8 44.5 44.3 42.6 41.1 40.8 40.5 39.9 

N. Zealand 46.8 45.3 44.9 43.9 43.3 40.8 40.6 42.6 44.9 45.2 45.1 

Germany 43.3 45.3 45.1 46.0 45.7 46.7 44.7 44.4 43.6 43.9 43.4 

Norway 54.6 53.2 54.2 54.8 54.5 53.7 57.5 55.5 57.3 58.4 60.5 

Switzerland 30.3 31.6 33.0 33.5 32.7 33.8 34.7 34.6 34.6 34.2 33.5 

Swedish 61.0 59.8 58.0 59.6 59.0 61.4 62.9 54.8 56.1 54.9 54.0 

USA 32.9 33.0 33.8 34.3 34.6 35.2 34.9 31.9 33.4 34.5 33.3 

Great Britain 39.8 37.3 38.2 38.0 38.4 39.8 40.6 38.7 40.8 41.7 41.9 

Italy 46.2 46.3 45.1 45.5 47.6 46.5 44.9 44.8 43.8 46.6 45.9 

Poland 43.3 46.1 41.8 40.4 38.6 38.4 39.0 39.4 39.0 

Euro Zone 44.7 466 45.6 46.4 46.7 46.8 45.4 45.0 44.9 45.5 44.9 

OECD 37.6 37.9 38.1 38.6 38.8 39.1 38.8 37.1 38.0 38.9 38.5 

Source: own study based on the OECD (2008). 

often lead to a distortion of statistics. Therefore, one should be aware that international com-

parisons mainly determine the overall trend. 
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T axation in the modern world is necessary, it provides funding for publie goods, 
and thus the functioning of the state. Unfortunately, its amount is not indifferent to 
the economy. Consequently, the imposition of taxes foUowed by disruption of com
petitive conditions in the sense of Pareto equilibrium, there are private and sodal costs 
of taxation4• Excessive taxes can lead to the fact that the marginal costs of taxation 
outweigh the marginal beneflts of public spending, then taxes will not only reduce 
revenues at the disposal of individual units, but also indirectly, by influendng, among 
others: the size of the investment (including human capital), motivations for making 
the labor market, acquiring new skiUs and motivations of entrepreneurs, and thus the 
tendency of people to work, produce and invest, may affect economie growth. 

3. FrSCAL STRINGENCY AN D THE GDP GROWTH RATE 

Systematie study on the impact of flscal policy on the rate of economie growth 
did not begin until the end of the eighties; it can be acknowledged that pioneering 
research on this matter was originated by P. Romer (1986), who flrst introduced the 
so-called endogenous growth modeP. Subsequent modiflcations of Romer's model 
provided theoretieal justiflcation for the assertion that a state policy, including flscal, 
may have a permanent effect on the rate of economie growth in the long run. Accord
ing to the assumptions of the endogenous models the state by appropriately targeted 
spending6 increasing productivity of both physieal and human capital, may affect the 
rate of economie growth. However, aU state spending, regardless of whether they in
crease the growth or are negatively correlated, they are directly related to taxes whieh 
constitute the source of their funding. T axes, having an effect on private decisions of 
producers and consumers can contribute to a slowdown in growth rate. 

In contrast to exogenous models, according to a new theory of growth, factors 
that may affect economie growth, are both publie expenditure, whieh can be adequate
ly determined by the state, and the size and structure of government revenue (taxes). 

4 More broadly (Tarchalski, 2009, p. 54). 

In the endogenous models (eg Romer, -1986, Lucas-1988, Barro-1990, Sala-i-Martin-

1992) the basis of a sustainable growth is a departure from the assumption of declining revenue 

from capital. Technological progress here is a constant, endogenous rather than exogenous, 

growth factor. More broadly (Woźniak, 2004, pp. 186-190). 
6 According to]. Siwiński, "appropriately targeted expenditure" is such which is comple
mentary to the other input factors in the production process. Thus, it is such expenditure 

which either increases the productivity of capital (physical and human), or which, by correcting 

market imperfections affects the rate of investment. ef. (Wilkin and Bednarski, 2003, p. 119). 
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This implies, therefore, that taxes can affect the rate of growth not only in the short 
run, but also in the long term7• 

One of the most popular models which show the mechanism of interaction of 
taxes and public spending on economic growth model is the Barro's model (1990), in 
which Robert Barro argues that, in fact, public expenditure (through the assumption 
that they are equal to the taxes t) will increase together with the capital, since the in
crease of private capital implies greater production and therefore ałso higher budget 
revenues which, in tum, contributes to increased expenditure (Markiewicz and 
Siwińska, 2004, p. 14). It assumes that state policy has rwo radically different effects. 
On the one hand, by increasing public spending, the state stimulates capi tal produc
tivity and the growth rate but, on the other hand, an increase in public spending leads 
to a rise in the tax burden, which acts as a brake. The Bnał result will be the outcome 
of these rwo opposing tendencies. Therefore, Barro shows that there is an optimal 
maximizing economic growth, the amount of revenue (or tax burden) and public ex
penditure, above which the negative consequences of tax increases are higher than the 
beneBts resulting from spending. This means that at lower than optimal increases in 
expenditure, further increase in expenses will have a beneBcial affect on the growth, 
while crossing the border of optimality and their further increase would be negatively 
correlated with economic growth (Markiewicz and Siwińska, 2004, p. 14). 

In real economies, in addition to income and budget accounts, their structure 
and character are important. Therefore, in subsequent models Barro analysis was ex
tended by introducing in the model a division of Bscal instruments in to distortionary 
taxation, non-distortionary taxation, productive public expenditure, unproductive 
public expenditure8• 

An increase in productive spending, Bnanced by taxes which do not distort in
vestment incentives of taxpayers (non-distortionary taxation), can lead to increased 
growth. The effect is reversed if they are Bnanced by increasing taxes distorting in
vestment incentives of taxpayers (distortionary taxation). Thus, the use of non
distortionary taxation is rather neutral for growth, and vice versa, the use of distor
tionary taxation has a negative impact. It should be noted, however, that even the ex-

The implications of endogenous growth models of fiscal policy have been studied by: 

R. Barro (1990), R. King 's and S. Rebelo (1990), LE Jones and coauthors (1993), Stokey N.'s 

and S. Rebelo (1995), EG Mendoza and co-authors (1997). More broadly (Dziemianowicz, 
2007, pp. 54-69). 

In productive spending M. Bleaney and N. Gemmel, R. Kneller include, expenditure on: 
research and development, infrastructure, education, healthcare, national security. Non
productive in their view are: sodal spending on recreation and leisure, business services. Distor
tionary taxation includes, among other things: income taxes (including income trom business), 
property taxes, fuel taxes, while the non-distortionary taxation - for example, taxes on goods 
and services. More broadly (Bleaney, Gemmel, KnelIer, 2001, pp. 36-57). 
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penses which are neutral from the point of view of their impact on the growth rate and 
which do not affect either productivity or the amount of physical and human capital, 
but in fact act as a brake. Expenditure is always linked to the need to impose taxes that 
reduce economic activity of the private sector, so even the neutral ones by contributing 
to an increase in the tax burden, may inhibit the development9• 

With low-income share of public expenditure effects of expenditure, the proflta
ble effects of the incurred costs are likely to outweigh the social costs resulting from 
the imposition of taxes, allowing their flnancing. If, however, the share of public 
expenditure in GDP and, therefore, also the taxes needed to flnance them exceeds 
a certain level, you can usually see a elear deeline in the effectiveness of the oudays, 
which can signiflcandy contribute to a deeline in the economic growth. These negative 
effects are even more pronounced when the increase in expenditure is flnanced by an 
increase of direct taxes (eg income), which is deflnitely easier to change, depending on 
the observed phenomena in the economy of the country. The high level of tax burdens 
and rates of direct taxes, elearly affects the amount of output per capita, bringing it 
down. In addition, the obtained results are materially affected by the structure and 
nature of public spending, which decide whether forced high taxes can contribute to 
economic development or vice versa. If the structure of government expenditure is 
dominated by expenditures and transfers ineluded to the so-called unproductive 
gro up , it is difflcult to expect that an increase in the tax burden will positively influ
ence the economy. 

In the last decade of the twentieth cen tury many empirical studies10 were co n
ducted in which theoretical models were verifled and the impact of different typ es of 
taxes and spending as well as the size of the public sector on the economic growth 
were analyzed. Although theoretical models concerning these issues seem to be quite 
elear, it appears that empirical studies, whose task is to verifY the theoty, do not pro
vide conelusive answers in this respect. This relates primarily to a detailed study, tak
ing into account the mechanism of interaction of individual taxes. More explicit are 
macroeconomic studies passing over many speciflc detailed dependencies. In this case, 
most researchers agree with the conelusions reached in the Fabian Commission report 
on T axation 11 in which the authors conelude, indeed, that the experience of European 

More broadly (Dziemianowicz, 2007, pp. 54-69). 
10 A detailed review of these works represem, among other things: W. Leibfritz, J. Thorn

ton and A. Bibbee, who are trying to determine the relationship berween taxes and economic 
growth, and P. Gerson focused primarily on the relationship berween nscal policy and rate of 

growth. More broadly (Dziemianowicz, 2007, pp. 54-69). 
11 The authors conclude that taxes, especially income, may restrict economic activity. They 

believe that in the absence of individual taxes would be higher production. Therefore, the im
pact of taxes on the economy should be taken imo consideration when designing nscal policy. 

More broadly (paying for ... , 2000). 
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countries did not indicate a strong correlation between a high share of taxes in GDP 
and low economic growth and vice versa, but due to the fact that the effect of low / 

high taxes is usually delayed, and the effects of discretionary fis cal policy, high charges, 
are visible only in the higher stages of economic development, the relationship is likely 
to occur and manifest itself at a later date. 

4. FISCAL STRINGENCY AN D SOCIAL WELFARE 

In addition, in literature on the subject there is an ongoing discussion about 
whether the increase in public spending contributes to a real improvement of life of 
most dtizens, or perhaps they would be better-off if the level of public expenditure, 
and therefore also the tax was lower, and more funds remained at their disposal? 
Assuming that higher public spending contributes significandy to higher levels of so
dal development12 measured by e.g. HDp3 index, which is often treated as a synthetic 
measure of prosperity, the countries with the highest level of expenditure should be 
included at the head of the ranking list. In reality, however, the increased expenditure 
does not always solve all the problems of sodoeconomic and compensate for the losses 
incurred in the private sector and, consequendy, their high level does not automatical
ly mean higher level of growth and sodal welfare. 

This is confirmed by research conducted by Vito Tanzil4, according to which the 
relationship between changes in share of public expenditure in GDP and the relation
ship between the desired change in quality of life of dtizens is minima!. The research 
shows that in countries where public expenditure grew faster, there was a better indica
tor of quality of life than in countries with smaller public sector. 

Table 2 presents the data concerning the 19 most developed countries, which 
indicate a lack of positive correlation between the aforementioned index. Based on 
their analysis, it is noted that the countries in which the level of public expenditure is 
the highest, did not rank the highest in the ranking in terms of sodal development 
(as measured by HDI index). In four countries with the highest HDI, namely Nor
way, Australia, Canada and Ireland, the average level of public expenditure is 37.6% 
of GDP, while four countries with the highest level of expenditure such as Sweden, 
France, Denmark and Finland took appropriate 5, 9, 13 and 10 place in the HDI 
ranking. Their average level of expenditure in 2005 amounted to 53.5% of GDP 
(Tanzi, 2008, pp. 23-24). 

12 The level of social development is evidenced, by life expectancy, infant mortality, illitera-

cy, level of education, income growth per person. 
13 HDI - Human Development Index, a synthetic measure used by the United Nations for 

international comparisons of socioeconomic development of each country. 
14 More broadly (Tanzi, 2008). 
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Table 2 

Public spending and the rate of HDI in selected developed countries in 2005 

Country 
Public expenditure HOI 

%GOP Classification (Classification) 

Swedish 56.6 5 

France 54.0 2 9 

Denmark 52.8 3 13 

Finland 50.4 4 10 

Austria 49.9 5 14 

Belgium 48.8 6 16 

Italy 48.3 7 18 

Germany 46.9 8 19 

Holland 45.5 9 8 

Great Britain 44.7 10 15 

Norway 42.3 11 1 

Canada 39.3 12 3 

New Zealand 38.3 13 17 

Japanese 38.2 14 7 

Spain 38.2 15 12 

USA 36.6 16 11 

Switzerland 35.8 17 6 

Australia 34.6 18 2 

Ireland 34.4 19 4 

Source: own study based on the Tanzi (2008). 

It can therefore be concluded that the "smart" state policy achieves its objectives, 
at the same time, me lower level of public expenditure, and hence also at the lower tax 
burden on sodety. Thanks to this, there are more flnandal resources at the dis po sal of 
the dtizens, which are properly used to increase sodal welfare. Some of the sodal 
needs need not be satisfled by the state, they may as well be delivered cheaply by the 
private sector. 

In T anzi' s opinion, reduction of public expenditure, and thus flscal policy, does 
not mean less sodal welfare, but it is rather a political problem. In his opinion, the 
level of public spending in a given country is "the result of current and past political 
processes, with particular emphasis on the role of the past" (Tanzi, 2006, p. 12). Dur
ing the period 1992-2007, many countries with flrst-place rankings in terms of HDI 
factor clearly reduced their public expenditure (Table 3). It appears that the reduction 
in public expenditure will not result in a signiflcant decrease in sodal welfare in those 
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countries. If, therefore, reduction of the expenditure does not signiflcantly affect the 
well-being, while high taxes reduce the net income which is available to dtizens and, 
therefore, probably in the long run adversely affect the productivity of the economy 
and economic growth, the question arises about the possible reduction in public ex
penditure and determining a limit on flscal policy which would not affect negatively 
on the economy. 

Country 

Norway 

Australia 

Canada 

Ireland 

Swedish 

Table 3 

The level of public expenditure in selected developed countries 

during the period 1992-2007 (as% of GDP) 

HOI Pub lic expenditure Oifference 
(Classification) 1992 2007 2007-1992 

55.7 41.0 -14.7 

2 38.6 34.0 -4.6 

3 53.3 39.1 -14.2 

4 45.1 34.4 -10.7 

5 71.1 54.1 -16.7 

Source: own study based on the Tanzi (2008). 

5. BOUN DARIES OF FISCAL POLICY 

Estimate of the threshold of economic effldency of public spending in the twen
tieth century was dealt with by many authors. In 1983, Philip Grosman specifled the 
optimal Ievel of public spending in the U.S. for 20% of GDP, while Gerard Scully in 
1994 to 23%, by 14 percentage points below the actual expenditure in the year of 
publication. Signiflcantly lower optimal share of public spending in the United States 
was estimated in 1998, Richard Vedder and Lowell Gallaway, ie 17.45% of GDP 
(TarchaIski, 2009, pp. 66-67). In 1992, James Gwartney et al. (1998) 15 based on the 
classical theory of government, identifled the cost of implementing the necessary tradi
tional functions, such as external defense, internal security, education at primary level, 
environmental protection, infrastructure provision, at an average of 13.8% GDP 
(Table 4). 

Tanzi's studies show that for developed countries such an optimal point is a 40% 
share of public expenditure in relation to GDP, beyond which sodal welfare is not 
likely to increase any longer. Tanzi argues that public spending amounting to 30-35% 

15 More broadly (Gwartney, Holcombe, Lawson, 1998). 
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GDPl should be suffident to enable the implementation of all state functions. The basic 
condition is their effectiveness. 

Country 

USA 

Canada 

Great Britain 

Australia 

Germany 

Swedish 

Table 4 

The fi.mctians af gavernment in selected cauntries 

as% af public expenditure in GOP 

Year Basis functions (A) Ali functions (B) 

1992 13.8 38.5 

1995 10.9 48.5 

1992 13.4 45.6 

1989 10.8 35.7 

1991 9.1 46.1 

1992 13.2 69.3 

Saurce: TarchaIski (2009). 

Related AlB 

2.8 

4.4 

3.4 

3.3 

5.1 

5.3 

The situation is somewhat different in developing countries where, according to 
the above-dted researcher, due to widespread poverty, sodal inequality, the need to 
improve institutions, but also lower the effldency of the public sector, the share of 
public spending relative to GDP should be higher (Tanzi, 2008, pp. 25-27). 

In conclusion, both the poor state's role in the economy and its excessive role can 
be detrimental to development and sodal welfare. As a consequence, too low taxes 
(public revenue), and public expenditure can be just as detrimental to the economy as 
too high. Remaining to be solved, unfortunately, is to flnd the optimum level. A limit 
of the optimal flscal policy in different countries, characterized by different levels of 
sodoeconomic development and at different times, can run on an uneven level. 
Its determination is therefore not a simple matter. It does not change the fact that the 
estimate of the flscal policy limit, Le. the flscal capadty of the state is important. 
It must be remembered that excessive flscal stringency may contribute to a decline in 
growth rates, which cannot be compensated by increased public spending which, 
as studies suggest, have a limited impact on an improvement of sodal welfare. 

*** 

Schumpeter, quoted at the outset, paid particular attention to the moderate level 
of taxation and public spending. Although the word did not mean a moderately uni
form level of value for all countries which, after all were at different stages of develop
ment and changed over time. Nevertheless, Schumpeter set a limit of 25% level of tax-
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ation on income which, if exceeded, according to him would mean "the distortion of 
incentive mechanism of homo economicus, and the permanent deformation and disor
ganizat�on of organizational structures of capitalism" (Glapiński, 2003a, p. 35). Alt
hough the rapid computerization and globalization of the economy probably moved 
that limit of flscal capacity of the state and postponed in time the "crisis of taxes state", 
but is this postponing of possible "collapse of the capitalist state" flnanced primarily 
with current and future taxes sustainable? Finding answers to this question is of par
ticular important, especially during the global crisis, when most governments treat the 
public expenditure growth as an important instrument to com bat the crisis and the 
recipe for stimulating the economy. 
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