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Such OovershootingO in prices lead to speculative bubbles over the lon
A measured and controlled increase in transaction costs implied by an |
would slow down trading activities so as to align capital flows with econo
fundamentals and the real economy , while freeing up new sources af fina
for global public goods. Since the original proposal by James Tobin, the
of an FTT has been developed in many different ways both by economn
and civil society groups, which have a strong focus on financing for deve
ment. Today, the issue is back on the agenda with the current global crisi:
the G20 process in particular. Unlike in the pre-crisis literature, it has r
gained considerable traction, both as@dlrsability instrument and as a

solution for financing for development.

This paper analyses three major contributions to the introductjon of
financial stability-oriented FTT, which were published in 2009 in Austri
France and the US. The analysis shows that an FTT could be designed
different rates for each OcounterpartyO (regulated banks, other financial
tutions & private capital, and noméiah corporations and public institu-
tions) and for different transact{@tsaditionalO foreign exchange markets,
exchange-traded derivatives, over-the-counter (OTC) derivatives), assumn
that some categories of counterparty (e.g. hedge funds) or transaction
certain derivative products) are more prone to speculative trading th
others. Such a multi-tiered tax regime would help to identify the desira
level of reduction in trading activities, which should be large enough to w
out short-term speculative trading, but not so large as to hamper norfmal f
tioning of markets. Given the change in scale in financing global public gc
resulting from the OECD countriesOageszuy, and new financial stability
concerns associated with the shadow financial industry, it is impartant
an FTT to cover exchange traded and over-the-counter (OTC) derjvativ
where the overwhelming majority of trading is taking place. Hence, the stz
ardisation and overall regulation of OTC derivatives B which is on the age
of the G20 B should become a high priority in order to avoid any feasib
problems with regard to the application of an FTT to OTC transactions.

B The IMF has argued for the creation of a Oglobal banking insura
schemeO as an alternative to an FTT, to which the Fund has been opp
The two instruments differ in terms of both revenues (which woul
available for public goods undersanaimce scheme) and the handling of
risk (institution-based under insurangesaction-based under an FTT).
Two and a half years into the crisis, serious flaws remain in the national
international financial supervisory framework. An FTT, unlike the insu
ance proposal, would provide governments with a powerful regulatory t
which would not depend on the ability of the supervisory authorities to pr
or assess risk. An FTT is thus the most appropriate Olow-costO|instr
for tackling volatility in asset prices and for downsizing the global| bank
industry, particularly at a time whennternational financial supervisory
framework is in tatters and will take a decade to reform. It would also fre
new sources of financing for global public goods, including climate cha
and development, at a time when public services and welfare across cot
at threat if OECD fiscal consolidation is acted upon.

The OECD scenario for the decade to come: making public
welfare pay for fiscal consolidation

B In November 2009, the OECD predicted an un-precedented post-w
level of government budget deficits and debt for the decade to come. T
OECD government budget deficitspaibtic debt are forecast to exceed

7.6% and 103% of GDP respectively in 2011, compared with 1.3% and
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The OECD
“fiscal reform

— scenario that is
described for the comin
decade - the years of t

Oheavily indebted rich
countriesO - would invo
cuts in public services,
social security and publ
pensions, as well as
regressive tax reforms.

in 2007. This huge public resources gap is unevenly distributed acfoss c
tries. As shown in Table 1, the US, Japan and the UK will together mak
over half of the total OECD country deficit.

g &'(&)%*+8&). %1001 82 &%0%-"$ &)4%-05%0!  &w2/n1 80 &67"

% GDP % GDP in$bn share of total
OECD - Total 1.3% 7.6% 3172 100%
United States 2.8% 9.4% 1439 45%
Japan 2.5% 9.5% 397 13%
United Kingdom 2.7% 12.5% 279 9%
Euro area 0.6% 6.2% 683 22%

Source: TUAC calculations based on OECD 2009a and stats.oecd.org

The forecast OECD public finance gap can also be measured |using
expected growth in net borrowing requirements. And here the pictthe is e
worse, as shown in Graph 1. Whereas in 2007 borrowing requirements
equal to the budget deficit, they have since grown much faster with|the re
that in 2009, OECD countriesO treasuries issued over $3500bn in public
rities, which is seven times the 2007 level. So far, investors have been will
absorb this exceptional level of issuance of low yield government papers.
could change abruptly, however, should investors re-diversify their|portfc
as the recovery makes progress, debt levels continue to rise and sove
credit risk ratings begin to dedaaein the case of GiPaghich togethe
would exert upward pressure on interest rates. According to OECD forec:
government net debt interest payments are likely to increase substantial
the US in 2010 (OECD 2010a).

E The OECD (along with the IMF) has accepted that in 2010 the Qbalal
of riskO implies that the priority should be to maintain stimulus for the glc
economy rather than fiscal consolidation. However, the OECD cpnten
that 2011 is a crucial year. It argues that unless fiscal consolidation n
ures are taken to bring fiscal imbalances down to normal levels (below
by 2011, long-term fiscal sustainability ® and hence cost-efficient|acce
finance B will be seriously at risk. In a scenario issued in November 2
the OECD outlines a fiscal consolidation strategy for OECD economies
fill this public resource gap between 2011 and 2017. Assuming that the
a gradual recovery at a rate of 2.6% real GDP B and that there is|no s

38 &'(& 8o 8% &1 80 &)%*+8640)5/%1 9&s  &0"0*%

in USD Bn

M General governement depcit
Net Borrowing requirements

4,000

3,500

3,000

2,500
2,000
1,500
1,000
500
N

2007 2008 2009 2010 2011

o

Source: OECD 2010a
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OECD projections of budget deficits and scenario for fiscal consolidation, 2011-2017

Country real gdp Fiscal OECD ‘
growth balances scenario -

2011-2017 2011

Korea 4,5 1,1 .

Norway 3'5 1 0’9 co:JsOo;‘;Caiilon

Sweden 3 -2 required

Switzerland 2,8 -1,3

Australia 3,9 -2,6

Austria 25 -5,8

Belgium 1,8 -5,2

Canada 2,2 -4,5

Czech Republic 41 -5

Denmark 2,1 -4

Finland 3,2 -5,1

Germany 1,6 4,6

Hungary 4,7 -3,7

lceland 2,9 -5,8

Ital 1,9 -5,1

Luxembourg 5 -3,6

Netherlands 2 -5,3

New Zealand 2.3 -3,9

Slovak Republic 49 -5

France 1,8 -8

Greece 3,6 -10

Ireland 3.1 -11,6

Japan 1,2 9,5 gl

Poland 2.8 -6,8 /

Portugal 1,4 -7,8

Spain 3 -7,7

United Kingdom 3,1 -12,5

United States 2,6 9,4

Mexico 3,8 n.a

Turkey 6,7 n.a

Euro area 2,1 -6,2

Total OECD 2,6 -7,6

Source: OECD 2009a
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OECD budget
constramts

come at a time

when commitments to
global public goods ha
yet to be met.

Odouble-dipO P a reduction of the deficit by 2-2.5% would be wiihin

without requiring structural reforms. This leads the OECD to postul
deficit reduction to be tackled by fiscal consolidation measures. As
Annex 1, the OECD scenario consists of:

= A three-year fiscal consolidation equivalent to 1% GDP p

te a!
show

er ye

between 2012 and 2014 for 15 OECD countries for which th

budget deficit in 2011 will be in the range of 2-6% (cover
majority of OECD membership);

= An additional three-year fiscal effort (also equivalent to 19

ng th

o GD

per year) between 2015 and 2017 for the 9 countries for which t

deficit exceeds 6% of GDP in 2011: France, Greece, Irelan
Poland, Portugal, Spain, UK and US.

2 According to the OECD, this unprecedented budget consol

d, Ja

idatio

should be met by Oefficiency gainsO and public sector reforms, as well a

overdue reformsO to public pessiiemes (OECD 2009a). Regard

government revenues, the OECD strongly advocates broadening the

and implementing regressive tax reforms that will have the greatest
households, including increasing indirect taxation (including VAT ar
erty taxes), cutting top personalmectaxes and maintaining or lowet
corporate income taxes (OECD 2009c). Overall, the OECD fiscal
scenario that is described for the coming decade D the years of tf

ng

tax
impa:
d pro
ing

refor
e Oh

indebted rich countriesO B would involve cuts in public services, spcial
rity and public pensions, as well assiegrtax reforms. Working families

would thereby pay twice b if not three times B for the current cr

sis: 1

through rising unemployment anddalicomes and then through reduced
access to social services and the corresponding rise in inequality incurr:
funding the 1% GDP per year fiscal consolidation efforts. Trade unions

concerned that thetch fiscal consolidatioogpamme would put post-war

welfare systems and social cohesion at risk.

Financing fiscal consolidation, development and climate
change measures!

i Implementing the OECDOs fiscal proposals would amount to a

resol

gap of roughly $372bn per yeadfct-2014 (with 25 member states imple-

menting 1% GDP fiscal consolidation) and $295bn for 2015-2017

(with

remaining member stateBhe resource gap for the US alone would amount
to $155-168bn per year during 2012-2017, followed by Japan ($43-46k

the UK ($22-25bn) and France ($22-23bn). These are very broad €

based on OECD projections. Nevertheless, they help gauge the s¢

budget constraints in the coming decade, should the OECD policy

stime
ale c
recc

mendations be implemented. Thesgaotscome at a time when commit-

ments to global public goods have yet to be met, namely:

= Millennium Development Goals (MDGs) by 2015;
= Climate change mitigation and adaptation for developing
tries.

Until now there has been no comprehensive monitoring of t
between commitments and delivery for financing thé KbGally, the

cour

he g:

1 Based on GDP 2008 at current prices & exchange rates (OECD Stat portal), real GDP growth gestimate

projections for 2009-2017 published in OECD 2009a.

2 Atthe 2009 L'Aquila G8 Summit, Leaders tasked a working group with devising a methodology for accou

for development and development-related G8 commitments. This work is on-going.
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most common figure cited in the media is a 2003 World Bank cost estima
$50-65bn per year, with more recent estimates existing for Africa arJd the
Pacific regiohig-or the purposes of this paper, the resource gap in reachi
the target ODA level of 0.7% of Gross National Income (GNI) B to whi
all OECD countries members of the Development Assistance Commiti
(DAC? have formally committed B is used as a proxy indicator. Based
OECD-DAC figurésand the current OECD-DAC weighted average ODA
level of 0.3% of GNI, the total OECD resource gap for the years 2012-201
reach the 0.7% objective would amount to $168-180bf fpesfyehich
$81-88bn would be attributed to the US (current ODA being at 0,18%
GNI) and $27bn to Japan (also at 0.18% GNI).

I s &6(&)%0*+&1):-+% &' & &0'0%03  &%4%$)5%00 &0+ &/5"1% 88'03%

Period Period
Climate change 156 156
Adaptation measures 86 86
Mitigation measures 70 70
DAC members' ODA reaching 0.7% of GNI 168 180
Of which the US 81 88
Of which Japan 27 28
Total average annual OECD gap 324 336

Source: TUAC calculations based on UNDP 2007, UNFCCC 2007 & stats.oecd.org

iz Similarly, the financing of climate change policies has yet to be seci
for developing countries B this was a major contributory factor in the fail
of the Climate Change Summit in Cagemnhin December 20009. It is antici-

pated that any agreement in the future would require a commitment by OE
countries to finance short and mediommeasures in developing countries

with regard to (i) adaptation to climate change and (ii) mitigation policie
(halting deforestation, sustainableutigres and technology transfers). Yet

no comprehensive cost estimates exists at the international level. Rega
adaptation, the UNDP estimates the cost of measures for developing cc
tries to be $86bn per year (UNDP 2007) for which financing P it is assun
in this paper B would be covered by OECD country public resdurges or
With regard to mitigation policies, cost estimates by the UNFCCC val
Green House Gas (GHG) emissions reduction nfeasi#@8bn per year,
half of which would cover developing countries (UNFCCC 2007). [Unlik
adaptation, however, it is widely agreed that mitigation financing shol
rely on a more diversified pool of resources beyond OECD country pul
budgets. Even a conservative approach would nevertheless expéct O
countries to bear the brunt of tmenéial burden (circa 70%, amounting

to approximately $70bn). This ratio could be reduced in the medium rur
other mechanisms are establishedssaiglobal carbon tax, a percentage on
carbon trading revenues, maritimaatioavevies, among others. Overall,

3 For example in 2008 the MDG Africa Steering Group calculated the resources gap at $28bn/year (http://w
mdgafrica.org). For the least developed countries ief Bagifis region the gap is estimate by the UN at $8bn
per year. (A Future Within Reach, UN-ESCA, 2008).

4 That is all OECD members except the CzeclicRdpuaghry, Iceland, Korea, Mexico, Poland, the Slovak
Republic & Turkey.

5  http://lwww.oecd.org/dataoecd/48/34/42459170.pdf

6 Based on Gross National Income at market prices in 2008 OECD Stat portal, and real GDP growth estir
and projections for 2009-2017 published in OECD 2009a.

7  The World Bank 2009 estimate of the cost of climate change adaptation for developing countries|is $75-:
per year for 2010-2050, http://siteresources.worldbank.org/INTCC/Resources/Executivesummary.pdf

8 Measures needed to reduce 2000-level GHG emissions by 25% by 2030.
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The measured
and controlled

increase in
transaction costs that
would result from an

FTT would slow down
trading activities so as t
align capital flows with
economic fundamental
and the real economy.

climate change adaptation and mitigation measures for the decade to c
would require OECD governments to allocate $156bn ($86bn for [adap

tion, $70bn for mitigation) per year to the developing countries, in
to their ODA commitments.

Overall, and as shown in Table 2, if one totals the indicative es
the resource gaps for climate change and ODA for the 2012-2017 p
total OECD-wide resource gap would be close to $324-336bn per y

dditic

imate
eriod
ear. -

resource gap would come at a time when governments will be pressed by

national organisations to cut heavily on public expenditures D in {

he ra

of $300-370bn per year according to our calculations (table 3) b to fina
fiscal consolidation, which in turn will place further budget constraints

governments.

1 g% &;(&)%*+&2*'$ &o1)$/+1)0 &0 &)38 &1 D&+ &v-4rwl Sor &%$2'-%

Indicative estimates in $bn 2012-2014 2015-2017
Period Period
Fiscal consolidation equivalent to 1% of GDP/year 372 295
16 OECD countries with 2.5-6% budget deficits in 2011 98
(3-year consolidation)
9 OECD countries with over 6% budget deficits in 2011 274 295
(6-year consolidation)
Of which the US 155 168
Of which Japan 44 46

Source: TUAC calculations based on OECD 2009a & stats.oecd.org

The parameters of a financial transaction tax

The economic justification for an FTT starts with the acknow
ment of the harmful effects of short-term speculation producing str

ledge
ong &

persistent deviations of asset [racagheir theoretical equilibrium levels.
Such OovershootingO in prices leads to speculative bubbles over the lor
A measured and controlled increase in transaction costs implied by an |

would slow down trading activities so as to align capital flows with e
fundamentals and the real econbimeyother acclaimed benefit of an F
b namely the creation of a new and vast source of government reve
secondary objective, at least as far as James Tobin was concerned
the tax succeeds in tlem@aic objectives that primarily motivated me
said, Othe less revenue it collects for worldwide good worksO (TUAC

Since the original proposal by James Tobin, the idea of an
been developd in many different ways by academic experts and ci
groups, each with their specific parameters and each giving differe
to the dual goals of increasing finaadigitystand generating new pub
financing resources. In fact, tinatibnset of the current crisis, the reve
objective overshadowed the financial stability one. Development/aid
proposals targeted a minimalist tax rate of 0.005% to Oavoid produc
distortionsO and to ensure that the impact on financial institutions w
highly diffusedO (Hillman et al. 2007 & Schmidt 2007). Financing th
was almost the only goal. A revenue-focussed FTT proposal th
deliver in the range of $20-30bn pemgs considered OenoughO.

E:  There are a number of parameters to consider when elaborating
FTT proposal:

= The tax rate: proposals range from 0.5% (the original prog
James Tobin) to 0.01% (most recent proposals).
= Assumptions about the reduction in the trading volume, w
necessary to eliminate short-term speculative trading, that w

cono
TT

nue t
. OTl
O, he
; 199t

FTT |
vil so
Nt pric
lic
2nue
cent|
ing m
ould
e MD
at W

a spe
osal

hich |
ill res
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Distribution of frieign exchange, excletrgded and OTC derivativesrkets per jurisdiction
and counterparty

Geographic distribution of foreign exchange transactions 20

and OTC derivatives markets

¢ " . 10

in % of daily trading

M Foreign exchange transactions 0 United King 1

W Foreign exchange OTC Derivatives -
Interest rate OTC derivatives

rmany

.
£l ¢Switzerland

United States

Distribution per counterparty o [--

M BankslMl Other bnancial¢” Non-Pnancials

Q00

Foreign exchange Forex Interest rate Singapore
transactions OTC derivatives OTC derivatives

Source BIS 2007

Vg &=(&¥1s> &+/03 80 &30 &2*8'03% o+ &)*& +o%6-/amia%l  &b- &:01%-"1>

Foreign exchange transactions 43% 40% 17% 100% 3210
Foreign exchange OTC derivatives 30% 43% 27% 100% 2319 1611
Interest rate OTC derivatives 50% 42% 8% 100% 1686 6724

Source: BIS 2007

Do &#F (&> &'+03 80 &)-%/30 &7+8'03% &0+ &)1*& +%-/4"14%1  &%- &-11+00 &

Foreign exchange transactions 34.1% 16.6% Switzerland 43.2%  100% 3210
(6.1%)

Foreign exchange OTC derivatives 38.6% 14.6% Singapore  41.7%  100% 2319 1611
(5.1%)

Interest rate OTC derivatives 44% 24.2% France 237% 100% 1686 6724
(8.1%)

Source: BIS 2007
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“Jnlike in the
pre-crisis

literature,
however, the idea of
an FTT has gained

considerable traction
both as an instrument f¢
financial stability and ag
a solution for financing
development.
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from the implementation of the tax: these assumptions fangir
from -25% to -75% reduction in the volume of trading are| key |
determining the revenues to be expected by the tax. A crucial s
in building an appropriate FTT is to determine the upper ceiling
of the reduction in volume, beyond which the FTT would |affec
normal functioning of markets and create liquidity problems.

= The scope of the transactions covered by the tax is equally imp
tant: while Tobin only focussed on foreign exchange OspotO tr
actions, more recent proposals extend the coverage to
traded derivatives, (hon-exchange traded) OTC derivatives, if n
bonds, and equity. Table page 10 outlines the main categories
transactions as reported by the Bank for International Settlemer
(BIS).
= The scope of market participants or OcounterpartiesO: Tobin did
exclude applying exemptions to certain categories of market ope
tors such as central banks or, at the other end of the spectrum, i
viduals and households. There are three broad categories of mal
participants, or counterparties (BIS definitions):

= OReporting dealersO: large hdrisier dealers that are regis-
tered with central banks or with financial market authorities;

= OOther financial institutions@ianbanks but also, and impor-
tantly, hedge funds, pensiods, and sovereign wealth funds;

= ONon-financial institutionsOatgrivon-financial corporations
and government institutions.

= The geographical coverage: while most contributions will lool
at the implementation of an FTT worldwide, many proposals
include geographical scenarios, including the US (or NAFTA
and the EU (or the EU + Norway and Switzerland). Geograpf
ical focus can be legitimate in so far as foreign exchangg trac
(as well as derivative trading) is extremely concentrated in
handful of countries (mainly the US, the UK, Switzerland an
Singapore).

Hence, different tax rates can be set for different counterparties. /A low
would apply for those with high ela&tmityh as banks, and a high rate for
those with low elasticity, such as nowiiheorporations. They can alsg be
set according to the type of transaction b a low rate for OtraditionalO cu

impact on market participants would differ accordingly. For example
that would apply to the OtraditionalO foreign exchange markets and

b an F
to inf

the other hand, an FTT on foreign exchange-related OTC derivatives wo
affect Oother financial institutirss@nd foremost (including, one would

ingly, there is considerable variatibe @nnual revenues generated b
FTT, from $10bn (or less) to $1tr annually.

The geographical distribution of trading, as show page 9, confirms
excessive level of concentration. The US and the UK jurisdictions capt
over 50% of trading on key segments, be it traditional foreign exchange t
actions or OTC derivatives.

9 The magnitude of the reduction in trading volume would be greater than the increase in transaction ¢
resulting from the tax.



Size of f@ign exchange, exchangged and OTC derivatives markets and perimeters of Tobin,
Jetin, Shulmeister an Baker.

in 2007 All OTC derivatives
in $ Billions
Forex & IR OTC
derivatives
Traditional foreign
exchange
(column a) | || (columnb) || (columnc)  (columnd) (columne) (columnf) (columng)  (column h)
Foreign Spot trans-| | | Forwards & || Currency Forex Interest Forex & IR | Other OTCs of which AllOTC :
exchange actions Forex swaps & Rate Deriva- (equity, Credit derivatives
transactions options Derivatives  tives oTC commodity  Default
swaps (b+c) Derivatives | & credit) Swaps (f+g)
(a+b) (d+e) H
Daily average trading:| | 3210 1005 2076 244 2319 1686 4198 :
Notional amounts 29771 27789 57 597 388 627 446 224 70110 45179 516 411 :
Gross market values 667 943 1611 6724 8335 2809 768 11145
|
PERIMETER :
Exchange-traded
derivatives
Futures - all  Options - Futures - Options - Futures - Options Futures - Options -
markets All markets currency currency interest rate - interest equity equity
(cte+q) (d+f+h) rate
Notional amounts 1585 880 702 107 20 326 2140 1433767 547 629 131787 152 337
Exchange-traded equity
All markets  NYSE + London Euronext Deutsche Tokyo GERIMEIER
(world) NASDAQ Borse
Daily average trading 404 180 41 22 17 26
Exchange-traded bonds
All markets  US London Euronext Deutsche Tokyo
(world) Borse
Daily average tradin 1022.6

BAKER
PERIMETER

Source: BIS 2007

I ragsoe & @ (85%1%-1 & &% &2!1&))1$1 &> &bwio A&aio A&H%- 8o+ &I8:35%/11%-  &ob1,%*1/4%$>
TOBIN JETIN BAKER ET. AL. SCHULMEISTER
Tax regime Uniform Multi-tier: Multi-tier: Uniform
0.5% 0.02% banks; 0.5% options; 0.01% spot; (3 scenarios)
0.1% funds and compa-  0.02% futures 0.01%
nies 0.5% listed equity; 0.05%,
0.01% bonds 0.1%
Trading volume reduction -66% for banks & other -50% -75% (at 0.1% tax rate)
financials -75% (0.05%)
-25% for non-financials -25% (0.01%)
Scope of transactions:
Spot transactions * * * *
Forwards and forex swaps * * *
Exchange-traded derivatives * *
OTC derivatives *
Bonds & Equity *
Annual revenues generated (in $Bn)
World +1000 191.6 917 (0.1%)
650 (0.05%)
286 (0.01%)
US/NAFTA 158 176.9 131 (0.01%)
EU 99 103 (0.01%)

Source: Jetin 2009, Baker et. al. 2009, Schulmeister 2009, BIS 2009. Figures do not add up because of double counting.
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The expected tax revenues of a financial stability-oriented FTT

i The proposal for an FTT is today back on the agenda, due to the cur
global crisis and the attention of the G20 in particular. Unlike in the pre-cr
literature, however, the idea has gained considerable traction both as a f
cial stability instrument and as a solution for financing for development.

the revenue side, the estimates of the OECD countries resource gap fo
coming decade P as approximate as they may be D are indicative |of the
of the post-crisis public budget proatehplace the benefits of an FTT in

a new context. For this paper, we have selected three contributions|publi
in 2009, which address the dual objectives of financial stability and|finan
development and which have gained authority among proponents af an F
in their respective regions, Europe and North America:

= OThe Potential Revenue from Financial Transactions TaxesO
Dean Baker, Robert Pollin, Travis McArthur and Matt Shermar
issued jointly by the Washington-based Center for Economic ar
Policy Research (CEPR) and the Political Economy Research Ins
tute of the University of Mabsaetts December 2009 (Baker
2009). The paper (hereafter OBakerO) provides updated figures
a previous paper released by the authors in 2003;

= OFinancing development with global taxes: Fiscal revenles ¢
currency transaction taxO by Bruno Jetin, Professor at Univer:
Paris-Nord and member of the scientific council of ATTAC-Rrance
March 2009 (Jetin 2009);

= OA General Financial Transaction Tax: A Short Cut of the Fros,
Cons and a ProposalO, by Stephan Schulmeister, Senior
at the ...sterreichisches Institut fYr Wirtschaftsforschung (WIFO
a Vlenna based joint employer-labour research institute. The par
was published in September 2009 (Schulmeister 2009).

Bruno JetinOs proposal is the closest to the original Tobin tax pro
Based on the BIS Triennial report of 2007 (BIS 2007) and previous wt
conducted by the Belgian, Finnish and French governments in the e;
2000s, JetinOs proposal consists of an FTT with different tax rates per co
party with a OsmallO rate of 0.02% for banks and a bigger rate of 0.1% f
financial institutions and for non-filicorporations. The reason for this
lies in the different levels of elasticity of banks B and thereby their pos
reduction in trading volume B compared with those of other finangial in:
tutions and non-financial firms (see Annex 2). A multi-tiered tax|syste
would also be appropriate if one makes the assumption that certain cat
ries of counterparty are more prone to speculative trading than others |
hedge funds). Regarding the scope of transactions, JetinOs FTT would
the OtraditionalO foreign exchange markets (that is TobinOs perimeter),
exclusion of all derivative products, whether traded on organised exchang
OTC. Factoring in elasticity (and tax evasion) the revenues generated wc
amount to $191.6bn worldwide (using 2007 figures), $158bn for NAFT.
alone and $99bn for the U

(see page 10, which gives an overview of the coverage of each
proposals). In addition to traditional foreign exchange markets, Ba
would apply to nearly all transactions that take place on organised exche
(futures & options) as well as bonds and listed equity. Based on a unifi
-50% reduction in trading volume, different tax rates are applied per cate

10 figures do not add up because of double counting between regions.
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of transaction. For spot transactiona@sgobinOs perimeter) and bonds,

a low 0.01% rate would apply, traded derivatives would be taxed at 0.5¢
options and 0.02% for futures, and listed equity at 0.5%. Within the|US jt
dictions, the Baker proposal would generate $176.9bn in annual [rever
(based on 2008 figures). Also, the Baker FTT would depart significan

but from assets that are supposedly closer to the real economy,
equity ($134.5bn).

e The Schulmeister FTT proposal has an even wider coverage than Ba
(see page 10). It covers foreign exchange markets (Tobin/JetinOs perime
exchange-traded derivatives (BakerOs) but also the OTC derivatives: int
rate-, foreign exchange-, equity-, commodity- and credit-related OT:
(including the Credit Default Swaps, CDS). It would ensure leveliplayil
field between exchange-traded and OTC markets. Indeed, a tax applie
exchange traded products only could actually lead to migration of trades ¢
from exchanges toward OTCs. The pajms to the inherently speculative
nature of the derivative products that were introduced to protect invest
against volatility of the underlying a€dbesspectacular rise of derivatives
trading cannot be caused by hedgjiriies; because the volume of deriva-
tives transactions is justch too big to be accounted for by hedgingO. In
the same vein, it questions the role played by technical trading: th
transaction volumes stems from technical trading since this practice uses
of ever higher frequencies (traceegrbes progressively OfasterO). At the
same time, technical trading is unrelated to market fundamentalsO. Like
and Jetin, Schulmeister uses standard rates of reduction in trading vol
that do not distinguish between counterparties: -25% for a 0.01% tax I
-65% for 0.05% and -75% for 0.1%. The fact that expected reduction
trading volumes are drawn from assumptions rather than actual empir
estimates, constitutes a weak point in the argument for an FTT. Given
wider coverage of the Schulmeister-style FTT, the expected revenues
considerably larger than those of Baker and Jetin: worldwide, a tax at |
would generate revenues equivalent to 1.688% of world GDP: that is rou
$917bn, $650bn at a 0.05% rate and $286bn at 0.01%. For North Americ
would produce revenues in the range of $250-300bn at a 0.05% rate an
Europe in the range of $200-250bn.

The IMF-preferred insurance scheme and recent tax on
large bank balance sheets

At the G20 Summit in Pittsburgh in September 2009, Leaders called
the IMF to undertake research to determine a Ofa[r and substantial cont
tionO that the financial sector could make to pay Ofor any burdens|asso
with government interventions to repair the banking systemO. Leaders ful
tasked the IMF Oto strengthen itsityafahelp its members cope with
financial volatility, reducing the economic disruption from sudden|swin
in capital flows and the perceivedfoeeacessive reserve accumulatjon.O
The IMF was quick to publicly dismiss th& &3 &n option to be consid-
ered in the commissioned report (forthcoming, April 2010). After this initi:
dismissal, however, an IMF spokesperson later stated that an FTT|woul
included for consideration under the G20 mandate. The sceptical |react
of the IMF is not surprising. Ever since 1995 b when the Tobin tax bec:
a Oglobal issueO b the IMF has not seriously considered the issue.

11 Transcript of a Press Conference by International Monetary Fund Managing Director Dominique| Strauss
hn with First Deputy Managing Director John Lipsky and External Relations Director Caroline Atkinsan, Istan!
Turkey, Friday, October 2, 2009.
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ings by the IMF B and the OECD b against the negative impact of an F
were largely based on brief literature reviews of existing academic work
comprehensive evidence-based research or in-house modelling of the |
has ever been released either by the IMF or the OECD, despite their v
known expertise and availability of resources for this kind of exercise.

The most serious IMF objections to an FTT concern the negativ
impact that the reduction in trading volume would have on (i) price Volatili

class investorsO, the opportunities for tax avoidance strategies (tax he
OdisguisingO a tax-covered transaction into a non-covered one) or the

encountered by other regulatory options that are comparable in size a
tion). IMF and OECD concerns about FTT feasibility clearly belong to th
latter category. Yes, implementing an FTT would be complicated. Howe!
it is necessary to question whether an FTT wouwdetemplicated to
implement than an alternative solution that would deliver comparable fin:
cial stability and global public good objectives. Just like any other forn
regulation, an FTT will certainly produce collateral costs. For example,
Baker notes, under certain circumstances, the level of reduction in trac
volumes or in liquidity might exceed thedlksiel. This possibility seems
far less significant when compared with the cost of inaction, considering
current situation in which un-regulated OTC derivatives account for we
over 10 times world GDP in notional terms, and for the total US GDP
gross market value terms.

B At this stage of the G20 debate on an FTT, and pending the forthcom
commissioned report, the IMF appears to be strongly in favour of|an al
native proposal: a global banking insurance scheme. The insurance of
would involve a different set of policy and regulatory issues than those &
ciated with an FTT. The two instruments are different. The difference |i
in the way financial risks are handled. Under an insurance scheme, risk
pooled (or collectivised), or they are transferred (from private to public op
ators), but they are not necessarily reduced although the price of |nsure
may provide an incentive to reduce'a(@8ICD 2008). Being transac-

tion-based, an FTT would automatically reduce risks given the substar
reduction in trading volume (and it would eliminate risks as far as short-te
speculative trading is concerned). This difference in risk management
implications with regard to both government revenues and to the capacit
regulators to manage risks.

The insurance scheme would not produce revenue for public goo
By definition, an insurance scheme needs to be pre-funded. That mean:
insurance fees would be kept aside (faxthgpeculative asset bubble to

implode). They would not be reallocated to those global public goods targe

by the FTT: achieving the MDGs; mitigating and adapting to climate [chan
and reaching fiscal sustainability.

The insurance scheme would be more onerous for regulators in mana

12 And the overall systemic consequences of the risks may be reduced if the insurance is capable of prevel
collapse of individual entities leading to systemic collapse.
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risk than the FTT. Like any guarantee, insurance coverage for bank liabi
and (excess losses on) assets git@©Onsaral hazardO, something that the
OECD considers as Oan importamean(ot just conceptual) issue that

should not be ignored, even in the midst of a crisisO (OECD 2010c)|. Furt
more being institution-based, a pre-requisite for any insurance scheme i
ability to Oprice riskO associated with the banksO balance sheets, Whict
presupposes the ability of the insurer (the regulator) to conduct proper r
assessment of the insured (the banks) and to do so at reasonable|costs
yet it appears that such a basic requirement has become a bridge| too f
OECD country-based and other G20 regulators. Two reports of the Finan
Stability Board (FSB), commissioned by the G20 and released in Septen
2009, reveal that two and a half years into the crisis serious flaws remain
national and international supervisory frameworks: OS|gn|f|cant lack of ir
mationO of financial authorities, as well as Odata gapsO on Okey vulner:
including an Ounderstanding of where risks actually lieO (FSB & IMF 2
BIS, FSB & IMF 2009). The FSB reports are worrying in that they reveal
extent to which the national and financial authorities continue to lack t
essential tools to monitor and control global finance effectively.

Bringing the global banking industry back to real economy

2 Inapaper published in January 2010, OECD staff claims that the Our
feature of this crisisO was a structural change in the business maodels
global banking industry in the past decade from a Ocredit cultureO to a (¢
holder-value driven) Oequity cultureO. Traditional commercial banking
based on direct loans to businesdesusetholds and is funded by depasits

and longer-term borrowing, the difference in interest rates betwegen lo:
and deposits generating predictableaashThis Ocredit cultureO busjness
model was replaced by an Oequity cultureO or Ovolatile investment b
model in which revenues were generated not by loans and deposits, b
securities and derivatives trading activities (OECD 2010b). OBanks less d
by investment banking and stredtproducts fared much betterO thrqugh

the crisis, says the OECD. Those driven by investment banking were O
more problematic in terms of contagion and counterparty risk regardles:
their balance sheet size. O OECD experts place partial blame on the self
latory rule of the Basel Il Framework for determining the capital adequ:
ratio, which had pro-cyclical effects by fuelling rather than restraining ex
sive leveraging and risk t&kamgl allowing CDS contracts Omisleadingly to
conceal riskO. They further point to a positive correlation between jthe B
Il Tier 1 capital adequacy ratios (supposed to shield against excessive
taking) and the cumulative losses of banks since 2007.

e The challenge for the years to come is to bring the global banking indu
back to a Ocredit cultureO business model P in other words, to finance tl
economy. To that end, the solutions suggested by the OECD consist of s
ting the bankisb not exactly a light-handed policy proposal ® and mol
stringent group-level leverage ratios (OECD 2009b & OECD 2010b). T
some extent, such a hands-on regulatory approach to banksO balance s
becoming popular with policymakers. Since the G20 Summit in Pi
some governments have considerkirierging new tax reglmes for banks

applied to their tradersO and executivesO bonuses (as in France and tl
or to the risk-level of their balance sheets (SwedenOs Ostability levyO).

January 2010, the US Administration announced its intention to introdu

13 including the scope of Oregulatory capitalO which allow for debt to be included and the absurd situa
conflict of interest in which the bankers are being given the extra degree of freedom to assess themselves
exposure they should report back to supervisors.

14  under the disguise of Onon-operating holding companiesO.
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a levy on banks in much the same way as Sweden and not too far fror
OECD proposal. ObamaOs OFinancial Crisis Responsibility FeeO ail
recover an estimated $90bn (in order to off-set the projected $117bn |
on the $700bn TARP bailout programme of 2008). It would be collecte
over a 10-year period (maximum) from the 50 or so largest banks, jnsur:
companies and trading houses sgigiiseof more than $506Hrms subject
to the fee would pay a 0.15% tax on borrowed money on their balance <
to the exclusion of deposits already insured by the Federal Deposit Insur
Corporation, the US banking insurance scheme.

Ec  The US administration project is welcome in so far as it is tax-based,
insurance based, and hence the revenues generated would be allocated
general government budget. Exemptions would apply, however. The tax
nues collected would be capped at $90bn, and non-registered financial i
tutions, including hedge funds, would be excluded. Despite these caveat:
Obama tax nevertheless would help curb excessive risk-taking and|lever
by banks in so far as taxation would be risk-based and linked to quality c
banksO balance sheet. In fact, it may be functionally equivalent to|the g
level leverage ratio proposed by the OECD. Like the IMF-inspired insural
scheme, however, the efficiency of such risk-based tax would depend o
ability of the supervisory autheritee understand the balance sheets of
Olarge complex financial groupsO and for the latter to have limited| oppc
ties for regulatory and tax arbitrage. It seems that these conditions hav
to be met.

Concluding remarks

In conclusion, one can make the following remarks with regard to 1
introduction of an FTT, within the broader regulatory framework, the|parat
eters and scope of the tax and the size of the revenues and tax collectio

ez The broader regulatory framework:

= Counterbalancing financial authoritiesO loss of control over
global financeRegulators and supervisors have lost contrgl ove
global financial markets, including where Orisks lie in the |syste
Recent reports by the FSB, the BIS, the IMF and the OECD ha
acknowledged that (deeply worrying) reality, at least implicitly
Unlike insurance schemes, anh@as the great merit of providing
governments with a powerful regulatory tool that would not depen
on the ability of the supervisory authorities to price or assess ri
An FTT would be able to do this on its own and would apply t
all transactions, irrespective of who sits behind the counterpe
ties and the accuracy of their balance sheets. An FTT would r
be a panacea for the much needed re-regulation of global finar
However, it would provide a regulatory solution in terms gf botl
tackling asset price volatility and bringing global banking back
its original function of financing the real economy. In a sense :
FTT is the ideal Olow-costO instrument at a time when the inte
tional financial supervisory framework is in tatters and will take
decade to rebuild (the time it took for Basel Il to be implemente:
formally). If you canOt price a risk, Kill it.

The parameters and scope of the tax:

= Setting targets for reducing trading volume and considering a
multi-tiered system per counterparty, and per type of transac-
tions. Considering that an FTT would meet both financial stability
and financing development objectives, a key challenge is to set
desirable tax rate and thereby the reduced level of trading that wo
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on the one hand, eliminate harmful speculative trading,
the other hand maintain the well-functioning of the market i
of serving the real economy. A multi-tiered tax system could he
in this regard if one makes the assumption that certain categor
of counterparty or of transaction are more prone to speculati
trading than others. However the fact that expected reductions
trading volumes are drawn from assumptions rather than actu
empirical estimates, constitutes a weak point in the argument f
an FTT. The use of the expedis resource of the IMF and the

OECD b among others B would be well spent money in pluggi
this empirical gap

= Bringing all OTC derivatives under the scrutiny of regulated

markets.In comparison to Baker and Jetin, Schulmeister propose
the widest coverage of transactions: traditional forex, exchanc
traded derivatives and as well as the OTC world (foreign exchanc
interest rate-, equity-, commodity- and credit-related OTC derive
tives). This is all the more welcome as it would cover the Crec
Default Swaps which helped trigger the initial subprime crisjs in tl
first half of 2007. And it would ensure level-playing field betwee
exchange-traded and OTC markets (a tax applied to exchan
traded products only could actually lead to migration of trades aw
from exchanges towards OTC). Feasibility, however, is a matter
concern, since the tax would be collected without the support
basic market infrastructure provided by an organised exchan
(hence the need to accelerate current G20 commitment tg stan
ardize and regulate OTC products).

EZ The size of revenues and tax collection:

» The size of FTT revenue may need to exceed $10bien
time has passed since the end of the 1990s when an FTT of,
$20-40bn per year would have been sufficient for the financir

mitigation and adaptation measures. To make matters w
budget constraints that OECD governments will face as a result
the current crisis are putting OECD welfare and public seryices
risk. Altogether the global OECD resource gap B MDG, climat
change, fiscal consolidation B could well range between $6(
700bn per year for the next decade. Given that the primary iss
facing governments today is how they will fund their respecti
resource gaps, then surely now is the time to take the FTT opti
very seriously.

» The practical arrangements around tax collecti@rs.a prag-
matic level, more work remains to determine how to make the colle
tion and administration of FTT revenues effective. Given the exce
sive concentration of foreign exchange and derivatives markets,
could expect the US and the UK to take the lionOs share of any |
tax collection system. The two economies face the toughest fis
challenges in the years ahead and, as far as the US is goncel
the toughest challenge in meetings its ODA commitments. Th
practical payment arrangements for an FTT could provide mor
de-concentrated streams of revenue (the tax could be paid in f
by the ordering party, or split with the beneficiary counterparty, c
whatever other proportion).
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Annex 1: Proposals of FTT by Schulmeister, Jetin & Baker et al. respectively

($ bn, 2007)

World
Schulmeister

Jetin

NAFTA
Schulmeister

Jetin

us
Baker et. Al

Scope of transactions

Forex spot, exchange-
traded & OTC deriva-
tives

Forex spot, forwards &
swaps

Forex spot, exchange-
traded & OTC deriva-
tives

Forex spot, forwards &
swaps

Forex spot, exchange-
traded derivatives

+ equity & bonds

ASEAN + China, Japan, Korea & India

Jetin

Forex spot, forwards &
swaps

EU + Switzerland & Norway

Jetin

Schulmeister

EU
Schulmeister

Jetin

Forex spot, forwards &
swaps

Forex spot, exchange-
traded & OTC deriva-
tives

Forex spot, exchange-
traded & OTC deriva-
tives

Forex spot, forwards &
swaps

Tax rate

0.10%
0.05%
0.01%
0.10%
0.1% (0.02% for banks)

0.10%
0.05%
0.01%
0.1% (0.02% for banks)

0.5% options; 0.01%
forex & swaps;
0.02%futures

+ 0.5% listed equity &
0.01%bonds

0.1% (0.02% for banks)

0.1% (0.02% for banks)

0.10%
0.05%
0.01%

0.01%
0.10%

0.1% (0.02% for banks)

15 12bn Forex spot, 112bn OTC, 162bn exchange-traded derivatives
16 20.7bn banks, 89bn financials, 81bn non-financials

17 6bn Forex, 26bn OTC, 99bn exchange-traded derivatives

18 7.8bn Forex, 7.1 futures, 4.2 options, 23.2 swaps

19 7.8bn Forex, 7.1 futures, 4.2 options, 23.2 swaps + $ 26.2 bonds & 108.3 listed equity

20 4bn forex, 57 OTC, 47 exchange-traded derivatives
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Annual revenues

917
655
286"
214
191.6%

422
301
1317
158

42478

176.9"

39.6

1241

336
242
108%

103
323

98.8

Trading volume reduc-
tion

-75%

-65%

-25%

-67%

- 64/67% (- 29% for non-
financials)

-75%

-65%

-25%

- 64/67% (- 29% for non-
financials)

-50%

-50%

- 64/67% (- 29% for non-
financials)

- 64/67% (- 29% for non-
financials)

-75%

-25%

-25%
-75%

- 64/67% (- 29% for non-
financials)




Annex 2: JetinOs discussion on differentiated tax rates and market elasticity

Of the three FTT proposals addressed by this paper, Bruno Jetin®s (JE
2009) is the closest one to the original Tobin tax project. Jetin uses an eq
lent scope of transactions; that is, the OtraditionalO foreign exchange me
foreign exchange OspotO transactions ($1tr daily in 2007) to which is a
forwards and foreign exchange swaps ($2tr).

Based on the BIS Triennial report of 2007 and previous work cgnduc
by the Belgian, Finnish and Frgoekrnments in the early 2000s, Jetin

suggests different elasticity (and therefore post-tax reduction in| tradi
volume) depending on the counterparty:

= Elasticity of -1.5 for banks. Becprestax transaction costs are
low for registered banks and broker dealers, they will be particule
sensitive to an FTT, whatever the rate, and will overreact: the red
tion expected in their trading volume should outpace in size tf
increase of the transaction costs generated by the FTT (i.e. +1(
increase in the transaction costs leading to -15% in trading);

= Elasticity of -1 for other finanngtltutions who accordingly will
react to an FTT proportionally (i.e. +10% increase in the tfansa
tion costs leading to -10% in trading);

= Elasticity of -0,5% for non-financiahtmwe who will be less sensi-

tive to an FTT due to the already high pre-tax transaction costs tt

they endure (i.e. +10% increase in the transaction costs leading

-5% in trading).
Assumptions about the elasticity of market operators are crucial [in de
mining the revenues. The higher the elasticity, the lower is the correlat
between tax and revenues. Givergthiewel of elasticity of banks, a high
FTT on their transactions might @enterproductive if one wishes |to
maximise the revenues. As shown in the graph below, a 0.02% tax on 1
actions by banks would generate more revenues ($20.7bn) than a 5-ti
higher 0.1% tax ($19.7).

Another key step in defining the appropriate rate per counterparty is defir
the upper ceiling in reduction in trading volume that can be tolerated in
interest of financing the real economy. Jetin suggests a maximum of
reduction in volume beyond which the tax would not only become ¢ount
productive in terms of revenues, but would have disruptive effects on liqui
of markets.

The combination of the above leads Jetin to prefer a 0.02% tax|agair
higher rate of 0.05% for banks. As shown in the graph below, the additi
reduction in banksO trading volume generated by a 0.05% tax comparec
a 0.02% would outweigh the benefits obtained by the marginal increas
revenues. The same trade off between tax rate and trading volume re
tion takes place at a higher taforadmther financial institutionsO and for

non-financial companies as shown on the graph. For them a 0.1% tax
would remain within the range of volume reduction that would be tolerat
for market functioning (respectively -66% for other financials, -29%for n
financial companies).

Overall getinC)s proposal consists in an FTT differentiated per counter pa
OsmallO rate of 0.02% for banks, a bigger rate of 0.1% for other financie
tutions and for non-financial corporstidhis FTT would cover the Otradi-

tionalO foreign exchange market, to the exclusion of all derivative| prod
be it traded on organised exchanges or OTC. The revenues generated w
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amount to $ 191.6bn based on 2007 figures worldwide, $ 158 for NAF
alone, and $ 99bn for the EU (figures do not add up presumably becaus
double counting of transadibrtween the US and the EU).
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