
Financial Transactions Tax, a solution or missing 

the target? 

 

Is the latest idea for the famous FTT or “Financial Transactions Tax” really 

what it claims to be? Can a tax prevent systemic risk? Were J.M. Keynes and 

J. Tobin right? At a time when some treasurers are thinking that "enough is 

enough", it is well worth asking these questions. Might this last drop not be 

the one that makes the financial instruments market cup overflow? A tax 

could have contrary and counter-productive effects. 

 

Tax, the ultimate weapon but – deadly 

When legislators have ideas in their heads, they (all too often) use tax as the ultimate weapon to 

plug financial holes and other deficits. Using the mechanism of indirect tax for specific particular 

purposes is understandable but nevertheless unacceptable for many treasurers. The idea of a 

"consumption" type tax paid by the "consumers" (users) may seem fair for the proverbial man in the 

bus, but totally unfair for non-financial companies. It is not a bank tax, since it goes well beyond 

banks. This tax might as well have the (other) goal of dissuading users from dealing in OTC type 

financial products. Is it clever to persuade people not to hedge against exchange, interest rate or 

commodity price risk through derivative OTC instruments? Causing people to stop hedging against 

such risks is to negate sensible and commendable financial behaviour. We therefore need to draw a 

distinction between the European objective and the pretext of cutting down the abusive use of 

speculative products. 

This type of tax has been called a "Tobin" tax, after the name of its British inventor (influenced by 

John Maynard Keynes, James Tobin conceived a tax to stabilise exchange rates in 1972 after the 

Bretton-Woods system was abandoned – it was adopted by Edgar Feige who extended this flat-rate 

tax to all transactions). The FTT is a variable tax, proportionate to the transaction being processed. 

The anti-speculative purpose put forward by the famous economist J.M. Keynes has been taken up 

and brought to the fore. But is that really the intended purpose, or is it a simple pretext hiding the 

real purpose of generating welcome tax receipts? 

Many economists take the view that such a tax would be at a lower risk of tax evasion and tax 

avoidance than any other measure. Who can say?  Conversely, is this lesser ill "fair" and will it not hit 

the victims of the crisis rather than those responsible for it? Will Keynes' laudable objective of 

cutting down the activity of the speculators be achieved by imposing such a tax? This does not seem 

very likely. Since 1936, with all due respect to John Maynard's fans, the economic landscape has 

changed.  

The G20's idea 



The G20 initially put forward this FTT idea in 2008. However, at the Cannes G20 summit, the 

member states failed to come to an agreement. In the USA, for once, the Obama administration is 

standing still on FTT. It has been refused on the ground that it would be vulnerable to evasion, 

create incentives for financial reengineering and burden retail investors, commented Treasury 

Secretary, Jack Lew. In September 2011, the EU made a proposal, applicable from 2014 (i.e. 0.1% on 

trading in equities and bonds; 0.01% on OTC). In total it is double these amounts, because it is paid 

by both parties to the transaction. The idea is to prevent French or German banks evading the tax by 

processing transactions offshore.  The principles of residence and of issue apply. Only 11 countries 

will apply it.  In contrast to what some people think, this tax may instead have an adverse effect. It 

will not reduce volatility, but liquidity instead, while ultimately increasing the overall cost of 

transactions (IMF study – 2011).  It is still extremely tricky (taking the example of Sweden in 1984 

with a similar tax) to work out the final impact on the market. Measuring the macro-economic 

effects of a "Robin Hood" type tax is very complicated. In Sweden, in 1984 and later 1986 when 

increased, this tax has proven to increase volatility rather than reducing it. According to economists, 

like J. Stiglitz or L. Summers, it would impact primarily short-term speculation at high frequency. 

Unfortunately, the expected reduction of equity price with such a tax, which could compensate it, is 

not shared by all economists. It remains difficult to assess real impacts it would and will generate on 

the market. 

Is the FTT, the Financial Transactions Tax, the last drop that will make the cup overflow? 

Conceptually, everyone can understand the benefits of cleaning up public finances as a whole in 

Europe, even if some countries are in worse shape than others. However, every business considers it 

unfair that it should have to put its hands in its own pocket when it was not responsible for the 

current situation, which is a consequence of the 2008 financial crisis. Other very fatalistic people 

may be inclined to concede that in any case, when all is said and done, the final users, including "real 

economy" companies, will be the ones that pay. However the tax is raised and collected, and 

whatever the constraints are, at the end of the day it will be an extra cost for business. This tax could 

well be the final straw which, when added to the other regulatory constraints, little by little kills off 

the markets. Taking only financial instruments used for hedging as an example, this new tax will be 

an extra item, additional to the almost real-time reports that need to be submitted to ESMA for OTC-

type derivatives; additional to the much higher cost of longer term financial instruments to 

incorporate counterparty risk, which rises with time; and finally additional to the obligation or 

option to use CCPs (Clearing Houses). Are we not reaching intolerable levels? Are we not at risk of 

changing financial decisions because of incidental costs, as with IAS 39, the accounting standard that 

twelve years ago considerably modified the overall approach to hedging financial risk? 

Unfortunately, this may well be so. 

Shared objectives, divergent means  

In principle, treasurer associations can only applaud the objective at which such a tax is aimed. It 

would seem sensible, even honest, for financial institutions that were partially responsible for the 

current economic situation to put their hands in their pockets and take a more than substantial 

share in covering the various costs to which the financial crisis gave rise. Furthermore, is it not fair 

that the most risky and sensitive transactions should be hit harder than others? Obviously, all 

treasurers that you ask will confirm that. Just as they will concede that they are in favour of (much-



needed) root and branch reform of the worldwide financial system. Everybody, or nearly everybody, 

agrees on the objective. When it comes to the means of achieving it, everyone has their own 

solution and methods that will not affect them or will affect them as little as possible. Unfortunately, 

in situations of this type, we do not have a large number of solutions or a ready-made programme, 

and it is likely to be almost impossible to find any that would target only one category of 

counterparty or transaction. Worse still, in certain cases some solutions could be counter-

productive. We have in mind for example the requirement to post collateral for transactions in OTC-

type derivatives. Even if the indirect tax appears fairer on the face of it, because it is applied to what 

is being traded, it hits those who have to carry out the transaction or deal in the product being 

taxed. Where a tax or levy is used as a solution that might potentially cause people to stop using a 

product of undisputed utility, we have reason to be worried. A tax which has the consequence of 

causing fewer financial risks to be hedged would have a perverse or adverse indirect effect. If such a 

tax resulted in less use of hedging by means of financial products, it would be damaging and 

unfortunate. However, here again the fatalists assert that at the end of the day everyone will pay 

their dues and will take some of the strain, whether they were responsible or not. Surely that is 

extremely unfair? 

The potential impact for treasurers 

This, indeed, is the key question that we have to ask ourselves: people are certainly listening to you, 

but what and how much are we really talking about? Nobody would go as far as to say that such a 

tax would have no impact. As it has already been mentioned, the final cost is often borne by many 

and the bankers will not bear it alone but, and as with the cost of Basle III, they will recover it in one 

way or another from their clients. All is fair in love or war, as they say. The cost of hedging will be 

increased directly, by a boomerang or a cascade effect onto the end-user who will be the treasurer, 

irrespective of the type of counterparty, financial or non-financial. Furthermore, the tax will hit them 

more than once, if there is any extension, renewal or material modification of the contract 

negotiated. For example, hedging by forward exchange contract, renewed twice because payment is 

put back following delivery delays, the classic case par excellence, will mean you pay the tax three 

times. The paradox is that to keep down a counterparty cost that may be higher during one period 

rather than another, the procedure is or was to shorten the hedging periods and to renew (rollover) 

contracts several times so as not to be penalised.  Here, the no-win choice will be the FTT tax or 

higher counterparty cost. The fact it will be applied by some countries, despite the territoriality 

complex principle, sort of boomerang, will create competitive dis/advantages among EU countries. 

No regulator in this world likes to make exceptions or give exemptions, for fear of leaving open 

loopholes for circumventing the measure. The letter of the law is sometimes cruel in that it is 

applied to everyone, even to innocent victims who in this case are non-financial companies. We have 

often condemned this.  

The cumulative effect of the various impacts and the consequences of all these measures will end up 

having a significant influence on the choice: to hedge or not to hedge, that becomes the question. 

And if I hedge, how and with what instrument? The decision to hedge, as after the arrival of IAS 39, 

is no longer just financial, surprisingly enough. For IAS 39, decision can be driven by accounting 

purposes.   



Amongst the effects that may be observed, we may cite: increased cost of finance, tightening credit 

terms, higher cost of hedging, greater administrative work, direct impact on inter-companies 

transactions (the very essence of centralised treasury management), higher costs of pension 

provision because of lower returns on investment, etc. No, such a tax would not be neutral for 

treasurers, there is no doubt about it. 

The most perverse effect is still that it will not apply to everyone, because some countries will not 

adopt it or not adopt it immediately and because outside Europe, which often has higher standards, 

there will perhaps be no Tobin tax. European competitiveness could be affected by it and encourage 

counter-productive offshoring.  

As we can clearly see, the impact will be enormous and much more pernicious than some Eurocrats 

think. However, some say that we must think rationally and try to estimate the amounts at stake on 

a case by case basis – for a US$5 million transaction, for example, the cost of the tax would be 

around €380. Indeed, for companies that deal only in FX (currency futures or spot) everything 

included (swaps, forward contract extensions and spot purchases) dealing, for example, in a total 

equating to 15 billion a year, the total would then mount up to almost €1 million, plus inter-

companies transactions, of course. All this needs to be estimated and put into context, according to 

the various situations and scenarios. In itself, the tax on bonds and equities hits harder even though 

the volumes traded and rolled over are lower for non-financial companies. The fact still remains that 

the cost will certainly be there, and come on top of all the other costs. That is why some estimates, 

supposing everyone adopted it, put the tax take from it at €57 billion annually.       

So what should we say to the European Commission? 

Many treasurers often forget that their associations do remarkable lobbying work. EACT, for 

instance, has suggested taking into account the effective impact for "real economy" companies, 

perhaps by exempting them. Similarly, it has been suggested that all inter-companies transactions 

should be excluded because, by definition, they are within the group. Finally, it has been 

recommended that "corporate" pension funds (non-financial companies) should be excluded. 

Although a direct tax on banks by means of a FAT (Financial Activities Tax) has been proposed, we 

may fear that even if it were adopted instead of an FTT, it might be passed on to the end customer 

more or less in full. At the end of the day, in each case, the fall guy is likely to be the treasurer, the 

end user. This comes under the heading "tough luck". This last remark should not be seen as fatalism 

on our part, but realism in saying that whatever is done everyone will contribute to a greater or 

lesser extent to rebuilding the financial sector, whether they like it or not and whether it is fair or 

not. Life goes on, and life is not always fair. Finance is no exception to this law of nature. 

We may not like the lack of consensus, the hijacking of targets and the political pretexts along with 

the risk that it will be damaging without preventing or giving warning of systemic risk. The collection 

of measures taken looks more like a patchwork than a co-ordinated and well thought out set of 

measures that are aligned to achieve the end goal of reducing systemic risk. We are far from any 

unanimity on taxes of this type, on their principle or on the entities to be targeted, or on the pure 

economic theory. The lack of consensus might well lead to a feeling of frustration (yet another one 

in the minds of a large number of treasurers). As always, people will try to get round it, since not all 

countries will adopt it; this will give some countries new competitive advantages compared to 



others. Well thought out regulations make sense only when they apply to everyone everywhere, 

with no exceptions. It is differences in regulatory treatment that lead to transfers of business 

activities and destabilise national economies.  

"Yet another measure of doubtful relevance, unlikely to achieve the desired effect", my treasurer 

colleagues say to me. What irritates me most is the European Union's inability to conceive new post-

G20 regulations and to coordinate them, almost six years after the Lehman affair and longer still 

after the start of the famous "sub-prime" crisis. As the man in the street would say:  "Haven't we 

been here before? We may well fear so in this year of all regulatory hazards, the year of the 

regulation, as I like to call it.  
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