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> The current French/German proposal for the 10  countries in the 
enhanced cooperation process would raise less than €6 billion in total, 
while adopting the broad thrust of the 2013 proposal would mean that 
between €11 billion and €24 billion could be raised. If the 2011 proposal 
with its triple-A approach were currently implemented across the 
EU, between €21 billion and €62 billion would be collected across all 
Member States.

> Given the current economic and health crisis we face, the European 
Union must use all the means of levying taxes at its disposal. A Finan-
cial Transaction Tax (FTT), which has been widely discussed and which 
indeed is already being levied in several EU Member States, could be an 
almost immediate source of revenue in this regard.

> This report looks at France and Italy, where the French/German FTT 
proposal has been applied but where it has proved unsuccessful in 
combating excessive risks relating to market speculation, financial 
stability, high-frequency trading and shadow banking. Failing to tax 
derivatives can lead to the simple relocation of capital and tax evasion, 
as well as losing the stabilising power they have over the economy.
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> It has also been shown that this type of tax eliminates purely specula-
tive financial operations and that such capital is redirected to long-term 
investments, which are now more necessary than ever to achieve an 
economic recovery that is accompanied by a change in the economic 
model.

> While public health services have been dismantled in many European 
countries due to austerity policies, the financial sector has still not 
made a contribution that is commensurate with the damage caused by 
the previous crisis. While citizens are suffering from the impact of the 
COVID-19 crisis, banks’ value has already returned to pre-crisis levels, 
making it even more obvious that the financial sector must contribute to 
the economic recovery from this crisis through specific taxes on finan-
cial activity.

> The European Union must lead the global debate, given that it is most 
equipped to spearhead the implementation of such a tax at global level. 
In crises of the type we are currently experiencing, mechanisms that 
reduce market volatility and redirect capital to long-term investments 
that will help southern economies finance their way out of this crisis are 
more vital than ever.
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The decline of the ‘glorious 30 years’ of Keynesian policies in the post-
Second World War period, the fall of the Bretton Woods system and 
the currency crises in Russia and Asian countries have led to a debate 
surrounding the possibility of taxing transactions on the foreign exchange 
market. The most influential voice to suggest such a tax was James 
Tobin, a US economist of the Keynesian school and winner of the 1981 
Bank of Sweden Prize in Economic Sciences in memory of Alfred Nobel, 
who advocated a Currency Transactions Tax (CTT). Tobin’s main intention 
was to use the tax not as a source of revenue, but as a tool to reduce 
volatility on the foreign exchange markets and to limit purely speculative 
trading which entailed destabilising risks for the markets and the coun-
tries’ own economies, as was happening in various parts of the world 
at that time. The economist never wanted to nullify those markets but 
rather to curb an over-oiled machine that was endangering the world 
economy or to make it less efficient, or, as he himself said, to “throw 
some sand in the wheels of our excessively efficient international money 
markets”1.

This idea was nothing new. After another big crisis, the stock market 
crash of 1929 and the Great Depression in the United States, one of the 
most influential economists of the 20th century, John Maynard Keynes, 
proposed a tax on transactions on stock markets. Keynes observed that 
the fluctuations on the New York Stock Exchange had been greater than 
those in London. He argued that the difference was due to the absence of 
a tax on purchases and sales of shares in the United States, which were 
taxed in the United Kingdom. This difference, according to the economist, 
made it much easier to join the US stock market than its UK counterpart, 
leading to stock markets full of inexperienced investors guided by opti-
mism, speculative movements or upward trends, and which made many 
people rich and looked like they would never stop rising. That was until 
the bubble burst and panic dragged the stock markets into the greatest of 
crises. According to Keynes, a tax on transactions would reduce excessive 
market liquidity and volatility to a more prudent level by directly attacking 

1 Tobin, J. (1978): 154.
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purely speculative short-term investments, thereby achieving a stabilising 
and long term positive impact on the economy.

As in the times of Keynes after the great crash of the 1930s and after 
the crises of the 1970s witnessed by Tobin, whenever we face another 
economic crisis, we have to deal with the challenge of financing our way 
out of it – a challenge that forces us to look for new ways of financing and 
to think about new taxes that, like the economy, are changing, mutating 
and evolving. This happened after the crisis in 2008, and it is doing so 
again now.

After the financial crisis that began with the bankruptcy of Lehman Brothers 
in September 2008 and spread throughout the global financial system 
because of derivative products, the majority of citizens and governments 
of many states felt that the financial system did not provide a level of 
funding commensurate with the enormous damage caused to the global 
economy by a crisis for which it was directly responsible. The neoliberal 
mantra of ‘deregulation of the markets and the financial system’ was laid 
bare, which discredited it in the eyes of the global population, who saw 
how the lack of control over the financial services industry turned a crisis 
involving high-risk, or subprime, mortgages into a contagion affecting the 
rest of the world economy. Countries’ response to the crisis was to rescue 
the financial system by socialising its losses, while cutting social budgets 
and raising taxes that fall on the majority of the population to cover the 
hole in the public deficit that had been caused by saving financial service 
providers and the resulting credit crisis. Over the last two decades, 20 of 
the 28 European Union Member States (including the United Kingdom) 
have raised value-added tax (VAT). In the same period, 27 of them have 
lowered profit tax on companies. On top of this, the consumption of finan-
cial products does not incur VAT, whereas any other consumer product or 
service does. Why should a family have to suffer as taxes to buy a litre 
of milk rise to pay for a crisis and a financial system bail-out, while an 
investment fund can buy millions of euros in financial instruments without 
contributing anything to public funds?
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Against this backdrop, the notion of a Financial Transaction Tax (FTT) 
regained strength and the ideas of Tobin and Keynes were again bounced 
around in Group of 20 (G20) meetings, national parliaments and the main 
European Union institutions – and in the streets. The reopening of this 
debate was watched carefully by social organisations and trade unions, 
led by ATTAC2, which owes its name to the relevant tax (Association 
pour la Taxation des Transactions financières pour l’Aide aux Citoyens / 
Asso ciation for the Taxation of Financial Transactions and Aid to Citizens)  
and which was set up in 1998 after the financial crisis in Asian countries 
with the intention of introducing the Tobin tax. The demand that financial 
transactions be taxed to discourage financial speculation took off again, 
although this time it gained traction in institutional political discourse as 
a source of funding rather than as a tool of global and anti-speculative 
financial stability.

In parallel with the failed G20 negotiations and negative reports from the 
International Monetary Fund (IMF), the European Union (EU) decided to 
take the lead and discuss the imposition of an FTT at European level. 
At the request of the European Parliament (EP), the European Commis-
sion (EC) drafted a proposal that was presented in 2011. As we will see 
in the rest of this report, the combined pressure of the financial lobby, 
some states that depend structurally on the financial markets, systematic 
attacks by the mainstream media, public authorities like the central banks 
and a large number of supposedly independent reports led to a reduction 
in the scope of this tax. The current debate and the latest proposal, i.e. the 
French/German proposal currently being considered by 10  EU Member 
States, differ very substantially from the 2011 proposal. The political will 
of leaders, the public and democratic institutions has once again bowed to 
the financial power of big capital, resulting in a tax that is more of a political 
construct designed to please the population than a genuine effective tool 
to combat financial speculation and also serves as a means of collecting 
taxes and making banks contribute their share. The new crisis caused by 

2 ATTAC – Association pour la Taxation des Transactions financières pour l’Aide aux 
Citoyens (Association for the Taxation of Financial Transactions and Aid to Citizens): 
www.attac.org/en (30.10.2020).

https://www.attac.org/en
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the COVID-19 pandemic presents us with a new opportunity to do things 
differently and tame the financial sector instead of prostrating ourselves 
before it.

The kind of economic crisis we are going to have to face after COVID-19 is 
unlike anything we have experienced before, at least not in peacetime. The 
economic shock on both the supply side (with business production almost 
completely paralysed worldwide) and the demand side (with 70% of the 
world’s population being locked down for months with virtually no chance 
to consume), in addition to a weak economy due to the artificial suppres-
sion of the previous crisis through austerity measures and levels of public 
and private debt that were unprecedented in their nature, have impacted 
the economies and GDPs of countries – indeed assuming proportions that 
have exceeded, within just a few months, the effects of the 2008 crisis. In 
this context, new life must be breathed into the debates surrounding FTT.

The EU, whose members include some of the economies in the global 
North that are most severely affected by the pandemic, faces the diffi-
cult task of reviving an already weakened and over-indebted economy and 
needs new sources of funding. As a result, new taxes are coming to the 
fore, such as taxes on the digital economy or on plastics. The FTT, which 
in the years leading up to 2020 has been a decade-long topic of debate, 
has had its scope eroded and now involves increasingly less ambitious 
proposals, is an option to provide the state or European funds with a new 
revenue stream that will be absolutely vital in the years ahead. Moreover, 
the current proposal seriously undermines the role it could play in stabi-
lising the markets and its power to raise funds.

The time has come to examine radical proposals that are up to the task 
of dealing with the situation facing us. This report will analyse the impact 
of an FTT on financial stability, market liquidity, economic growth and 
revenue collection. It will compare, based on different scenarios, the 
various options that have been discussed in recent years and their impact 
on the current market. It will assess the collection of this tax and its effects 
on some of the most speculative markets, such as high-frequency trading 
markets, or markets eluding public control, such as shadow banking.
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An FTT’s effects on the global economic system will also be investigated, 
along with how financial stability and the reduction of short-term specula-
tive investments can benefit not only the EU Member States applying the 
tax, but also other countries or regions of the world that will benefit from 
global financial stability and the redirection of capital to investments with 
a long-term vision. It is not only the financial system operating in Europe 
that needs ‘sand thrown at its wheels’, but in the current crisis and in a 
fully financialised and globalised economy the action of the financial sector 
must be ringfenced and channelled instead into reducing the disconnect 
between the financial economy and the real economy. The EU must be 
the player that leads this global debate.

Based on the results of the analysis of the various proposals, conclusions 
will be drawn and recommendations put forward to guide the political 
debate and highlight the harm that could be done by agreeing on an FTT 
that does not meet the main goals required of it and that fails to achieve 
the expected and necessary results.
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The first European Commission (EC) proposal in 20113 was accepted by 
the European Parliament (EP), well received by a wide range of social 
actors and trade unions and promoted by some governments. But, as 
expected, the financial sector did not welcome at all the fact that public 
institutions were trying to make them pay a new tax, although financial 
service providers do not pay VAT, and although the need to raise more 
economic resources and curtail more speculative and risky operations was 
due to a crisis in which the financial services sector had played a key role. 
In this chapter, we will see how the financial lobby put pressure on govern-
ments, sought allies among non-financial players, mobilised substantial 
economic resources, made use of its alliances with the mainstream media 
and drew on support from public institutions and agencies to promote a 
debate that furthered its interests and put pressure on the EC and the EU 
Member States, thereby managing to reduce the scope of the Financial 
Transaction Tax (FTT).

THE FINANCIAL LOBBY
Despite the fact that the Commission’s proposals in 2011 have been 
supported by many political and civil actors, the financial sector lobby has 
led a systematic attack by various means to dissuade EU Member States 
from adopting the tax, or to minimise its scope in order to dilute its effect 
on financial markets and its actual collection.

After the presentation of the proposal, the financial sector, its representa-
tives and lobbies got to work on their campaign against the tax. There are 
several studies on the strategic mobilisation of opposition to this sector 
that have pointed out how such lobbies have engaged in various activities 
in campaigning against the tax, including preparing consultation submis-
sions, commissioning impact assessments, disseminating core arguments 
to the public and across the media, lobbying EP and European Council 
officials, and helping to recruit key allies from non-financial sectors.4 Civil 
society organisations, such as the Corporate Europe Observatory, have 

3 European Commission (2011a). 

4 Kalaitzake, M. (2017). 
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revealed the vast sums of money and the mass long-term presence of 
these lobbies in EU institutions in Brussels. Among the organisation that 
have been most actively resisting the FTT have been the Association 
for Financial Markets in Europe (AFME), the European Fund and Asset 
Management Association (EFAMA), the International Swaps and Deriva-
tives Association (ISDA), the European Banking Federation (EBF), the 
International Capital Market Association (ICMA) and its European Repo 
Council (ERC), and the International Securities Lending Association (ISLA).5

Positions submitted in response to the EC’s public consultation on finan-
cial sector taxation6 showed that stakeholders, representatives of the 
taxpayers that would be affected such as banks, alternative investment 
funds and other financial institutions were largely opposed to such a 
common system and to the FTT in general. The responses to the survey, 
analysed by Kalaitzake (2017), reveal the four main lines of argument, 
neatly summing up the grounds the financial sector and its lobbyists will 
use to attack and undermine the proposed tax in the years to come:

1. An FTT will primarily hurt end users, as costs will be passed on to 
consumers of financial products, resulting in higher borrowing costs for 
governments and companies, higher pension and mortgage costs for 
households, and a reduction in market liquidity.

2. A unilateral EU FTT will result in a substantial decline in the competitive-
ness of European financial services, harming employment in the sector 
and reducing governments’ overall tax take.

3. Taxation policy is not an appropriate tool for regulatory aims. Contrary 
to its intent, an EU FTT will lead to increased market volatility and other 
unintended side effects that will threaten financial stability.

4. Empirical experience shows that FTTs do not work. In particular, the 
experience of Sweden’s FTT in the 1980s resulted in a mass relocation 
of trading to London and other jurisdictions.

5 Corporate Europe Observatory (2014).

6 European Commission (2011b). 
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Against the backdrop of a slow and fragile recovery from the financial 
crisis, powers representing big capital and the financial sector played on 
the fears of governments and legislators that the measures taken would 
not be effective but would jeopardise the recovery. This comes in addition 
to wielding the huge power they hold in those economies that are structur-
ally dependent on the financial sector. The latter factor might explain why 
the main European economies with a low level of structural dependence 
in terms of GDP (France, Germany, Italy and Spain) supported the tax, 
while other highly dependent countries (Luxembourg and the Netherlands) 
opposed it and did not participate in the 2013 Enhanced Cooperation 
proposal, as we will see later on.

These lobbyists used their enormous financial muscle to orchestrate a 
wide range of reports and studies, and capitalised on their close relation-
ships with the international financial press to ensure that the results of 
these studies were published and publicised (PricewaterhouseCoopers, 
Goldman Sachs, Oliver Wyman, Deutsche Bank, Citigroup, Morgan 
Stanley). Other reports were issued by the same organisations tot defend 
the financial sector, such as the European Fund and Asset Management 
Association’s report entitled Potential Impact of the New Version of the 
FTT on the UCITS Industry,7 the ICMA report Collateral Damage: The 
Impact of the Financial Transaction Tax on the European Repo Market and 
Its Consequences for the Financial Markets and the Real Economy,8 and 
other reports such as the one presented by ISLA, which warned of the 
disappearance of part of the securities lending market and its effects on 
pension funds.

7 European Fund and Asset Management Association (2013). 

8 International Capital Market Association European Repo Council (2013). 
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Coinciding with the arguments emerging from the EC’s public consulta-
tion, all the published reports and analyses feature alarming findings on the 
effects that the imposition of the tax would have on volatility and capital 
flight, as well as its failure to bring in the expected funds and negative effects 
on the stability of the markets, an increase in companies’ financing costs, 
distortions in the currency market, negative effects on long-term invest-
ments and the real economy, negative effects on pension funds, the impact 
of a damaged ‘repo’ market on the transmission of monetary policy and 
adequate liquidity provision, the reduced trading volume on repo markets, 
and the dampening of a crucial liquidity channel for interbank lending and 
collateral management, intra-group transactions, and so on. These are prob-
lems that, for the most part, had already arisen during the 2008 crisis caused 
by that same financial sector, but which for the financial sector only seem 
to become salient when a tax or regulation is regulated or imposed, and 
not the other way round. Furthermore, these are arguments that have been 
refuted by innumerable studies, as we will see later in our analysis of the 
proposals. Moreover, many of the allegedly negative effects on the financial 
system are actually positive for the real economy and for more sustainable 
long-term growth objectives.

However, these analyses do not get the same media coverage as the 
results of the studies commissioned and financed by the lobbies or studies 
carried out by consulting firms that have obvious relations with the finan-
cial sector or form part of this sector as a result of their power and capital 
relations with leading media players and their economic interests. As we 
will see later, the attack by the lobby was highly effective in terms of 
defending their own interests.

NON-FINANCIAL SECTOR GROUPS
The growing financialisation of the economy in recent decades has led 
large companies to develop market niches, instruments or subsidiaries 
focusing exclusively on the financial business. In many cases, these 
subsidiaries, strategically placed in countries with lax tax regulations for 
profits obtained through financial or business activities, such as Ireland or 
Luxembourg, make intra-group loans to other subsidiaries at above-market 
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interest rates. In this way, those loans are used to avoid taxes by eroding 
the tax base in the countries where the subsidiary is based, and the corpo-
rate or capital gains tax is higher, with a view to transferring such profits to 
the subsidiaries in those territories, which ends up entailing a lower tax bill 
for the company as a whole.

Furthermore, after the reputational damage suffered by the financial sector 
in the wake of the financial crisis and in light of the role this sector played 
in that crisis, financial services companies used their influence and connec-
tions (given that many of them are owned by investment funds and banks 
that have their managers on the board of directors) to link their interests to 
those of other non-financial sectors. In an interview with a representative of 
the financial sector conducted by Lisa Kastner (2018) as part her research on 
this issue, the interviewee summarised this strategy as follows: “The [best] 
way for the financial sector to address this topic is to get other parties on 
board. When Deutsche Bank complains, people say it must be good but if 
Siemens says it is detrimental to clients, you make a strong argument.”9 In 
addition to this factor, large investment funds and banks have spread their 
tentacles throughout companies’ boards by buying up significant shares in 
these companies, meaning that the latter’s future is linked to that of the 
banks and vice versa. That is why the big multinationals have also been part 
of the campaign to discredit the FTT and to apply pressure and political influ-
ence to block it or dilute its scope.

This sophisticated strategy adopted by the financial lobby capitalised on the 
fact that at a time of crisis involving high unemployment rates, the voices 
of big industry were listened to and respected. Moreover, as the lobbyist 
quoted above explained in her interview, policymakers were not eager 
to publicly support the financial sector’s arguments opposing regulatory 
reform, but they equally shied away from publicly supporting regulatory 
reforms that could be seen to have negatively affected corporate activity 
and economic growth.10 The financial sector and its tentacles within large 
European multinationals played on the fear, insecurity and powerlessness 

9 Kastner, L. (2018). 

10 Ibid. 
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of a population hit hard by a crisis caused by that sector. They pressured 
governments that had to respond to their citizens, so that they themselves 
could avoid contributing to the recovery from a crisis for which they were 
responsible and for which they did not pay.

CENTRAL BANKS AS TROJAN HORSES
Since the mid-1970s, when neoliberal policies were imposed in almost 
every part of the globe, the idea that central banks should be actors inde-
pendent of political powers and beyond the reach and control of democracy 
has spread across the world’s economies. This independence of public 
authorities was also introduced at European level with the creation of the 
European Central Bank (ECB). However, over the years its dependence 
on and collusion with the financial sector has become more and more 
apparent. Since the previous crisis, instead of advocating more and better 
regulation to avoid the mistakes made in the past, its main task within the 
EU has been to promote and advocate greater liberalisation of the banking 
sector and its further integration.

The central banks have become the ‘armed arm’ and main defenders 
of the interests of the financial sector. They have led the processes of 
bank deregulation and have demonstrated their total ineffectiveness in 
discharging one of their main tasks – the supervision of the financial sector 
– with their inability not only to diagnose, control and prevent the finan-
cial crisis that began in 2008 but also to lead a stable economic recovery 
in which the financial sector is responsible for its fundamental role in 
causing the crisis. Instead, what they have promoted has been greater 
banking concentration, driving the creation of oligopolies and the lack of 
real competition, as well increasing the number of entities with systemic 
risks (too big to fail). Both the ECB and the central banks of the Member 
States have been among those leading the political and economic attacks 
against all the regulations, including those on fiscal matters, that Member 
States’ governments or EU institutions have tried to promote. The FTT has 
been no exception here.
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In the midst of the tax debate that raged between April and July 2013, the 
financial sector took various actions to influence the banking authorities 
and European economic bodies, such as the national central banks and the 
Economic and Financial Affairs Council (ECOFIN). Reactions did not take 
long in coming: in that same period, several presidents of Member States’ 
central banks wrote articles, made public statements or gave interviews in 
which they strongly attacked the FTT and issued alarmist messages about 
the negative effects of the tax, which were clearly a ‘cut-and-paste’ of argu-
ments put forward by the financial sector. Jens Weidmann, the President 
of the Deutsche Bundesbank (the German Federal Bank); Christian Noyer, 
the Governor of the Banque de France (Bank of France); Mervyn King, 
the Governor of the Bank of England; and Luis María Linde, the Governor 
of the Banco de España (Bank of Spain) openly declared their opposition 
to the tax and repeated the same arguments that had been given by the 
financial sector. King summed up the position of the national central banks 
at a May 2013 press conference as follows: “Within Europe, I can’t find 
anyone in the central banking community who thinks it’s a good idea.”11

The ECB, then headed by former Goldman Sachs Managing Director 
Mario Draghi, took the same line as representatives of the banking sector 
and the European Central Bank’s national counterparts by declaring that 
the tax would have “many undesirable implications for […] monetary 
policy” and claimed that the ECB was working with the Commission “to 
repair these aspects of the FTT”.12 According to the Corporate Europe 
Observatory, to have Draghi and the ECB carrying out repairs was not a 
good scenario for those who had campaigned for years to have the tax 
adopted in Europe for two reasons. First, because Draghi’s vague commit-
ment to the tax obscured the fact that what he and his institution wanted 
was to reduce the scope and possibly the size of the tax considerably. 
Secondly, because ECB involvement in the design of the tax might be or 
might become a Trojan horse manoeuvre by the financial lobby which had 
a forceful presence in ECB advisory groups. The financial lobby was using 

11 Douglas, J. (2013). 

12 Corporate Europe Observatory (2013). 
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every means available to defeat the tax, and having the ECB act on their 
behalf had the potential, in their view, to turn out to be their most effective 
weapon at that point.13

The ECOFIN was also lobbied by financial sector organisations. In May 
2013, nine financial sector associations wrote a letter to the then Pres-
ident of ECOFIN, Irish Finance Minister Michael Noonan, claiming that 
an FTT would have a “disproportionately high impact on the short term 
markets”14.

MAINSTREAM MEDIA
As we have pointed out previously, the mainstream media have also played 
a fundamental role in upholding the economic interests of the financial 
sector. Countless articles echo the same alarmist results as the financial 
sector had predicted, and reports where only sources from the financial 
sector are asked for their view and opinion columns demonising the tax 
and warning of supposedly disastrous consequences if the tax goes ahead 
have filled the pages of newspapers and their websites.

Kastner’s research examines the number of articles containing the term 
‘Financial Transaction Tax’ that have been published in English, French and 
German and shows that in the years when the political debate on the 
tax was raging in the EU institutions, there was extensive coverage in 
the mainstream media, accompanied by a huge number of articles ques-
tioning the effectiveness of the tax and alerting people to its negative 
effects. An upsurge in interest in the issue in 2012, when 11  Member 
States signalled their willingness to introduce an FTT by enhanced coop-
eration, was followed by a steady decline in press coverage throughout 
2013 before reaching, in mid-2014, the lowest level of attention since the 
start of the reform debates in 2009.15

A look at the boards of directors of large European media groups and their 
relevant shareholders shows that we can easily identify the relevant lines 

13 Ibid.

14 European Banking Federation (2013). 

15 Kastner, L. (2018).
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of control here. For example, Spain’s largest communications group, Grupo 
Prisa, is more than 40% owned by the Amber Capital fund, with HSBC 
holding 9% and Banco Santander 4%. In addition, there are two other 
very important ways to influence the editorial opinions of the media and 
use them to influence and manipulate public opinion. On the one hand, 
there is the huge amount of money spent by the financial sector, espe-
cially banks and insurance companies, on advertising. On the other hand, 
there are the loans that banks make to these groups, which can end up 
becoming control tools which are as effective as actions. In 2012, Grupo 
Prisa announced that CaixaBank, Banco Santander and HSBC became 
shareholders by exchanging the company’s €334 million of debt for bonds.

FRANCE AND GERMANY
Opposition to the FTT intensified in the first two European economies that 
supported the tax and in some ways led the process, France and Germany. 
The financial sector had reaped the rewards of its efforts in seeking allies 
among non-financial sectors of the economy. The employers’ organisations 
in both countries, led by the two largest such organisations in each one 
of these nations, Mouvement des Entreprises de France (MEDEF – Move-
ment of Enterprises of France) and the Bundesverband der Deutschen 
Industrie (BDI – Federation of German Industries), respectively, wrote a 
joint letter to the European Council warning that the FTT would have nega-
tive effects on productivity and competition between companies in those 
countries at various levels. It also warned, in what could be read as a 
direct threat, of its impact on employment – a warning in the midst of an 
economic recovery that had increased unemployment, which had not yet 
returned to pre-2009 crisis levels.16

The main French financial players, BNP Paribas, Société Générale, Crédit 
Agricole and AXA, strongly attacked the tax. These financial conglomer-
ates warned that if the French government did not reconsider the FTT 
proposal, they would switch a lot of their financial and stock-market busi-
ness at Euronext in Paris to other financial centres.

16 Mouvement des Entreprises de France (2013). 
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CONSEQUENCES OF THE ATTACKS
As we will see in the chapter in which we analyse and compare the EC’s 
various proposals and the fiscal legislation adopted unilaterally by EU 
Member States, the pressure exerted by the lobbyists and the financial 
sector paid off. From 2011 to date, and especially in the period between 
2011 and the beginning of 2014, the negotiations seeking an agreement 
and the imposition of the tax have only diluted and diminished the scope 
and potential effectiveness of this tax in terms of ability to collect funds 
and provide market stability.

Beyond the strong opposition in European Council meetings of coun-
tries that refused to adopt the tax at a European level, such as the United 
Kingdom and Luxembourg, the first change of tack was seen in France’s 
stance in July 2013. The French government changed its line of defence 
for and vision of the scope of the tax and its consequences arguing, in 
the words of then Finance Minister Pierre Moscovici, that “the European 
Commission’s proposal seems […] to be excessive and risks being coun-
terproductive […] I want to work on improving [it] so that we have a tax 
that does not undermine the financing of the economy”17. Specifically, in 
line with the demands of the employers and the Paris EUROPLACE finan-
cial lobby, the organisation in charge of promoting and developing the Paris 
financial marketplace, French President François Hollande’s government 
shifted its view of derivative products, representing a substantial propor-
tion of the revenue expected from the tax, and proposed that they remain 
outside the scope of the FTT. 

Following France’s declaration of intent, other countries such as Belgium, 
Slovenia and Estonia also suggested further exemptions, mainly relating 
to pension funds. They threatened to withdraw from the proposal and 
enhance cooperation, arguing that reducing the scope of the tax in terms 
of the instruments to be taxed would reduce its ability to collect funds but 
would still be a strong incentive for capital flight and tax avoidance involving 
moving money to other territories that do not tax financial transfers for 
relocations. In Spain, with the liberal right-wing Popular Party forming 

17 Kentz, M. (2013). 
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the new government and former Lehman Brothers director and current 
ECB Vice-President Luis de Guindos at the helm of the Ministry of the 
Economy, the financial sector had it very easy. The Spanish government 
simply buried the proposal, did away with it and opposed any negotiations 
about the FTT.

The January 2014 deadline for the 11 ‘enhanced cooperation’ countries to 
complete negotiations and agree on the proposed tax and its imposition 
came and went without any agreement and with more doubts and criti-
cism being expressed. When the negotiations failed to reach a deal by that 
date, on top of the pressures from the economic powers we have high-
lighted throughout this section, led the Member States that were involved 
in the proposal to enhance cooperation to abandon the ambitious plan for 
a triple-A approach by the EC and to add a series of important exemptions 
such as repurchase agreements, securitised debt derivatives, pension 
funds and corporate bonds among others.

In May 2014, the deadline for the agreement and its implementation was 
again postponed until January 2016. Alongside the list of exemptions 
demanded by several governments, doubts and criticisms were expressed 
about how to collect the tax or about the way it was implemented. In 
December 2015, the enhanced cooperation process suffered a major 
blow, as Estonia abandoned the 11 countries’ proposal, arguing that, after 
the changes that were being negotiated and the proposed exemptions, 
the tax would no longer collect the desired amounts or indeed bring in 
adequate sums, but would continue to result in the relocation of the finan-
cial sector. With only 10 countries involved in the enhanced cooperation 
(against a backdrop where the minimum number of countries needed to 
implement the proposal was nine Member States) and Belgium having a 
position in the negotiations that ran completely counter to the proposals 
being made, the prospects of coordinated imposition of the tax were 
significantly reduced.
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With no agreement having been reached and while negotiations were still 
going on, France (in 2012) and Italy (in 2013) decided to move forward 
and unilaterally set up their own FTT. But, as we shall set out below, in 
both countries the tax completely abandons the broad scope of the EC’s 
initial proposal and is much more in line with the interests of the financial 
sector.

In December 2019, the German Finance Minister issued a revised proposal 
of the FTT to the EU Member States participating in the enhanced cooper-
ation procedure. The new proposal includes, in addition to the exemptions 
already proposed in 2013, an optional exemption for pension schemes and 
a new system for mutualisation, the method for calculating the financial 
transaction tax revenues to be shared among EU Member States. This 
proposal follows the French model and covers only trading in shares 
issued by publicly listed companies valued at more than €1 billion. Instead 
of applying to 85% of the financial transactions that take place within the 
EU, it would apply to transactions carried out by just 500 EU-based compa-
nies. If this option finally prevails, it will show that the financial lobby has 
clearly won this battle.
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After the crisis of 2008, the debate about the Financial Transaction Tax 
(FTT) burst into life again within the European Union (EU). Following a 
request by the European Parliament (EP), in September 2011 the European 
Commission (EC) proposed, a harmonised FTT for all EU Member States. 
After several meetings in the European Council that saw strong opposition 
from several countries where the financial sector has a lot of weight and 
wields considerable power, such as the United Kingdom and Luxembourg, 
negotiations failed to reach the unanimous agreement in the Council that 
the Treaty on the Functioning of European Union requires for the imple-
mentation of fiscal measures and policies. After the failure of that initial 
proposal, a group of 11 Member States (Austria, Belgium, Estonia, France, 
Germany, Greece, Italy, Portugal, the Slovak Republic, Slovenia and Spain) 
decided to launch an ‘enhanced cooperation’ process. This process, as set 
out in Article 20 of the Treaty on European Union and Articles 326 to 334 
of the Treaty on the Functioning of the European Union, allows a group of 
a minimum of nine Member States to develop and advance on specific 
policy issues. In October 2012, the above group of 11  countries (EU11) 
asked the EC to open such a process, which was approved after ensuring 
its compatibility with EU law. Once the enhanced cooperation to set up 
a common FTT system between them was authorised, the Commission 
tabled a new “proposal for a Council Decision authorising enhanced coop-
eration in the area of financial transaction tax”18. In January 2013, after 
the European Parliament gave its consent, the EU Council adopted the 
proposal and authorised enhanced cooperation surrounding the FTT.

However, since then negotiations between the EU11 have not resulted in 
an agreement on the coordinated implementation of the tax in all territo-
ries. However, several of these countries, such as Italy and France, have 
already established their own FTTs, while there are others that already 
have such a tax, e. g. Belgium and Greece. In 2019, Germany tabled a 
proposal based on the French model to try to reach an agreement during 
its six months in charge of the European Council, i.e. before the end of 
2020.

18 European Commission (2013a). 
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However, the FTTs adopted by some countries and the French/German 
proposal are far removed from the initial proposals made in 2011 and 2013. 
The pressure from the financial sector, business lobbies, central banks, 
liberal political parties and the fear of financial service providers relocating 
have led Member States choose to establish an FTT with a smaller scope 
in terms of the instruments taxed, resulting in a tax which will collect less 
money and which holds out almost no prospect of stabilising the markets 
or reducing purely speculative actions, as has been demonstrated in the 
paltry results the tax has had in France in recent years.

In this chapter, we will present the three FTT proposals. We will calculate 
what the revenue and market implications could be and then analyse and 
compare the results and effects of all three. We will do this by analysing and 
comparing the scope, impact and ability to collect funds of the three options 
by updating the relevant information. Following the COVID-19 crisis, this will 
provide us with an overview of the possibilities on offer, as well as the failures 
and negative effects (or lack of positive effects), that may arise from imple-
menting a proposal lacking ambition that is more in line with the needs of the 
financial sector than with those of civil society or the needs of government 
departments that urgently need new ways of financing in this new crisis.

THE SEPTEMBER 2011 PROPOSAL FOR THE EU
The initial proposal aimed “at complementing the EU regulatory frame-
work for safer financial services by addressing particularly risky behaviour 
in some segments of financial markets so as to avoid the repetition of past 
practices”, and to be the first step “to avoid fragmentation in the internal 
market for financial services, bearing in mind the increasing number of 
uncoordinated national tax measures being put in place; to ensure that 
financial institutions make a fair contribution to covering the costs of the 
recent crisis and to ensure a level playing field with other sectors from a 
taxation point of view; [and] to create appropriate disincentives for trans-
actions that do not enhance the efficiency of financial markets thereby 
complementing regulatory measures aimed at avoiding future crises”19. 

19 European Commission (2011). 
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THE ‘TRIPLE-A’ APPROACH

This initial proposal was, without a doubt, the most ambitious and compre-
hensive, involving the predicted ability to collect more revenue and greater 
stabilising effects, because it adopted a ‘triple-A’ approach, i.e. involving 
all markets, all instruments and all financial sector actors. In order to 
avoid substitution of one financial instrument for another to avoid the 
tax, the proposed FTT covered transactions of all types. Thus, the scope 
of this proposal covers instruments which are negotiable on the capital 
market, money-market instruments (with the exception of instruments 
of payment), units or shares in collective investment undertakings and 
derivatives agreements. In this way, all those transactions that are merely 
speculative and that involve a greater risk to the stability of the markets fall 
within the scope of the tax. Furthermore, the scope of the tax is not limited 
to trading on organised markets, such as regulated markets or multilateral 
trading facilities, but also covers other types of trading, including over-the-
counter (OTC) trading. Nor is it limited to the transfer of ownership but 
rather represents the obligation entered into, mirroring whether or not the 
financial institution involved assumes the risk implied by a given financial 
instrument. Also, where a derivatives agreement results in the supply of 
financial instruments, in addition to the taxable derivatives agreement the 
supply of the financial instruments is also subject to tax, provided that all 
other conditions required for taxation are fulfilled. 

However, transactions with the ECB and national central banks are 
excluded from the scope, so as to avoid any negative impact on the refi-
nancing possibilities of financial institutions or on monetary policies in 
general. As regards more specifically the derivatives agreements referred 
to, these relate to derivatives for investment purposes. It emerges from 
the definitions used that spot currency transactions are not taxable 
financial transactions, while currency derivatives agreements are. Deriva-
tives contracts relating to commodities are also covered, while physical 
commodity transactions are not.

Structure products, i.e. tradable securities or other financial instruments 
offered by way of securitisation, also fall within the scope of the proposed 
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FTT. “Excluding them from the scope of FTT would open avoidance oppor-
tunities”, according to the relevant EC document. It goes on: “This category 
of products notably includes notes, warrants and certificates as well as 
banking securitisations which usually transfer the credit risk associated with 
assets such as mortgages or loans into the market, as well as insurance 
securitisations, which involve the transfers of other types of risk”20. It is 
worth noting here, though that precisely these types of products were the 
cause of the subprime mortgage crisis that spread across the planet.

As for financial actors, the EC document states: “the scope of the tax 
is focused on financial transactions carried out by financial institutions 
acting as party to a financial transaction, either for their own account or 
for the account of other persons, or acting in the name of a party to the 
transaction. This approach ensures that FTT is comprehensively applied. 
[…] The definition of financial institutions is broad and essentially includes 
investment firms, organised markets, credit institutions, insurance and 
reinsurance undertakings, collective investment undertakings and their 
managers, pension funds and their managers, holding companies, finan-
cial leasing companies, special purpose entities, and where possible 
refers to the definitions provided by the relevant EU legislation adopted 
for regulatory purposes. Additionally, other persons carrying out certain 
financial activities on a significant basis should be considered as financial 
institutions.”21 Shadow banking, i.e. groupings of financial intermediaries 
facilitating the creation of credit across the global financial system but 
whose members are not subject to regulatory oversight, also falls within 
the scope of this proposal.

Another measure adopted by this proposal and which differentiates it from 
other, previous experiences that have enjoyed little success is the resi-
dence principle. In the words of the relevant document: “In order for a 
financial transaction to be taxable in the EU, one of the parties to the 
transaction needs to be established in the territory of a Member State. 
Taxation will take place in the Member State in the territory of which the 

20 Ibid.

21 Ibid.
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establishment of a financial institution is located, on condition that this 
institution is party to the transaction, acting either for its own account or 
for the account of another person, or is acting in the name of [a] party to 
the transaction.”22

Revenue estimates by the EC in that document indicated that, depending 
on market reactions, the revenues of the tax could have been €57 billion 
on a yearly basis across the whole EU. This amounts to 0.37% of current 
European GDP.

THE FTT UNDER ENHANCED COOPERATION OF 2013
After the failure of the negotiations, a fresh proposal was submitted in 
2013 as part of an enhanced cooperation process involving 11 Member 
States.23 This means that the FTT jurisdiction is limited to participating 
Member States. It also means that transactions and parties that would 
have been taxed under the original proposal remain taxable but only in a 
participating Member State.

As requested by the EU11, this proposal was very similar to the original 
FTT proposal, mirroring its scope and objectives, and respecting all of 
its essential principles. At the same time, it also strengthened the anti-
relocation and anti-abuse principles. As before, the ‘residence principle’ 
applies. This means that the tax would be due if any party to the transac-
tion is established in a participating Member State, regardless of where 
the transaction takes place. This is the case both if a financial institution 
engaged in the transaction is, itself, established in the FTT zone, or if it is 
acting on behalf of a party established in that jurisdiction.24

However, the new proposal also made some adjustments and estab-
lished some new exemptions. First and probably the most important 
one in terms of its positive impact is the ‘issuance principle’. To further 
strengthen the ability to combat the avoidance of taxation and respond to 
the requests of the Member States involved who referred to the need to 

22 Ibid.

23 European Commission (2013a).

24 European Commission (2013b). 
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avoid evasive actions and distortions and transfers to other jurisdictions, 
rules were proposed whereby taxation follows the ‘issuance principle’ as 
a last resort, which compounds the ‘residence principle’, which is main-
tained as the main principle. By complementing the residence principle 
with elements of the issuance principle, it would be less advantageous 
to relocate activities and establishments outside FTT jurisdictions, since 
trading in the financial instruments subject to taxation under the latter prin-
ciple and issued in the FTT jurisdictions would be taxable anyway. 

However, under pressure from the financial sector, some governments 
that agreed to enter into this enhanced cooperation proposal or whose 
governing party had recently changed, and other public institutions 
managed to erode the tax base and scope by adding some new invest-
ment instruments to the list of exemptions. The new proposal opened the 
possibility for participating Member States to tax only securities issued by 
entities based in their respective jurisdictions, which could then mean that 
taxation of instruments issued by other entities was optional. European 
Council discussions and public statements by some of the governments of 
the EU11 provoked a series of cascading reactions that included increasing 
demands for exemptions to the scope of the tax. In May 2014, for example, 
the EU11 ministers issued a declaration in which they indicated that they 
might decide to exclude public bonds from the scope of the tax in order 
to limit the potential negative impact on public borrowing costs and inves-
tors. The exclusion of derivatives linked to public bonds, pension funds, 
derivatives and other instruments were at the heart of this debate.

Revenue estimates by the EC for that proposal indicate that, depending 
on market reactions, the revenues of the tax could have been between 
€30 billion and €35 billion on a yearly basis across all participating Member 
States. This amounts to 0.28% of current European GDP.

THE FRENCH FTT (2012) AND THE GERMAN PROPOSAL 
(2019)
Given the European Council’s inability to reach an agreement, France took 
the lead and in August 2012 unilaterally established its FTT at national 
level. The French tax completely ignores the vast majority of financial 
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instruments, leaving the most speculative ones out of reach and those 
that move a greater amount of transactions and capital. In this way, the 
French FTT loses all its capacity to stabilise the markets, discouraging 
purely speculative operations and revenue collection.

The French FTT applies to three types of transactions. First, it applies to 
the shares of French companies, no matter where they are trading, with 
a market capitalisation in excess of €1 billion with a tax rate of 0.2%. The 
buyer is liable for the tax, which is based on the price at which the shares 
are sold. But this FTT also includes certain exemptions such as primary 
market transactions, intra-group transactions, market making aimed at 
ensuring a liquid market and limiting share price volatility, repurchases and 
reverse repurchases, security borrowing and lending agreements, and 
transactions carried out by financial entities.

The second type of transaction to which the French FTT applies is naked 
sovereign CDS positions on bonds issued by governments of EU Member 
States purchased on the French market. The tax rate is 0.01% and the 
buyer is liable for the tax.

The third directly attacks one of the types of trading that have been in 
legislators’ sights as one of the main purely speculative tools and that 
poses one of the biggest risks for the markets, namely high-frequency 
trading (HFT). In this instance the tax rate is 0.01% and is applied to 
cancelled orders. It applies in cases where the trading was carried out as 
high-frequency algorithm trading and the ratio of cancelled orders to all 
orders exceeded 80%. It has to be paid by all participants in the French 
market, regardless of the trading platform they use.

As expected after the reduction of the scope of the tax, and leaving 
out products such as derivatives or swaps, the amounts that this tax is 
expected to bring in were very low. However, the actual results were even 
more disastrous, because even this tax design disregarded many of the 
HFT operations.

In December 2019, German Finance Minister Olaf Scholz issued a revised 
proposal for a common FTT under the enhanced cooperation procedure, 
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following the French model. The new German FTT would be levied at 
a minimum standard rate of 0.2% and apply to financial transactions of 
shares issued by listed companies in a participating Member State with a 
market capitalisation above €1 billion. In addition to the exemptions of the 
French model, the German proposal includes an optional tax exemption for 
pension schemes, as requested by Italy, Belgium and Slovakia.

The German proposal also provides for a mutualisation mechanism under 
which FTT revenue generated would be allocated between the partici-
pating Member States so as to ensure that all participating jurisdictions 
reach a guaranteed minimum annual revenue of €20 million. With this new 
mutualisation mechanism, countries having few companies with a market 
value over €1 billion would receive a minimum level of revenue and would 
have an incentive to support the proposal. 

ESTIMATION OF THE REVENUE ARISING FROM THE 
THREE OPTIONS IN THE CURRENT CLIMATE
Drawing on data from the Bank for International Settlements (BIS)25 and 
the Federation of European Securities Exchanges (FESE),26 we will provide 
an overview of the current volume and nature of financial transactions 
taking place in the EU, and estimate the likely impact of the three FTT 
proposals on financial speculation. 

We will come up with an estimate of the revenue that could have been 
generated by the 10 Member States from the enhanced cooperation proce-
dure if they had implemented the French/German proposal, the revenue if 
the 10 countries had opted for the version proposed by the EC in 2013, and 
how much would have been brought in if all the EU Member States had 
adopted the FTT as proposed in 2011. We will analyse the revenue gener-
ated by applying the same formula that the EC used in its proposal, based 
on the same transaction costs, with various ranges of rates depending on 
differing investment instruments, differing scenarios in terms of relocation 
and tax avoidance and differing elasticities in the number of transactions.

25  Bank for International Settlements: www.bis.org (30.10.2020).

26  Federation of European Securities Exchanges: https://fese.eu (30.10.2020).

http://www.bis.org
https://fese.eu
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FESE collects data on exchange-traded instruments in three categories: 
equities, fixed interest instruments (bonds) and exchange-traded deriva-
tives. The revenues for foreign exchange (FX or Forex) markets and OTC 
derivatives were estimated using BIS data. These data were taken from 
the BIS’s Triennial Central Bank Survey,27 which was last published in April 
2019. The BIS data are in US dollars, and so we used the average euro/
dollar exchange rate for April 2019, i.e. €0.89/dollar. The FESE collects 
the data monthly, but in order to make a more accurate estimate, we 
have collected the data from one month prior to the outbreak of the 
COVID-19 pandemic and the imposition of lockdown measures in most 
European countries in the months that followed. We will make the calcu-
lations based on the data from the FESE for January 2020. In this regard 
it is worth bearing in mind that, contrary to what might be expected, in 
times of crisis and market stress the number of transactions increases 
considerably, especially for derivative and more speculative products. The 
continuous swings in the economy and the fears of investors significantly 
increase the operations of these financ al players, in turn increasing risks 
and levels of volatility. When it comes to the previous crisis, according 
to data from the BIS global foreign exchange market, turnover was 20% 
higher in April 2010 than in April 2007, with an average daily turnover of 
USD 4.0 trillion compared with USD 3.3 trillion, respectively. The increase 
was driven by the 48% growth in turnover from spot transactions. The 
higher global foreign exchange market turnover in 2010 was largely due 
to the increased trading activity of ‘other financial institutions’, a category 
that includes non-reporting banks, hedge funds, pension funds, mutual 
funds, insurance companies and central banks, among others. This shows 
that in times of crisis it is the institutions that escape banking regulation 
and are most risky that increase their turnover.
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TABLE 3.1  
VOLUMES EXCHANGED IN NOTIONAL AMOUNTS – EU27: YEARLY BASIS 
(BILLIONS OF €).

Equity Trading Bond Trading Exchanged Traded Derivatives

7,536 8,286 755,059

Source: FESE,  
https://fese.eu/statistics (2020)

TABLE 3.2  
VOLUMES EXCHANGED IN NOTIONAL AMOUNTS – EU27: YEARLY BASIS 
(BILLIONS OF €).

OTC Derivatives FX Spot FX Swapsw Currency Swaps FX Outright Forward

101,110 30,618 124,799 2,371 16,037

Source: BIS,  
www.bis.org/statistics/rpfx19.htm (2019)

TABLE 3.3  
VOLUMES EXCHANGED IN NOTIONAL AMOUNTS – EU10: YEARLY BASIS 
(BILLIONS OF €).

Equity Trading Bond Trading Exchanged Traded Derivatives

5,057 6,772 139,229

Source: FESE 
 https://fese.eu/statistics (2020)

TABLE 3.4  
VOLUMES EXCHANGED IN NOTIONAL AMOUNTS – EU10: YEARLY BASIS 
(BILLIONS OF €).

OTC Derivatives FX Spot FX Swaps Currency Swaps FX Outright Forward

84,152 18,409 77,828 1,662 9,324

Source: BIS,  
www.bis.org/statistics/rpfx19.htm (2019)

TABLE 3.5  
VOLUMES EXCHANGED BY COMPANIES WITH A MARKET VALUE OF MORE 
THAN €1 BILLION – EU10: YEARLY BASIS (BILLIONS OF €).

Member States Equity Trading

EU10 total 3,813.631

Source:  
Bloomberg, www.bloomberg.com/professional (2020)
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For the calculation of the possible revenues in the different scenarios, we 
will use the same formula that the European Commission has used in its 
proposals, namely one from McCulloch and Pacillo (2011), which in turn is 
a variation of the one previously used by Jetin and Denys (2005):

The assumption is that tax revenue R can be calculated using the equation 
shown above, where τ is the tax rate, V is the annual transaction volume, 
and E is interpreted as relocation and tax evasion. The variable c describes 
the transaction costs as a percentage of the transaction volume and ε is an 
elasticity which describes the effect of a tax increase on the transaction 
volume, i.e. the tax base (the elasticity measures the percentage change 
of the tax base if the tax rate changes by 1%). The elasticities (ε) consid-
ered for the formula range from zero (no reaction except for relocation and 
evasion) to -2, based on results of other FTT studies and EC estimations.

Tax avoidance is established by using a factor of evasion (E) on the 
outstanding market and nominal values. The EC’s 2013 proposal esti-
mates 15% for securities and 75% for derivatives. The transaction costs 
also influence revenue collection. The basic idea is that lower transaction 
costs lead, all things being equal, to lower revenues. The reason is that tax 
brings about a bigger increase in transaction costs in relative terms when 
the latter are low. If transaction costs are very high, a small increase due 
to taxation does not have a strong effect. We will also use the EC assump-
tions about transaction costs.28

28 European Commission (2013c). 
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TABLE 3.6  

ASSUMPTIONS ABOUT TRANSACTION COSTS – IMPACT ASSESSMENT 

INDEX 12.

Market  
segment

Pre-tax transaction cost as a percentage  
of transaction volume

Equity 0.06%

Bond 0.06%

Exchange Derivatives 0.03%

OTC Derivatives 0.07%

FX Sport Market 0.024%

Other considerations to be taken into account when calculating the amount 
of tax collected will be:

> Share of transactions within the financial sector. The EU impact study 
performs an a priori turnover correction with a factor of 0.85, given that 
only 85% of turnover is generated within the financial sector. 

> Primary versus secondary markets. The size of the primary market (i.e. 
securities issued for the first time) is estimated here to be 3.3% of 
the secondary market for shares and 1.6% of the secondary market for 
bonds. The primary market for bonds and securities falls outside the 
scope of the tax.

> Brexit. Given the United Kingdom’s withdrawal from the EU, we will 
not take into account the UK’s trade data there. This will result in lower 
estimates than those for 2011 and 2013, as the UK accounts for much 
of global foreign exchange trading and a substantial proportion of deriva-
tives trading, with the City of London being the world’s leading market 
for currencies, FX spot transactions and currency swaps and one of the 
largest for other types of derivatives. Not aggregating the UK data gives 
us a much lower level of tax for some of the instruments. 
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THREE SCENARIOS FOR EACH PROPOSAL

Based on the EC’s calculations, we have estimated the collections for 
different scenarios with different elasticities according to the investment 
instruments and evasion percentages in three scenarios. Elasticity will 
also differ from one instrument to another, but will not vary in the different 
scenarios. The elasticity will be -1 for equity and bonds, -1.5 for exchanged 
traded derivatives and -2 for products that more readily fall outside the 
reach and scope of the tax, such as over-the-counter (OTC) and FX market 
derivatives.

Relocation and tax evasion (E) will have different values depending on 
the instruments and the three scenarios. It is more difficult for equity and 
bonds to escape the reach and scope of tax due to the issuance principle. 
For the minimum avoidance scenario, we will assume that there is no 
avoidance or relocation, for the baseline scenario we will assume that is 
10% avoidance or relocation and for the maximum avoidance scenario 
we will assume that this is 15%. On the other hand, derivatives are easily 
movable products that offer many advantages in terms of concealing the 
origin of the risk covered, which means that they can escape from the 
scope of the tax more easily. The three scenarios will assume 50% avoid-
ance and relocation in the most optimistic scenario, 70% in the baseline 
scenario and 90% in the most pessimistic scenario.

TABLE 3.7 

PARAMETERS FOR THE ESTIMATION OF REVENUE IN THREE SCENARIOS.

Minimum  
avoidance scenario

Baseline  
scenario

Maximum  
avoidance scenario

ε E ε E ε E

Equity and bonds -1 0% -1 10% -1 15%

Exchanged traded derivatives -1.5 50% -1.5 70% -1.5 90%

FX market derivatives -2 50% -2 70% -2 90%
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TABLE 3.8 

TAX REVENUE – EC 2011 PROPOSAL (BILLIONS OF €).

Minimum  
avoidance scenario

Baseline  
scenario

Maximum  
avoidance scenario

Equity and bonds 13.562 12.206 11.527

Exchanged traded derivatives 35.941 21.565 7.188

FX market derivatives 12.902 7.741 2.580

Total 62.405 41.511 21.296

% European GDP 0.46% 0.29% 0.15%

Sources: FESE, BIS and own calculations

TABLE 3.9 

TAX REVENUE – EC 2013 PROPOSAL (EU10) (BILLIONS OF €).

Minimum  
avoidance scenario

Baseline  
scenario

Maximum  
avoidance scenario

Equity and bonds 9.125 8.618 10.139

Exchanged traded derivatives 3.976 1.33 6.627

FX market derivatives 4.584 1.528 7.641

Total 24.407 17.686 11.476

% European GDP 0.17% 0.12% 0.08%

Sources: FESE, BIS and own calculations

TABLE 3.10 

TAX REVENUE – FRENCH/GERMAN PROPOSAL (EU10) (BILLIONS OF €).

Minimum  
avoidance scenario

Baseline  
scenario

Maximum  
avoidance scenario

Equity trading 5.720 5.148 4.862

0.041% 0.037% 0.034%

Sources: Bloomberg and own calculations
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According to estimates, if the 2011 proposal with its triple-A approach were 
currently implemented across the EU, between €21 billion and €62 billion 
would be collected for all Member States. The baseline scenario, which 
we believe could be closer to reality, gives €41.5 billion, which equates 
to 0.29% of European GDP, not including the UK. If we compare this 
with the results provided by the European Commission with 2011 figures 
(€57 billion), the current figures are lower. This is not because there is less 
trade. On the contrary in fact. Instead, the main reason is Brexit. This may 
also explain the UK’s fierce opposition to the FTT in early trading.

If we apply the broad scope for the 10  Member States that are still 
within the enhanced cooperation process today, between €11 billion and 
€24 billion could be raised for all Member States. The baseline scenario, 
which we believe could be closer to reality, results in €17.68 billion, i.e. 
0.12% of European GDP, not including the UK.

In contrast, as we can see from the tables, the estimates in the absence 
of a broad scope for the tax and leaving out derivatives are much lower. 
A total of €5.148 billion, which amounts to 0.037% of European GDP, not 
including the UK, would be collected for the 10 countries by just taxing 
equity trading. As the French and Italian experiences have shown, the way 
the tax on high-frequency trading has been designed has meant that it has 
not yielded any revenue for those two countries and CDSs have not even 
reached 5% of the proceeds of the tax on shares.

As the estimates show, the tax which has been imposed by France, and 
which the German government would like to form the basis of the agree-
ment between the enhanced cooperation countries, would have very little 
impact in terms of revenue compared with what could be achieved by 
taxing all types of instruments, including derivatives.
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In times such as we are experiencing at present, with the economic 
resources required by the EU in the wake of the pandemic and the total 
paralysis of the economy during lockdown, the EU cannot afford to lose 
out on the opportunity offered by an FTT to tax all types of products. 
This could represent an important income channel as we emerge from 
the crisis and in terms of economic recovery. Taxing only the purchase 
and sale of company shares worth more than €1 billion would raise only a 
minimal amount.

Moreover, as we have seen, the French proposal did not succeed manage 
to reduce HFT or secure revenue from it. This makes the tax totally useless 
in terms of combating large-scale speculative operations and achieving 
other desired objectives, as we shall see in the next section.
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The collection of tax is not the only goal of an FTT, nor is it the only factor 
to be analysed. As Keynes, Tobin and more recently Stiglitz pointed out, an 
FTT should serve “to throw some sand in the wheels of our excessively 
efficient international money markets”29. In this section we will analyse 
various variables and the effects of the different FTT proposals to deter-
mine which has the greatest and most desired positive effects. We will 
also evaluate the possible effects of the proposals on two components of 
the financial markets with a growing presence and high risk potential: high-
frequency trading and shadow banking.

DERIVATIVES OUTSIDE THE SCOPE OF THE FTT
Without doubt, the main factor to be taken into account when comparing 
the different proposals is the exemption of derivatives in the French and 
Italian versions of the FTT, as well as in the current German proposal. As 
we have seen when collecting data on the volume of transactions on the 
markets and in comparing revenue, derivatives provide the majority of the 
tax base. Moreover, we can observe this growing trend, which becomes 
more exaggerated in times of crisis, in the data obtained from the BIS. 
There are various calculations here, but they all point to the exemption of 
derivatives potentially resulting in between 60% and 90% of tax revenue 
being missed out on. In this study, based on updated data, the French/
German proposal for enhanced cooperation would bring in around 80% 
less than previous proposals.

In addition to eroding the tax base, not including derivatives within the 
scope of the tax may encourage traders to relocate capital to derivative 
products with a view to avoiding the tax. Several studies conducted on 
the effects on the French and Italian FTT on markets show how there was 
negative elasticity in equity and bonds but no corresponding decrease in 
total trading volume, pointing to the fact that this shift to derivatives took 
place after the imposition of the tax, largely eliminating the benefits and 
objectives of the FTT.

29 Stiglitz, J. (1989). 
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Therefore, we can safely say that if the French/German proposal is finally 
implemented, the FTT will not come close to achieving the objectives 
proposed by the EC in 2011 at the request of the European Parliament.

VOLATILITY 
In times of stress and tension on the markets, the number of transac-
tions increases and markets can experience episodes of destabilisation 
and excessive volatility. The boundary between what is considered exces-
sive and what is not is one of the main bones of contention surrounding 
volatility. A possible definition of excessive volatility would be “volatility 
of the equity market that cannot be justified by variation in subsequent 
dividends, [which] can be a sign of financial market irrationalities and inef-
ficiencies […] and can be regarded as undesirable”30.

Many studies, such as one by Nobel Prize winner Joseph Stiglitz (Stiglitz, 
1989) and one by James Tobin himself (Tobin, 1974), have shown that a 
tax on transactions is likely to reduce price volatility that is unnecessary 
and speculative, thus improving market efficiency. Based on the studies 
carried out on the reaction of the markets to the French and Italian FTT, 
no significant effects on volatility can be found. Intraday volatility is the 
only type of volatility for which there is evidence that it can be significantly 
reduced.

All these analyses and those in this report suggest that one of the main 
arguments of the financial lobby and those who oppose FTT, that of vola-
tility, is unproven and unsubstantiated. Governments must therefore put 
in place an FTT with the widest possible reach, ignoring the alarmist cries 
of the financial sector.

30 Pekanov, A. / Schratzenstaller, M. (2019).
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TRADING VOLUME
The volume of transactions is one of the main variables that have concerned 
governments and financial markets and their advocates. Several studies 
analysing the impact of the French FTT have found that the volume of 
trade has decreased by nearly 20%. Other analyses (e. g. Colliard and 
Hoffmann, 2015)31 have found that the tax has the greatest effect on large 
and liquid stocks, as well as on institutional investors or those with a high 
turnover.

As we have seen from the BIS data, the number of transactions, especially 
in derivatives, increased by 20% between 2007 and 2010. This rise in 
transactions, according to Pekanov and Schratzenstaller (2019), may occur 
due to new and more sophisticated products having made it possible to 
trade and bet against high volatility, partly also due to the increase in HFT, 
which automatically increases significantly in times of excessive market 
pressures, when different thresholds for automatic execution of orders 
are reached.32 This instability could put the effective recovery of the real 
economy at risk.

The assumptions that more volume is always better for the markets 
must be forgotten. That an algorithm buys and sells millions of euros in 
thousandths of seconds is not good for anyone except the company that 
owns the computer. The fact that money constantly flows into and out of 
markets only benefits those who make short-term speculation their profes-
sion, while having negative effects on stability, long-term investment and 
economic growth. In short, a reduction in volume need not always mean a 
negative effect on the markets, as the financial sector argues.

As we have seen throughout this report and in the analyses mentioned 
above, the French/German proposal reduces the volume of transactions 
carried out through HFT, but leaving out derivatives and other higher-risk 
products dilutes its impact. The decreasing volume of HFT operations may 
simply result in an upsurge in derivative products which are equally high 
risk. Therefore, reducing the volume of purely speculative and destabi-

31 Colliard, J.-E. / Hoffmann, P. (2017). 

32 Pekanov, A. / Schratzenstaller, M. (2019). 
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lising transactions must be one of the main goals of any FTT. The triple-A 
approach of 2011 would be vastly more effective in this regard than 
the marginal potential effects of the proposal presented by the German 
Finance Minister at the end of 2019.

LIQUIDITY 
On liquid markets, market players are able to buy or sell assets at a 
reasonable price at any time. It is very difficult to define what is excessive 
liquidity. Several analyses of the effects of the tax in France have found 
that it has no significant impact. Weinhardt (2015) finds a decrease in not 
only bid-ask spreads, which could mean greater liquidity but also in order-
book volume, which may indicate the opposite effect. 

Once again, contrary to what is always pointed out by the defenders of 
the financial sector, a reduction in market activity can negatively affect 
the pricing process, but it could also have a positive impact if it reduces 
activity by speculative traders more than fundamental long-term traders.

TAX AVOIDANCE
There are also major differences with regard to tax evasion and avoid-
ance. As we have seen, the main reason for facilitating tax avoidance is 
to keep derivative products outside the scope of the FTT. Therefore the 
French/German proposal would be the least effective in combating tax 
evasion. The fact that the scope of the French FTT only covers equity 
and bonds makes it easier for the financial sector to shift its investments 
from being taxable to non-taxable instruments. As we shall see below, not 
taxing derivatives also makes it difficult to control a part of the sector that 
is suspected of encouraging evasion, namely shadow banking.

Another main factor facilitating tax evasion is a lack of cooperation between 
countries and the refusal to adopt the tax by some of the Member States. 
As with other types of tax, such as corporation tax or capital gains tax, 
there is a tax race to the bottom that forces countries into competition 
with each other and in which the only beneficiaries are companies. Base 
Erosion and Profit Shifting (BEPS) has become common practice for trans-
ferring profits and operations between subsidiaries of the same company 
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from those territories where profits are generated to others within the EU 
itself where taxation is much more lax or non-existent, thereby leading 
to tax dumping. Exactly the same thing would happen with the FTT. The 
countries that refused for various reasons to participate in the enhanced 
cooperation are complicit in these activities and in tax dumping vis-à-vis 
their neighbours.

The best way to minimise the financial sector’s ability to avoid the tax 
would be for the tax to be adopted jointly and in a harmonised fashion 
by all EU Member States, as proposed by the EC in 2011. A harmonised 
tax with a wide range of investment vehicles in all EU Member States 
would make it very difficult to operate within the European market without 
paying the tax.

SHORT-TERM SPECULATION VS LONG-TERM 
INVESTMENT
As we have already explained, the FTT will mainly and most severely 
affect short-term transactions, which are normally more speculative 
operations. As Stiglitz pointed, “the turnover tax is likely to discourage 
short-term speculative trading”33. He pointed out that Keynes argued that 
“such speculative trading was not only not socially productive but actu-
ally interfered with the efficient functioning of the economy. Firms were 
induced to pay excessive attention to short-term returns rather than long-
term concerns.”34

The explanation is quite simple. An FTT would raise transaction costs. 
Some trading that would have been profitable with lower transaction costs 
would become unprofitable due to the FTT and would not go ahead. This 
would affect short-term transactions most significantly as the tax would 
be paid on each individual transaction, entailing a cascade effect, so that 
it would be more costly to engage in overly active portfolio management.

33 Stiglitz, J. (1989). 

34 Ibid.
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ECONOMIC BUBBLES
The huge amounts of money that central banks are injecting into the 
economy may feed new stock-market bubbles and excessive credit 
growth, but it is not having the expected (and necessary) effect on the 
real economy. An FTT having the broad scope of the EC’s initial proposals 
taxing all kinds of investment tools would affect short-term transactions 
and therefore more speculative stocks. This would substantially miti-
gate the high levels of volatility of capital markets in times of stress and 
direct capital flows towards more stable and long-term investments, with 
resulting benefits for economic stability and sustainable growth.

INCOME DISTRIBUTION EFFECTS
Although it has become fashionable to say that ‘COVID-19 does not under-
stand social classes’, the reality is that the middle and lower classes have 
suffered the most from the pandemic in terms of both their health and 
their economic circumstances. Their inability to access private health-
care in the face of the collapse of the public facilities, their employment 
in types of work with a higher risk of contagion and their greater use of 
public transport are just some of the factors that have made the lower 
classes the main victims of the virus and its economic impact. In addition, 
as noted above, households in many European countries are still suffering 
the consequences of the previous crisis and the austerity policies that 
followed it. This means that the tax system must serve as a redistributive 
system that corrects these social imbalances.

In the fiscal sphere, as we have seen throughout this report, it was again 
the public who had to pay for much of the crisis through regressive taxes, 
such as VAT, while the financial system was being rescued and those 
involved in that sector were paying much less tax. In this new crisis, we 
must learn from the mistakes of the past and reverse what happened in 
the previous one. Progressive taxes that fall on those with the broadest 
shoulders, such as the financial sector and those with the highest incomes, 
should be promoted.

The FTT is a progressive tax. The EC itself, in its 2011 proposal, corrob-
orated its potential to distribute wealth: “Concerning the distributional 
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impacts, like any taxes on capital income, the short run effects of the 
FTT would likely be progressive, impacting particularly on households in 
the highest deciles of the income distribution, as these are typically the 
households that directly invest in taxed products.”35 A simulation for the 
FTT in the United States made by Burman (et al. 2016) shows that 75% of 
the tax burden would fall on the highest-income quintile and 40% would 
fall on the top 1%. Given the current crisis, this income distribution power 
is a supplementary benefit on top of the other advantages of the applica-
tion of the FTT.

HIGH-FREQUENCY TRADING (HFT)
Over the past couple of decades, automated trading using algorithms, 
known as High-Frequency Trading (HFT), has been gaining ground and 
becoming more widespread in the global trading arena. Algorithms 
and powerful computers have largely replaced brokers and traders in 
performing thousands of automated buy and sell transactions based on 
thousands of variables calculated by algorithms. An HFT transaction can 
be completed in five microseconds. By way of comparison, a blink of the 
human eye lasts 350 milliseconds. In other words, in the blink of a human 
eye, a fund manager or investor using this technology can make 7,000 buy 
and sell transactions. According to a 2014 report by the European Securi-
ties and Markets Authority (ESMA), HFT activity accounted for 24% of 
value traded for the HFT flag approach and 43% for the lifetime of orders 
approach. As for the number of trades, the corresponding numbers for 
HFT activity were 30% and 49%, and for the number of orders 58% and 
76%.36

These actions are based on a short-term and speculative vision that capi-
talises on the large volume of transactions, calculations of hundreds of 
variables through powerful algorithmic formulae and tiny movements of 
the market and its values to make economic profits in short periods and 
benefit from purely speculative movements.

35 European Commission, (2011a). 

36 European Securities and Markets Authority (2014). 
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This type of trading involves various risks that can affect the functioning, 
liquidity or stability of the markets. The ECB identifies four types of risk. 
The first is that players with very short time frames may lead to the prices 
in the markets being driven by short-term objectives, potentially leading 
to less efficiency in the fundamentals. This reduced efficiency of long-
term investments results in distortions or a failure to achieve more stable 
and longer-lasting economic development. The second problem is the 
large amount of stock that HFTs can generate, causing great tension in 
the market infrastructure that could collapse, if only for seconds, in the 
face of an avalanche of stock from the relevant systems. The third relates 
to market liquidity, sometimes considered to be one of the advantages 
of HFT by its supporters, which can also be affected. In times of unex-
pected market stress, sudden withdrawal orders triggered by HFT could 
lead to lasting disruption of liquidity. Finally, while proponents of this type 
of technology argue that there is no chance that the algorithm will fail or 
be flawed, the reality of stock-market history in recent years shows that 
errors can occur, leading to trading disruption and even market collapses.37 
Flash crashes, as the sudden stock-market crashes caused by HFT have 
been called, have been the focus of panic in recent years. The 2010 Flash 
Crash, for example, also called the Crash of 2:45 because of the time of 
the crash, was triggered by a $4.1-billion futures sale order placed by the 
Waddell & Reed fund manager’s machine for no apparent reason. Other 
computers interpreted that sale as cause for alarm. The Dow Jones index 
fell by 9% in just a few seconds.

That is why HFTs have also been central to the debate and in the sights 
of FTT advocates. According to the 2011 proposal, automated trading 
on the financial markets could be affected by the increase in transaction 
costs caused by the tax, as these costs would erode the marginal profit. 
In particular, the EC states that it would affect the HFT model under which 
financial institutions carry out numerous high-value but low-margin trans-
actions. If the FTT were to be applied, these institutions would have to 
replace their algorithms with ones that triggered fewer transactions but 

37 European Central Bank (2011). 
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with a higher margin to ensure that they exceeded the value that would 
be taxed.

Member States such as Italy and France have introduced fees for this 
type of automated negotiations. In particular, in France a 0.01% levy was 
implemented on HFT transactions. HFT transactions were identified as 
those that are executed via programme trading with amended or cancelled 
orders exceeding two thirds of transmitted orders. Italy levies 0.02% tax 
on domestic HFT transactions, defined as trading generated by a computer 
algorithm that automatically determines orders, with the share of orders 
that have changed or been cancelled in less than half a second accounting 
for more than 60% of the total orders.

As we have observed in this analysis, an FTT on derivatives can result in a 
very high level of negative elasticity in HFT transactions. Some studies on 
the French market quantify it at -9. However, we have also seen how the 
French and Italian tax which they imposed unilaterally and which directly 
targeted operations carried out using algorithms had no real effect on 
revenue.

This is why the French/German proposal is unsuitable for tackling this type 
of trade and the risks involved. The proposal should include a specific FTT 
for algorithmic trading regardless of the percentage of total orders placed 
or the time taken, as the French and Italian models do.

SHADOW BANKING
According to Comotto (2012), the “current […] definition of shadow banking 
(SB) is ‘non-banks performing bank-like functions’, although the Financial 
Stability Board (FSB) has narrowed this down to ‘non-banks performing 
credit intermediation’”38. It involves a wide range of companies that partic-
ipate in the financial market without being regulated or being subject to the 
controls that are performed on the traditional banking system. Although 
it is presented by many sectors as a necessary market for the proper 
financing of the markets and their players, the FSB itself says that “non-
bank financing may become a source of systemic risk – both directly and 

38 Comotto, R. (2012). 
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through its interconnectedness with other parts of the financial system 
– if it involves activities that are typically performed by banks, such as 
maturity/liquidity transformation and the creation of leverage”39, which is 
precisely what they are doing today, displacing even the traditional banking 
system itself. The definition includes entities such as hedge funds, capital 
market funds and structured investment vehicles, among others. Similarly, 
the EC also warned in a 2012 report that this growing sector may carry 
systemic risks, both directly and through its interconnections with the 
ordinary banking system. This systemic risk became evident in the 2008 
crisis, in which the SB was a major player in, and one of the main parties 
responsible for, the financial contagion that spread like wildfire through the 
global financial market, largely because of its high exposure to products 
such as credit default swaps (CDSs).

This sector has continued growing over the past decade. According to 
the Global Monitoring Report on Non-Bank Financial Intermediation 2019 
published by the FSB, which gathers information from 29 territories that 
comprise 80% of the total market, the total assets managed by all finan-
cial institutions except central banks, banks and public institutions in 2018 
amounted to USD 183.7 trillion, or 48.5% of the total financial assets in 
the market. Of this amount, $114.3 trillion, or 30% of total market assets, 
are managed by other financial intermediaries (OFIs), which are what is 
left when one removes insurance companies, pension funds and financial 
auxiliaries from the equation. Of this amount, $51 trillion is managed by 
the “narrow measure of non-bank financial intermediation”40, i.e. non-bank 
financial institutions that authorities have deemed to be involved in credit 
intermediation activities that may pose bank-like financial stability risks 
and/or in regulatory arbitrage. Of these, collective investment vehicles 
(CIVs) account for 72%, i.e. USD 36.6 trillion. This means that according to 
the FSB’s own definition, 13.45% of the world’s assets are managed by 
unregulated financial institutions that are beyond the control of banks and 
which endanger the stability of the banking system.

39 Financial Stability Board (FSB) (2020). 

40 Ibid.



/  55 

The European market is the largest as a percentage of the total, repre-
senting 32% of total global OFI assets. Some Member States are important 
global players when it comes to SB, especially if we compare their figures 
with their GDP. SB in Luxembourg accounts for 236 times its GDP, while 
this is 13 times for Ireland and seven times for the Netherlands.

SB has always been very much in the sights of those regulators and polit-
ical forces who have promoted FTT. In addition to the risk they pose for 
economic stability, these types of financial institutions are highly focused 
on short-term operations, many of them purely speculative. There are 
many studies (see e. g. Buckley et al. 2012)41 that have demonstrated that 
an FTT would punish outsourcing and reward internalising transactions. 
This would help combat the shadow banking system. 

The ECB, the EC and the FSB have all identified the repo market as the 
mainstay of the SB. However, the ECB and the national central banks have 
been the leading promoters of the repo market in Europe, persuading 
Member States that the repo market would increase liquidity, based on 
an understanding that this stabilised markets and reduced interest rates 
and therefore financing costs. The ECB does not control this market or 
regulate its risks.

Several studies suggest that the repo market was one of the main drivers 
behind the rapid expansion and contagion that the world economy experi-
enced immediately after the collapse of Lehman Brothers in 2008. Repo 
risk practices that, in the words of Gabor (2016), “reduce counterparty 
and liquidity risk for individual institutions pose systemic risks. When 
high-quality collateral or cash is not available, banks reliant on short term 
repos sell assets, reducing collateral market liquidity and triggering further 
margin calls and fire sales in collateral markets. Repo crises affect both 
repo-reliant (shadow) banks and the markets where collateral trades, 
creating and destroying liquidity in a cyclical fashion. It is the reliance on 
elusive collateral market liquidity for rolling over short-term repos that 
triggers shadow-banking crises.”42 According to the FSB, the direct rela-

41 Buckley, R. P. et al. (2012). 

42 Gabor, D. (2016). 
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tionship between funding levels and fluctuating collateral asset values 
feeds cyclical leverage, strengthens interconnectedness between shadow 
and regulated banks and creates systemic vulnerabilities. Furthermore, 
transactions on repo markets are predominantly short-term, with over half 
of repos maturing in under a month. This should be a major goal of FTT 
outreach.

That is why this type of financial institution and its investment instruments 
which are beyond the control of legislators and tax authorities must be the 
target of the FTT. In addition, the duty to report all transactions by banks 
that do fall within regulations and controls would oblige them to declare 
all operations they carry out with SB institutions and would help make it 
possible to exercise greater control over global finance and markets that 
escape banking regulation. Having greater control over these operations 
would contribute to determining to a greater extent what levels of risk they 
were running, which would help prevent future crises such as the one that 
occurred after the collapse of Lehman Brothers. Such control would also 
provide considerable support for the fight against tax evasion caused by 
these institutions having their tax headquarters in tax havens, as is the 
case with many hedge funds.

The current French/German proposal, by omitting derivatives and all 
the financial instruments with which SB usually trades, would be totally 
useless in terms of controlling the risks they run, preventing evasion or 
making them pay their fair share of taxes and contributing to the public 
coffers what they have yet to contribute since a crisis erupted in 2008 for 
which they were principally responsible.
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WHY AN FTT IS MORE NECESSARY THAN EVER
While millions of people have lost their jobs and thousands of small 
and medium-sized enterprises (SMEs) have shut down because of the 
pandemic, stock markets have regained and even surpassed their pre-crisis 
values. Central banks are constantly pumping money into the economy 
under the cloak of refloating these resources, but that capital does not 
seem to be reaching the real economy. The decoupling of the financial 
economy and the real economy, or financialisation, becomes more evident 
when a crisis hits the real economy. While in Brussels it has taken months 
to come to an agreement on a recovery fund to be distributed among the 
EU Member States (the Next Generation EU fund), the European Central 
Bank (ECB) has planned a new asset purchasing programme with a value 
three times that of this recovery fund, with the financial sector consistently 
being the first to benefit. The ‘markets’, as they are known to investors and 
the financial sector as a whole, are once again benefiting from both the 
ups and downs of the stock market. The excessive volatility that charac-
terises times of economic stress and uncertainty exacerbates the more 
speculative aspect of the economy. The capital received by central banks is 
used for speculative operations, e. g. buying financial instruments, thereby 
inflating their prices and creating stock-market bubbles, or taking refuge in 
other products such as gold or silver. In this latest crisis, every country’s 
tax revenue has been reduced while public spending has skyrocketed, 
causing huge deficits in public budgets, while actors in the financial sector 
are either directly taking advantage of state aid for the recovery of the 
economy or acting as intermediaries and lenders to the real economy. In 
yet another crisis, the financial system is benefiting from state aid to get 
out of this crisis and is still not contributing its fair share. 

We might think that this crisis is only a health crisis and, unlike the crisis 
in 2008, the financial system is not to blame. But that is not true. The 
bailouts of the financial sector after the previous crisis took the public debt 
of Member States to historic highs. The Stability and Growth Pact with 
its debt and deficit limits and the erroneous and failed idea of applying 
austerity policies in much of Europe have weakened national economies 
and public budgets, resulting in, for example, budget cuts for social issues 
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and increased problems for government departments in boosting the 
economy and creating jobs. One of the sectors that has suffered from 
these cuts has been public health, and The resulting weakness of health-
care providers has been one of the main aggravating factors in this crisis.

As we have seen throughout this report, the inability of the Member States 
to reach an agreement has exempted the financial sector from contributing 
to the public coffers and to the recovery from the crisis as other sectors have 
done or as citizens have done twice over, with social cuts and regressive tax 
increases such as VAT. If the tax-revenue estimates made by the European 
Commission (EC) in 2011 were correct – i.e. €57 billion per year for all the EU 
Member States taken together – the Financial Transaction Tax (FTT) would 
have collected more than half a trillion euro since then. That is almost as much 
as the EC is now set to spend on the Next Generation EU fund. Instead, 
Member States are having to rack up their public debts again and the EC is 
being forced to go into debt for the first time, while banks are again benefiting 
from an almost unlimited amount of negative interest capital to revive the 
global casino of the stock markets and clean up their balance sheets. In other 
words, this is yet another crisis where losses are socialised, but profits are 
generated by market players from the private sector who are not paying their 
dues based on their size and involvement in the economy.

For all these reasons, the FTT cannot wait any longer. And, as we have 
seen in the analysis of the various proposals, the current French/German 
proposal, with its narrow scope and omission of derivatives, will not 
achieve the desired results on the markets or with regard to investment or 
revenues. It is ridiculous that new European taxes are being negotiated, 
such as taxes on the digital economy or on plastics, and that a proposal 
drawn up by the EC itself at the request of the European Parliament almost 
a decade ago is still buried in political limbo at a time of crisis when there is 
a need to find ways of financing our way out of this situation.

The German government, supported by other EU Member States involved 
in the enhanced cooperation process which have decided to implement the 
FTT, such as France, Italy and Spain, must take advantage of its presidency 
of the European Council to lead a new debate which will revive the spirit and 
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scope of the 2011 proposal, involving the triple-A approach. Otherwise, as 
we have seen when comparing the three proposals, the decade of negotia-
tions will be written off as a failure and the financial sector will continue to 
fail to contribute its fair share to the previous crisis and to this one. Further-
more, the huge volatility and the tendency of the markets to recover through 
speculative and short-term operations put at risk all the current efforts to 
bring about a recovery, job creation and stability of the economy. This is no 
time to duck brave decisions requiring real political willpower or for giving in, 
once again, to the interests of the financial sector.

THE NEED FOR THE EUROPEAN UNION TO LEAD THE 
GLOBAL DEBATE
The COVID-19 pandemic struck at global level and therefore also requires 
action globally. It has hit the whole planet hard, but especially the coun-
tries in the South. The neoliberal policies of recent decades have forced the 
nations of the South to open up their economies to vast financial capital. 
The free movement of capital and their precarious economies leave these 
countries exposed in the face of speculative movements and capital flight. 
These nations, with serious problems of over-indebtedness even before the 
crisis and with health and epidemic prevention systems that are much more 
precarious than those in Europe, are going to suffer hugely from the conse-
quences of the health and economic crisis if the countries of the North do 
not also adopt a global, coordinated approach to avert a greater catastrophe.

In this context, the closed debate in the G20 on the imposition of a global 
FTT must be reopened. As in 2010, the EU must step forward and lead a 
new round of negotiations and public consultations in order to make the FTT 
a global reality as soon as possible. The same 2010 resolution passed by 
the European Parliament which called on the EC to look into and propose an 
FTT considered the possibility of using the revenues of a financial transac-
tion tax to finance the EU budget and “as innovative financial mechanisms 
to provide support for adaptation to and mitigation of climate change for 
developing countries, as well as for financing development cooperation”43.

43 European Parliament (2010). 
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According to some studies, a global FTT could raise between 
USD 237 billion and USD 418 billion annually,44 or between USD 147 billion 
and USD 577 billion without OTC contracts and from USD 482 billion to 
USD  1,631  billion including OTC markets, according to McCulloch and 
Pacillo (2011).

In crises such as the current one, mechanisms that reduce market volatility 
and redirect capital to long-term investments that help the economies of 
the South finance their way out of this crisis are more necessary than ever. 
The stability in markets and capital flows that a global FTT can provide 
would help put investment flows in developing countries on a longer-term 
footing and penalise purely speculative movements.

In addition, as we pointed out in the previous section and as the EC 
pointed out, an FTT has a level of distributive power by raising money 
in the higher income percentiles, distributing wealth through the state. 
The countries of the South have very high levels of inequality, and each 
crisis only increases this gap between the rich and the rest of the popula-
tion. Promoting a global FTT with this redistributive power, at a time like 
the present, would be vital for the countries that are going to be most 
affected by the COVID-19 crisis. This redistribution would also have 
the same effect between countries. The developed countries, where 
most financial centres are found, would contribute more to a global tax, 
causing a redistributive effect between countries, mainly from the North 
to the South.

The European Union needs to move away from its Fortress Europe poli-
cies to more collaborative and less extractive policies vis-à-vis countries 
in the global South. The imposition of a global FTT that would provide 
economic resources to the countries of the South, combined with policies 
that prevent tax evasion and avoidance by the financial sector, would be 
much more effective and more humanitarian tools for tackling the migra-
tion crisis at the gates of Europe than fences at Spain’s borders with Africa 
or Frontex’s radars in the Mediterranean.

44 Pekanov, A. / Schratzenstaller, M. (2019). 
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The collection of a global FTT should be used, as discussed at the G20, 
for global objectives. And right now, the main global objective in the short 
term is to tackle the economic consequences of the pandemic and to 
strengthen global health systems, which are necessary to deal with new 
waves of COVID-19 or the emergence of new pathogens. This means 
that the FTT is more necessary than ever, and the European Union is best 
prepared to lead its implementation at global level.

COMBATING TAX EVASION
As we have observed throughout this report, the proposal to leave out 
derivatives and not to exercise greater control over shadow banking 
contributes to the relocation and evasion of financial capital. According to 
the Tax Justice Network NGO, the Netherlands and Luxembourg, along 
with the United Kingdom (a former EU Member State) and Switzerland 
(a non-EU Member State) cost most EU Member States USD 27 billion 
a year in corporate tax revenue.45 The fight against tax evasion and tax 
havens is central to the debate in the EU institutions and in the OECD, 
but the courageous steps and political will to plug the gaping hole these 
phenomena bring about in most EU Member States’ tax revenues are still 
not in place. According to calculations by economist Gabriel Zucman, 8% 
of the world’s wealth that is in the hands of households is located in tax 
havens, and 80% of this is not declared.46 These figures give us an idea of 
the enormous amount of money that could be collected and dredged up 
if decisive action were taken to tackle the evasion of the financial sector 
and tax havens.

An obligation on the part of financial institutions to declare all their opera-
tions so that these become part of their tax base, coming on top of a 
clampdown on tax havens and those who operate in them by the FTT, 
would be a valuable tool to make the capital hidden there flourish and to 
design international tools to bring to book financial companies and territo-
ries that do not collaborate.

45 Tax Justice Network (2020). 

46 Zucman, G. (2015). 
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ARTICLE 116 OF THE TREATY ON THE FUNCTIONING 
OF THE EUROPEAN UNION
In mid-July 2020, the EC announced its intention to put in place an escape 
hatch from unanimous tax decisions by using Article 116 of the Treaty on 
the Functioning of the European Union. Following the judicial blow to the EC 
caused by a General Court of the European Union ruling that contradicted the 
Commission and released Apple from paying the €13 billion it had evaded 
in corporation tax in Ireland, and in the midst of the tough negotiations in 
the European Council to conclude the economic recovery package (Next 
Generation EU) for after the COVID-19 pandemic, where countries such as 
the Netherlands that are involved in tax dumping vis-à-vis other EU Member 
States strongly opposed proposals that showed more solidarity with the 
other Member States, Valdis Dombrovskis (the Executive Vice-President of 
the Commission responsible for an Economy that Works for People) and 
the Commissioner for the Economy, Paolo Gentiloni, announced a package 
of measures and actions to be taken by the EC to tackle the tax avoidance 
loophole affecting all Member States because of the tax competition prac-
tices of some of their number. According to the calculations announced 
at the relevant press conference, the EU as a whole loses out each year 
on €46 billion due to international tax evasion by individuals, €35 billion in 
corporate tax and another €50 billion in cross-border VAT.

Decisions on taxation must be taken unanimously by the European Council, 
but under Article 116, if “the Commission finds that a difference between 
the provisions laid down by law, regulation or administrative action in 
Member States is distorting the conditions of competition in the internal 
market and that the resultant distortion needs to be eliminated”, but the 
Council does not reach agreement unanimously, “the European Parliament 
and the Council, acting in accordance with the ordinary legislative proce-
dure, shall issue the necessary directives”47 and may seek consensus by 
qualified majority. This means that agreements could be reached with the 
favourable vote of 55% of the EU Member States, i.e. 15 of the EU27, 
representing at least 65% of the total population of the European Union.

47 Article 116 of the Treaty on the Functioning of the European Union: https://eur-lex.
europa.eu/eli/treaty/tfeu_2016/art_116/oj (30.10.2020).

https://eur-lex.europa.eu/eli/treaty/tfeu_2016/art_116/oj
https://eur-lex.europa.eu/eli/treaty/tfeu_2016/art_116/oj
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ARTICLE 116 OF THE TREATY ON THE 
FUNCTIONING OF THE EUROPEAN UNION
Where the Commission finds that a difference between 
the provisions laid down by law, regulation or administra-
tive action in Member States is distorting the conditions 
of competition in the internal market and that the resultant 
distortion needs to be eliminated, it shall consult the Member 
States concerned.

If such consultation does not result in an agreement 
eliminating the distortion in question, the European 
Parliament and the Council, acting in accordance with the 
ordinary legislative procedure, shall issue the necessary 
directives. Any other appropriate measures provided for in 
the Treaties may be adopted.48

The current lack of sufficient economic and fiscal resources for economic 
recovery in the wake of the COVID-19 pandemic presents a golden oppor-
tunity to start a debate on an FTT for all Member States. With Germany, 
which has expressed its intention to bring about an agreement on this tax 
among the EU11, having taken the presidency of the European Council on 
1 July 2020, the current situation should be used to launch a new debate 
or to persuade other EU Member States to join this tax policy.

Given that the enhanced cooperation agreement currently brings together 
10 countries, including the four nations making up the biggest shares of the 
total EU population (Germany 15.92%, France 12.98%, Italy 11.98% and 
Spain 9.17%) , an agreement could be reached by qualified majority under 
Article 116 and the tax could be established if another five EU Member 
states voted in favour. This should not be so difficult to achieve in light of 

48 Ibid.
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the pressing needs arising from this latest crisis.

COMBATING CORPORATE FINANCIAL POWER AND ITS 
INFLUENCE ON DEMOCRACY
Beyond the loss in revenue and the economic setback that this would 
entail, the failure to establish an FTT would be yet another victory for 
global financial power over democracy. The lack of political will to make 
the banks pay for their excesses and recklessness, that was revealed after 
the 2008 crisis has led to a major loss of legitimacy of political institutions 
in the eyes of citizens. 

Imposing an FTT would be a first small, but important step towards 
clamping down on the financial sector and putting it at the service of citi-
zens and democratic control. It is unacceptable that, as we have observed 
in this report, financial lobbies can influence democratic decisions and 
bend them to their wishes to the point of making them unusable. It is 
unacceptable that the financial sector is still failing to cough up resources 
in the same way as other sectors or citizens, despite being the primary 
beneficiaries of public aid and policies. It is unacceptable that European 
governments and EU institutions have disregarded years of debate 
surrounding an FTT and efforts and support for this from various sections 
of civil society. Last but not least, it is unacceptable that in the face of the 
current COVID-19 crisis, a new source of funds is being missed out on – a 
source which would also have a positive impact on the economic recovery 
that Europe needs in the years ahead.
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report will analyse the impact of an FTT on financial stability, 
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