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A Financial Transaction Tax for the EU 

There are increasing calls for the financial sector 
to contribute to the resolution of the financial 
crisis and to help prevent its repeat. Although 
efforts to introduce a Financial Transaction Tax 
(FTT) at global level have so far failed, a proposal 
to introduce an EU-wide tax was put forward in 
2011. Commentators are divided on its likely 
economic effect. Amongst Member States, nine 
have pledged support but with strong 
opposition led by the UK, the chances of getting 
the required unanimous support appear slim.  

Three initial options 
The ongoing economic crisis has led to 
increasing calls for the financial sector to 
contribute monetarily to its resolution, 
particularly in the light of the cost of "bank 
bailouts" incurred by governments around the 
world. In an April 2010 interim report for the 
G20, the International Monetary Fund (IMF) 
identified three options.  

A Financial Stability Contribution (FSC) or 
"bank levy", would tax overall balance sheets 
i.e. both assets and liabilities of financial 
institutions. The proceeds would be used to 
fund any future government bailout or 
financial restructuring. Both the IMF and 
European Commission consider it not only a 
potential source of revenue but an important 
measure for enhancing financial stability.  

Seen by many as complementary to an FSC, a 
Financial Activities Tax (FAT) would be levied 
on financial institutions. Its proponents argue 
that it tackles one of the core issues of the 
financial crisis: excessive bank profits and pay. 
As well as receiving the support of the IMF, an 
FAT received a non-binding endorsement from 
the Commission in a paper of 2010.  

Also complementary to an FSC, the Financial 
Transaction Tax (FTT) by contrast targets 
individual transactions. Its main purpose is to 
discourage short-term speculative trading by 
placing a financial burden on those 
transactions. Some existing FTTs have been 
limited in scope such as in the UK (see box), 
however, the model proposed by the IMF and 

subsequently pursued by the EU would be a 
general tax that includes derivatives trading.  

Localised and public support 
Prior to the April 2010 G20 meeting, the 
European Council had agreed that the 
introduction of a global transaction tax should 
be explored and developed. Despite being 
deemed unsuitable as a global solution at that 
meeting, and with the Commission seemingly 
favouring an FAT, there remained considerable 
support for an FTT in some parts of the EU as 
well as in public opinion. 

In this light, and following the urging of the 
European Parliament, the Commission 
provided an assessment of both an FAT and 
FTT in October 2010 (separate discussions have 
taken place regarding a bank levy). It found 
that whilst an FTT is better suited for raising 
revenues at a global level, it is less suitable for 
unilateral implementation in the EU.  

However, a year later in the conclusions to an 
impact assessment of both taxes 
(accompanying the Commission proposal), it 
was deemed that both were feasible at EU 
level. An FTT would potentially raise more 
revenue but brings with it a higher risk of 
relocation or disappearance of transactions 
and have a more negative effect on GDP and 
employment.  

The Commission proposal 
The proposal to introduce an EU-wide FTT was 
published in September 2011. As well as 
ensuring that the financial sector contributes 
to the cost of resolving the financial crisis, the 
Commission argues that a coordinated frame-
work at EU level would create a stronger 
internal market for financial services and be a 
strong signal for the global introduction of an 
FTT.   

To which transactions would it apply? 
Three types of transaction are covered by the 
proposed tax: external sales and purchases of 
financial instruments, internal transfers within 
a group of the right to dispose of financial 
instruments as owner, and the conclusion and 

http://news.bbc.co.uk/2/shared/bsp/hi/pdfs/2010_04_20_imf_g20_interim_report.pdf
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2010:0549:FIN:EN:PDF
http://ec.europa.eu/public_opinion/archives/eb/eb75/eb75_en.pdf
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2010:0549:FIN:EN:PDF
http://ec.europa.eu/taxation_customs/resources/documents/taxation/other_taxes/financial_sector/summ_impact_assesmt_en.pdf
http://ec.europa.eu/taxation_customs/resources/documents/taxation/other_taxes/financial_sector/com(2011)594_en.pdf
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modification of derivatives agreements. 
Transactions which do not relate to financial 
instruments such as foreign exchange or 
insurance transactions and the provision of 
credit, would fall outside its scope.  

And to which institutions? 
All financial institutions in the EU would be 
subject to the tax. The term is broadly defined, 
covering all major financial 
institutions regulated at EU 
level. It also seeks to target 
intra-group financing and 
shadow banking activities 
and therefore includes 
institutions which may not 
automatically fall within the 
definition but qualify by 
virtue of the volume or value 
of their financial transactions. 
Five such categories are 
listed in the proposal. 

Where would it apply? 
A "residence principle" would 
determine whether a 
transaction is taxable. It is 
broadly defined on the basis 
of five conditions and is 
designed to include non-EU 
financial institutions acting 
as agents. The FTT will not be 
payable where a person can 
prove there is no link 
between the economic 
substance of a transaction and the territory of 
an MS.  

The Commission estimates it would bring total 
annual revenue of €57bn at EU level and hopes 
it can be introduced on 1 January 2014. 

Initial reaction  
Early responses to the Commission have 
focused on both political and economic issues. 

Some commentators do not believe that the 
proposed FTT is the correct instrument to 
involve the financial sector in bearing the cost 
of the financial crisis or to prevent a repeat. It is 
argued that it is unclear which financial 
transactions, which financial instruments, and 
in which circumstances of use, are jeopardising 
financial stability. And therefore there is no 
guarantee that an FTT would address the right 

problems. It is further argued that reducing 
transactions may not even limit market 
volatility.  

Others cite higher estimates of output loss 
than those presented by the Commission, 
meaning that these would exceed revenues 
generated by the tax.  

On the other hand, another study argues that 
the impact of the FTT on 
GDP would be only 0.2%, 
lower than the original 
estimate of 0.53%. 
Furthermore it contends 
that the model used for 
both figures fails to take 
into account positive 
impacts such as reduced 
systemic risk, the 
expansion of total 
aggregate demand for 
consumption and the 
boost to the EU economy 
through fiscal consol-
idation.  

Situation in Council 
A debate in the Council 
(ECOFIN) on 13 March 
2012 appears to have 
reinforced the entrench-
ed positions of different 
MS on the issue. 

Although there is no 
consensus, those MS in favour of the proposal 
have shown an eagerness to proceed more 
quickly. Prior to the February ECOFIN a group 
of nine MS sent a letter to the Danish 
presidency urging it to accelerate the work, 
something the Presidency said it had done 
prior to the March meeting.  

The strongest opposition comes from the UK 
which has declared on more than one occasion 
that it would "veto" the proposal, which 
requires unanimity. With London the EU's 
largest financial centre, the UK is concerned 
that such a measure would lead financial 
institutions to relocate their activities.  

The likeliness of at least one MS vetoing the 
proposal has raised the possibility of a group of 
MS (no fewer than nine) proceeding via 
enhanced cooperation.  

FTTs in Member States

Many MS either have had, still have or are 
planning FTTs of one kind or another. The UK 
and Sweden are often cited as contrasting 
examples.  

In Sweden, an FTT was abolished in 1991 only 
seven years after being introduced. It was 
initially levied on share trades and derivative 
transactions. Despite several modifications it 
is widely viewed as a failure with particular 
criticism of its implementation. It resulted in 
a severe reduction in financial activity in 
Sweden, and revenue less than 3% of the 
initial annual estimate.   

Stamp duty, a tax on paper transactions of 
inter alia shares and securities, has existed in 
the UK for more than three centuries. A new 
tax, SDRT, on electronic share transactions 
was implemented in 1986. SDRT is 
considered a success by some in view of the 
£3 billion it generates each year and the low 
administrative costs involved. However, as it 
does not apply to derivatives, it cannot be 
directly compared to a general FTT.  

http://www.investopedia.com/terms/s/shadow-banking-system.asp
http://www.cep.eu/fileadmin/user_upload/Kurzanalysen/Finanztransaktionssteuer/PB_Financial_Transaction_Tax.pdf
http://www.socialistsanddemocrats.eu/gpes/media3/documents/3835_EN_Financial%20Transaction%20Taxes_Griffith%20Jones%20and%20Persaud_February%202012.pdf
http://euobserver.com/19/115164
http://register.consilium.europa.eu/pdf/en/12/st07/st07316.en12.pdf
http://eu2012.dk/en/NewsList/Marts/Uge-11/ecofin

