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Executive Summary

The European mmission (the Commission) recently > proposed plans for an EU-wide Financial

Transaction Tax (FTT) to take effect from 1 * January 2014. This tax would be payable on all

transactions of equities and bonds at 0.1 % of value and on all derivatives transactions (both
exchangetraded and OTC) at 0.01% of valuec al cul ated on the basis of the
underlying value.

The Commission estimates that the proposed tax will raise approximately G 2-83bn in revenue

annually (depending upon whether deriv atives trading reduces by 70% or 90%)while its estimates of

the potential impact of the tax (at a rate of only 0. 1%o0n securities, but excluding the derivatives

markets) on the EU GDP range from a possiblereductioni n f ut ur e GDP gr8bwjth by 1.7
0.53%n)d8pending on whether mitigating effects from t
calculations or not. The midpoint (average) of this range is approximately -1.15% (i.e. a reduction

of approximately 0186bn").

In other words, the Commission is proposing a tax that it expects will reduce GDP growth. If this is
so, overall tax revenues could also be signifi cantly reduced.

The Commission has two broad objectives that it seeks to achieve through the implementation of
the FTT.

1. Referring to the recent financial crisis and the costs borne by EU taxpayers in the form of state
bailouts, the Commission views the proposed FTT as a viable revenue-raising tool in its
endeavour to recoup part of these costs .
2. The financial sector, unlike other sectors of the EU economy, is currently subject to a VAT
(Value Added Tax) exemption. The Commission believes that the FTT would facilitate 6 | eliage |
the playing fieldd with respect to the tax contri bt
economy.

Closer examination of tax incidence, however, indicates that the FTT is likely to affect EU
taxpayers and pensioners the most, by reducing their savings and retirement income at a crucial
poi nt when Euy peosoeedsandfaseleoldsarestill recovering from the financial crisis.
In fact, the Commi s si o n 6 assesswamntadmitspttatctie burden of the proposed FTT
would likely be passed on to consumers.

Studies show that the burden of the proposed tax would in reality be much more severe than
intended due to the noted &cascadingd effect of transactions taxes.

The proposed FTT, as designed, could lead to a significant decrease of cross border trading in the

EU, undermining the Single Ma r k & tshow thah esimpl@ cequityi s si ond s
transactions usually require a much longer transaction chain with one or more intermediaries being

interposed between a client and a trading venue in another Member State. These chains are

unlikely to be reduced by changes in business models as, often, there is only a limited number of

ways one is able to execute transactions on a cross border basis. Furthermore, the Commission

impact assessment does not contemplate the differences in financial market liquidity in the various

Member States. Indeed, the impact of the FTT on a smaller, less liquid market could be much more

severe, creating an uneven impact, draining of liquidity and raising the cost of capital from certain

Member States in a disproportionate manner.

1 28" September 2011.
2 Based on BDRfiguses fart2@l6 ($16,242,256 million in 2010 according to the IMF).

Impact Assessment (pg5352) ; Barclays Capital OFTT: A Taxing problem6é6 (Octob
for 2010 ($16,242,256 million in 2010 according to the IMF).
“* Based on Eurostatds GDP figures for 2010 ($16,242,256 million in
® http://ec.europa.eufinternal_market/financial -markets/docs/clearing/first_giovannini_report_en.pdf
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The Commission also aims to discourage speculative trading activities and to curb undesirable
market behaviour through the FTT. More importantly, in light of the recent financial crisis, it is felt
there is an increased need to take adequate measures to ensure that risky financial de cisions that
led to the crisis are discouraged.

An analysis of the academic research available (see section 2) demonstrate s that the proposed FTT
is likely to lengthen holding periods appreciably. T raders that operate on a high turnover strategy
and extremely thin profit margins could find that the tax adversely undermines the viability of their
operations. While t he proposed tax would certainly affect the profit margins of almost all investors
the impact on the EU fund industry as a whole would be detri mental.

Our analysis concludes that a tax that reduces or eliminates such tr ading activities would reduce
liquidity, impede price discovery and increase the price impact of trades . The proposed FTT would
also create unintended investment incentives , undermining sound asset management practices such
as diversification, proper hedging and efficient execution. The incentivi sation of investment in
ariskier d alternatives such as derivative instruments (forcing asset managers to undertake greater
levels of risk to deliver the same level of return to investors as they had done previously) could
negatively impact portfolio performance for pension funds and more conservative fixed income
portfolios. There would, therefore, be the potential for such risk management  procedures to leave
market-makers with higher risk, increasing spreads in the markets and declining liquidity, all of

which would under mi ne the FAauffidest tadomplersdteyfor otleer lostai s e

taxes.

Sudies indicate that a FTT oould also lead to a reduction in the level of investment in the  real
economy and discourage corporate governance and long term engagement because investment
managers would invest less in equities and more in derivatives as a result of the bias ° in the
proposed rates. Again, as a result, the investment performance of pension funds could suffer
considerably.

Academic and empirical evidence (see section 3) also strongly suggests that implement ing the
proposed FTT could cause a significant reduction in asset prices, widen spreads, hinder efficient

price discovery, increase market volatility and , most importantly, lead to transaction migration

away from Europe.

The effect on the foreign exchange market would also be dramatic ; due to the widening of spreads,
even a very small tax would significantly alter the  manner in which participants operate in the
foreign exchange market. Trading strategies necessitating frequent trades would be significantly
affected by the proposed transaction tax, leading banks to deal with the market in an entirely
different way instead.

It is also highly likely that the proposed FTT would cause both the migration of business away from
EU as well asits transformation into less transparent ( and arguably more systemically &dangerousd
forms. Sudies examining similar tax levies introduced in the past in various jurisdictions reveal
significant and irreversible trade migration away from the countries implementing the tax  and to
more favourable tax jurisdictions .

Introducing an FTT on a unilateral , EU-wide basis’ appears to carry very substantial risks from
which the EU financial sector and the EU economy may find it difficult to recover.

The proposed FTT rate on equities is 10 times that on derivatives.

" The proposed tax is EU wide only.

r
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Introduction

The idea for an FTT has gained momentum among some G20 countries since the onset of the

recent financial crisis. The injections of public money in financial institutions during the crisis

prompted governments to consider recovering these costs from the financial sector. During their

September 2009 meeting at Pittsburgh, the G -20 leadersre quest ed t he | MF t o expl or ¢
options countries have adopted or are considering as to how the financial sector could make a fair

and substantial contribution toward paying for any burdens associated with government

interventions to repairthe b an ki ng sTheidea ofiintfoducing a euro-wide FTT was brought

to the fore in recent policy debates, when the possible introduction of such a tax was discussed

during the 2011 IMF/World Bank annual meeting (September 23™&5" 2011).2

A. What is the prop osed FTT?

The Commissionhas outlined plans for an EU-wide FTT that, provided it receives approval from all
27 EUMember States, would take effect from 1 *' January 2014. The tax would be payable on all
transactions of equities and bonds at 0.1 % of value and on all derivatives transactions (both
exchangetraded and OTC) at 0.01% of value calculated on the basis of the notional underlying

value. Further, the FTT would be levied when at least one party to the transaction is a financial

institution and either that party or another party to the transaction is established  within the EU °.

Reference has often been made to this current proposal being based on an earlier financial tax
advocated by Professor James Tobin. However, Tobin (and his co-authors o f t h élwopcaspser 0
for sand in the wheels of international finance 6*°) proposed the introduction of a global FTT that

was aimed solely at foreign exchange transactions. Their paper described two situations in which

such an FTT might be beneficial:

1. Use of an FTT as an effective tool to reduce short -term exchange rate volatility.
2. AnFTT as a means to prevent speculative attacks on currencies.

In contrast, the proposed FTT would exempt all spot foreign exchange transactions ** so that it
would not reduce foreign exchange volatility or prevent speculative attacks in the foreign exchange
market.

B. To which institutions is it applicable?

The term oOofinanci al institutiond includes: banks, c
undertakings, pension funds, units or shares in collective investment funds and their managers 0

including for UCITS and alternative investment funds (AIF); in addition, securitisation SPVs and

other special purpose vehicles and certain leasing companies are included. *?

Finally, a person carrying on deposit taking, lending, providing guarantees, finance leasing or
participating i n f i n asiguificamtl activity im terms ofevolan®e oravalue af o
financi al t waald slsoc liei treatesl éas a financial institut ion'. However, central

counterparties for clearing houses, securities depositories, the European Financial Stability Fund

and oany international financi al i Member Sateswhichnhase st abl i ¢
the purpose to mobilise funding and provide financial assistance to the benefit of its members that

Note: The proposed FTT is a not a Tobin Tax since spot foreign exchange transactions (central to the Tobin Tax thesis)

are specifically excluded from this proposal.

® Financi al Sect or TFEportatha Go-20:andBackgrolintdaiesial (Reptember 2010), Chapter 8, Pg. 145

10 §Two cases for sand in the wheels of international finance 6 , The Economic Journal, VB 105, I ss
172.

In this, it is inconsistent with the objectives of the Tobin Tax.

2 Directive, Article 2.1(7)

13 Directive, Article 2.1(7)

11
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are experiencing or threatened by severe financing p

ofinancial institutiond and hence exempt from

C. Towhich financial instrumentsisita pplicable ?
Financial transactions that fall within scope for taxation are:

0 1 The sale and purchase of a financial instrument before netting or settlement, including
repos and securities lending agreements.
2. The transfer between group entities of the right to dispose of a financial instrument and any
other operation effecting a transfer of risk  associated with that instrument.

t

he FTT

3. Thedconcl usion or modi ficationé of der iivoanbdd v e s agr

modification6 ar e not further defined in the Diredt.:

the supporting documentation produced by the Commission). The entry into a derivative, any
change in its terms, any extension or close out of a deriv ative, whether cash -or-physically-
settled would appear to fall within these concepts and therefore fall within the scope of FTT.
Certain types of derivatives, such as variance swaps, reflect daily price changes based on the

vV e an

closing price of the underlying pr oduct , which coul d avogludbleyd b e ns ai

daily basis.6

However, oal l transactions in which private individue

scope of lLdaes, deposits, gpot foreign exchange transactions, physical commodities and
emissions credits are exempt from the tax, too. Finally, primary market transactions are also
excluded from the scope of FTT *°.

The tax would be applied on the basis of residence, with two conditions to be m et for a financial
transaction to be within scope:

1. Atleast one party to the transaction must be established in the EU;
2. A financial institution ( established in the EU) acting either for its own account or as an agent
must be a party to the transaction.

Therefore, a non-EU financial institution (based outside the EU) entering into a financial
transaction in which one part y is an EU established company would fall within the scope. The non-
EU financial institution would be liable for any FTT due, with the E U corporate counterparty being
jointly and severally liable.

However, a financial institution will be exempt from the  proposed FTT if it can show that it should
not be treated as being established in the EU, by proving that there is no link between the
economic substance of the transaction and the territory of any EU Member State.

It should be noted that this could prompt non -EU banking groups to avoid the proposed FTT by
incorporating treasury companies outside the EU. When non -EU financial institution s enter into
financial transactions with such treasury companies (established outside the EU), they will be
exempt from the FTT.

Box 2 in the Appendix to this paper illustrates the likely impact of the proposed tax (and associated
effective tax rates) on various financial transaction scenarios (involving equities, bonds or
derivatives).

14 Europa Press Released Common Rul es for a Financi al Transacti on ZDH) ;

page 2.
15 Directive, Article 1.4

Frequer
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1. How would the FTT impact the EU GDP and what is its revenue ra ising potential?

In an environment where economic growth has virtually halted in the euro -zone, a measure that is

likely to negatively impact the EU GDP should be given further consideration . The Commi ssi onds
Impact Assessment itself estimates that the po tential impact of the tax (at a rate of only 0. 1%on

securities, but excluding the derivatives markets ) on the EU GDP range from a possiblereduction in

future GDP growebh™® by . 386 deperdlibg on whether mitigating effects

fromthe FTTds design are factored into the calculations ¢

The Commission estimates that the proposed tax will raise approximately G 2-83bn in revenue
annually (depending upon whether deriv atives trading reduces by 70% or 90%) However, t he FTT0 s

revenuer ai sing potenti al should be assessed in |Iight of
tax86s negative i mpac timpactnof subhea tak bthustGB BxaminEd teking into
account its effect on t he EU®G6s ability to.Ataxdtha suoceshfdly raisea x es al

significant tax revenues (in isolation) may well alter the behaviour of market participants in a way
that reduces overall tax revenues and , therefore, should be avoided. Indeed, the proposed FTT
could reduce overall revenues through unfavourable changes in the specifics of market
arrangements (affecting trading frequency and/or market spreads ).

Tax revenues collected from the financial sector depend s substantially on the specifics of market

arrangements affecting trading frequency. Since greater trading volumes (and trading values)

render greater tax revenues, all other things being equal , a trading environment that encourages
continuous trading would produce greater tax revenue
with reduced t rading volume. In fact, a World Bank Policy Research Working Papet® published in

2009 reports that a FTT can substantially lower overall tax revenues precisely because it could lead

to market arrangements shifting frbm. ctdat ngubdbos mat a di

the paper illustrates how, owhen new information arr.i
portfolio (of any class of assets) both of informed and uninformed investors can be very
considerabl e (cf. O 6 H a ontinpous 2fl6w) 8f) inforanatidn in the ntatket ¢
necessitates repeated re -adjustments of dealer inventory and portfolio rebalancing, the imposition

of a FTT could Il ead to such a shifto.

That World Bank paper concludes its study of FTTs by finding that such a tax would be a

0di s app o ¥ beacanse reven if the tax base ?° were large, it would be concentrated in a small

number of countries, reflecting the dominance of multiple technical transactions among wholesale

financial market participants as they manag e the risks of acting as market-makers in foreign

exchange and securities trading. The paper finds that even a small FTT would lead to market -

makers changing their method of handling risk in a variety of ways that would sharply reduce the

volume and total valu e of transactions. There would, therefore, be the potential for such

alternative risk management procedures to leave market -makers with higher risk, increasing
spreads in the markets and declining liquidioy, al |l
raise revenue enough to compensate for other lost taxes.

% Based on Eur os$far20G($16PP,256 rmilion in 2010 according to the IMF).

" Impact Assessment (pg 515 2 ) ; Barclays Capital OFTT: A Taxing problemé (Octob
for 2010 ($16,242,256 million in 2010 according to the IMF).

8 World Bank Policy Research Working Paper #5230 (2009).

Y 9Al though conditions are better t himsedfimangal trafsactionsttax, @xpéctatiorso duct i on

for such a tax are | ikely to be di s ap paper#5230 (006), Pg/@3.1 d Bank Policy

Measured by the total value of automated payments transactions or broadened to include the gross nominal value of

derivatives transactions.

20
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2. What are the objectives of the proposed FTT and what are the potentially positive
outcomes of the tax ?

Many studies™ have examined the design, feasibility and effects of FTTs. Close attention should be
paid to the specifics of the design of any proposed FTT in order to ensure that intended objectives
are achieved while avoiding unintended harm and preventing the dilutio n of efforts to promote
economic recovery in the EU. In light of the recent financial crisis, there is an increased  public call
to take adequate measures to ensure that risky financial decisions that led to the crisis are
discouraged.

The idea of introduc ing an EUwide (or even a global) FTT has therefore received heightened
attention recently. Several G -20 countries already use some version of a FTT. Discussions on the
merits and possible pitfalls of an appropriate FTT at the global level should be suppor ted.
Admittedly, technological advances in the electronic tracking of transactions have how made easier
the execution and implementation of such a FTT on organised markets, trading platforms,
settlement/delivery systems, clearing houses or trade repositori es. These advances would also
minimise the administrative costs associated with collection.

The Commi ssionds proposal outlines a few broad obj ec
introduction of the tax:

A.
i. The financial cris is that unfolded durin g 2007-08 required substantial public financial support in
the form of state bailouts (an estimate of the cost of bailing out the financial system across the
EU reports a figure of approxi matel ynEGWde&TTtoni | | i on)
equities, bonds and derivatives to be a viable revenue -raising tool in an attempt to recoup part
of these costs.

i. The proposed FTT would 6l evel the playing fieldd wi
the different sectors of the EU economy. The Commission believes that the financial sector is
currently relatively under -taxed, pointing to the Value Added Tax (VAT) exemption currently in
place for the sector (the EU Tax Commissioner Algirdas Semetéhas said that the measure would
del i ver mtar iflaitri wm from t)he financial sectoré

Among arguments in favour of such a tax, the proposition that the FTT would serve as an additional
source of critical tax revenue appears to be prominent. An analysis by the UNO #\dvisory Group on
Finance® reports that while the capacity of the tax to raise revenue is highly sensitive to its design,
estimated revenues are consistent, even with a small tax rate. That study asserts that such
additional sources of revenue do not draw from other developments or other sources of financing.

However, the AGFstudy emphasises the need for a global implementation of such a tax (as opposed
to EU-wide only) and describes global implementation as a necessary requirement to prevent
avoidance of the tax and a progressive shrinking of the tax base and also critical to avoid
undermining the importance of liquidity and legal security requirements.

There is much evidence (see section 3) pointing to the significant trade migration witnessed by
countries that introduced a FTT in the past. The migration of trading volume to lower tax
jurisdictions has often been significant and irreversible.

Z (i) Commi ssi
(ii) 1 MF st
2010).

(i) The Task Force on International Financial Transactions and Development (July 2010)
Z oWor k St r eaanne i5alo Nl rRinms a cUND ddvisofly &roup ErFFindanped2011)

on staff working document: ilZ210nnovative financing at
ff

a document : 0OA fair and sibnsttearnitm arl e pcoorntt rfi doru tti ben @
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Assertions that the financial sector in Europe is currently under -taxed are not supported. The
Commission and other proponents of the tax refer to the VAT exemption provided to the financial
sector as support for the imposition of the FTT. However, it can be argued that the VAT exemption
represents an additional cost to the financial sector and not a benefit. Financial institutions often
incur significant VAT on acquiring inputs, an irrecoverable cost to them because, as a result of the
VAT exemption on the sector, they cannot recover the VAT cost.

The Commi ssionds | mpact OABlesexmeehnt repomths chhatppl yi
financial sector would raise additional tax revenues and & consequently & the extent to which the

exemption constitutes a tax advantage for the financial sector is an unsettled empirical

question®6 .A study?* prepared for the City of London Corporation examine d the impact of the VAT

exemption on the financial sector of the United Kingdom and concluded that thisi rrecoverable VAT

represents 0a significant cost 6 for the UK financial sector. It can therefore be argued that the VAT

exemption serves as an additional burden for the financial sector and that the economic benefits

that would accrue to the sector as a result of the abolition of the VAT exemption would be

considerable.

Arguably, the objective of policymakers in introducing the VAT exemption for the fina  ncial sector
was not to ameli orat e .Ihskead itsvascrécognises that aWAT bnufinadcelin
institutions (and on the financial sector, in general) would eventually be passed on to small
investors through collective investment schemes. The refore, and as confirmed by the Abbey
National Case (C-169/04)%, the exemption was originally provided to avoid imposing a tax on
savings of EU citizens.

B. The Commission views the proposed FTT as a potential tool to discourage risky and speculative
trading. The tax would be levied on a party (located within the EU) each time it enters into a
transaction involving the purchase or sale of an equity, bond or derivative. It would discourage high
turnover of trades by associating higher transaction costs with a greater number of transactions.
Proponents argue that the tax would thus lengthen holding trading periods® for securities by
rendering shorter-term or more active trading strategies less profitable. Since shorter term
investing is considered by some to cause security prices to move away from fundamental
conditions, to diminish the average trade size, reduce equity liquidity and accentuate volatility
proponents believe such an FTT would red uce financial market risk and harmful speculative activity
by curbing such trading practices.

Proponents of the FTT make the argument that, as trading volumes have multiplied in size, high -
frequency traders (HFT) have been increasingly viewed as a source of market instability and

systemic risk. They maintain that the FTT will enhance financial stability, by reducing the market -
destabilising effects of speculative short -term trading, through the imposition of a severe penalty

on investments with short -term horizons. For instance, the average annual return on the S&P500
index is approximately 2%%" and a FTT of 0.1% on a passive investment in the S&P500 indexwould
consume 100% of the investmentds profit for dashe init.i
before the interest earned on the investment will recoup the cost of the proposed FTT %

23
24
25

Impact Assessment, Volume 6: Is the Financial Sector Undertaxed? Pg. 2.

Prepared for the City of London Corporation by PwC (December 2010)

4 May 2006; in particular, see point 62. Al so see:

http://curia.europa.eufjurisp/cgi -
bin/gettext.pl?where=&lang=en&num=79939495C19040169&doc=T&ouvert=T&eance=ARRET

The holding period is defined as the real or expected period of time during which an investment is attributable to a
particular investor. In a long position, holding period refers to the time between an asset's purchase and its sale. In a
short sale, the holding period is the time between when a short seller initially borrows an asset from a brokerage, and
when he or she sells it back - in other words, the length of time for which the short position is held.

Calculated as the average return on a passive investment in the S&P 500 index from January 1 2000 till December 31
2010.

It would take approximately 18 days for an asset with an expected annual return of 2% to earn 0.1%.

26

27

28
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Therefore, as the investment horizon (of such an investment) increases, a smaller fraction % of the
holding period would be spent in recovering the cost of the FTT.

As detailed in section 3, empirical evidence exists to support strongly the hypothesis that the
proposed FTT would deteriorate market liquidity and therefore widen spreads.  Such evidence

suggests that, contrary t ous ak thésetbadeesfprovidd aneanikgflT i s 6 s ¢
liquidity to market participants such as pension funds, thereby lowering their transaction costs
(through reduced/ narrower spreads). I n fact, over a

is provided by HFT firms®* and a tax that significantly reduces such a large portion of that turnover
would also negatively impact other market participants significantly.

A study® analysing the effects of HFT (on 26 NASDAQIisted stocks) reported that these traders

helped reduce the price impact of a 100 -share trade by $0.022 and that of a 1000 -share trade by

$0.083 thereby improving the mar ket 6 s absor pt irepoet® also points totatyleast Anot her
two studies® that find evidence of algorithmic trading and HFT having narrowed bid -ask spreads

which has benefited all market participants, including pension funds. Consequently, reduction of

the trading volume offered by these ma rket participants could negatively affect market

participants due to increased bid -ask spreads.

More generally, proponents of the proposed FTT believe that the financial and shadow banking
sectors have grown to an undesirable scale and consequently are detrimentally pro -cyclical and
dangerously decoupled from the real economy. Some economists argue that the global financial
sector is hyper-inflated ®*. One report details that the regulation of the financial sector must

i ncludesioziinggh tf i n amgche BTT astherdicalrstefbtowards the prevention of future
financial crisis. * Those in favour of the FTT also point to the reduced share of wages in GDP and an
increase in profits as having negatively impacted long -term growth and unemployment by
diminishing aggregate demand.*® Accordingly, they believe that a FTT would assist in reducing the
size of these sectors, mitigating their procyclicality and establishing a strong relationship between
the financial sector and the real economy *.

However, such an assessment of the financial sector ignores the importance of these sectors as
major contributors to tax revenues as well as being important sources of employment. A detailed
study®® strongly refutes the proposition that the UK financial services sector is  under-taxed and
provides evidence to support the view that the sector is a chief contributor to total UK tax
revenues. That study estimates that for 2010 the f i
contribution of £53.4 billion, which is 11.2% of tot al government tax receipts, from all taxes, for
that year... The [financial services sector] remains the largest sector paying corporate tax in 2010,
ahead of oil and gas companies operating in the North Sea... [Furthermore], the financial services
sector employed over one million workers at March 2010, which is a significant part (3.5%) of the
total UK workforce. We estimate that the sector generated total employment taxes of £24.5bn in
2010 (including both employers and employees NIC and income tax deducted under PAYE).

Empl oyment taxes are therefore an important part of t
2 For example, if the holding period is 36 days, the FTT woul d consume 100% of the investmentd
hol ding period. On the other hand, if the holding period is a

profit for 5% of its holding period.

Haldane, 2011: http://www.bankofengland.co.uk/publications/speeches/2011/speech509.pdf

%1 Brogaard (2010)

% Haldane, 2011: http://www.bankofengland.co.uk/publications/speeches/2011/speech509.pdf

% Hendershott et al (2010) and Hasbrouck and Saar (2011)

% As per the Europeans for Financial Reform (March 2010), o[f]ina
recach70 ti mes world GDP in 2007, when this ratio was only 15:3 in

% Warwick Commission (2009), pg. 33.

% Europeans for Financi al Reform 0Fihgohw ianngd fwhwareh@OEQ)Insanci al Transac

%7 Europeans for Financial Reformd Fi ght i ng for a Fi n-dnwi alndT WiMper2o10jl &n T a x

% Prepared for the City of London Corporation by PwC (December 2010)

30
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C. By reference to undesirable market behaviour caused by implicit guarantees ( émoral hazardd),
improperly managed and unsupervised automated trading, distorted debt -equity choices (excessive
leverage), excessive executive compensation schemes encouraging risk-taking, complex products,
counterparty risk and economic rents, the Commission believes that the proposed FTT would also
reduce incentives for excessive risk -taking, address specific risks posed by automated trading,
reduce leverage, avoid distortions within the EU, ensure efficiency of the measures, safeguard
relative competitive positions w ithin the EU and avoid double taxation.

Proponents of the FTT believe that the impact of such a tax would minimally affect asset prices.
One estimate® is that the impact of the introduction of a FTT of 0.01% (one -tenth the proposed
FTT) on the German stock market index would lead to a decrease of merely 0.45% of market value,
indicating that such a tax would have little or no negative effect on stock prices across the EU. The
IMF* has also reported that a 0.01% FTT in the US would increase the cost of capital ( for corporates
with taxed securities) by only 0.0029%60.0036%. However, several reports (as detailed in the
following section) strongly contradict these findings, suggesting much steeper declines in stock
prices across the EU (as already confirmed by the sharp declines in stock prices withessed across
the EU on the announcement of the Commission FTT proposal) and much sharper increases in the
cost of capital for European firms as a result of a FTT.

D. The proposed FTT also seeks to achieve greater harmonisation and avoid fragmentation in the EU
financial services sector. While it might be possible that a FTT could potentially achieve better
harmonisation, the same could be achieved through other current tax and non -tax, regulatory
measures

It seems that the significant number of regulatory proposals recently adopted or to be adopted by
the EU institutions will already tackle, in a more precise and targeted way, the market failures
described by its proponents as the r ai s o n fal thé FTW.dJnless one considers these efforts
superfluous or ineffective, imposing an FTT to mitigate prudential or systemic risk concerns on top
of the regulatory intervention could be suboptimal.

The proposed FTT, as designed, could lead to a significant decrease of cross border trading in the
EU, undermining the Single Market. The Co mmi s si on & s * shew that simplei egusty
transactions usually require a much longer transaction chain with one or more in termediaries being
interposed between a client and a trading venue in another Member Sate. These chains are
unlikely to be reduced by changes in business models as, often, there is only a limited number of
ways one is able to execute transactions on a cro ss border basis. Furthermore, the Commission
impact assessment does not contemplate the differences in financial market liquidity in the various
Member States. Indeed, the impact of the FTT on a smaller, less liquid market could be much more
severe, creati ng an uneven impact, draining of liquidity and raising the cost of capital from certain
Member States in a disproportionate manner.

Economic literature reviewed in the following section (section 3 ) also reveals a multitude of

empirical and theoretical ev idence that suggests that introducing the proposed tax would lead to a
reduction in the overall t ax revenues for me mber s (
Assessment a ¢he eepehue estinimied for dhe variants of FTT heavily depend on the

asumption on volume decrease and on the elasticity of remaining trade volumestothetax .*%6 Tha't
assessment also admits that it could lead to a reduction in the EU GDP by 1.76%. *® As the following

section elicits, there is a strong possibility of a non -trivial volume of financial transactions

migrating away from Europe. Given the fragile economic condition of the EU at present, against a

® 0Financial transactions tax: smal/l is beautiful 6, by Z. Darvas a

“ oDraft Final Report for the Group of Twenty Ministers on a Fair
IMF, May 2010.

41 http://ec.europa.eu/internal_market/financial -markets/docs/clearing/first_giovannini_report_en.pdf

Impact Assessment, paragraph 7.8.
Impact Assessment, paragraph 7.8.

11



AIMAResearch Noted Financial Transaction Tax: an assessment of the
European Commi ssionf6s proposed Finan

Alternative Investment
Management Association

background of a slowdown in economic recovery and the possibility of a double -dip recession, the
proposal for an FTT should be reconsidered, in light of these negative forecasts.

Evidently, arguments in favour of the FTT that describe the tax as a strategy geared towards
promoting long -term growth and job creation should be given further consideration in light of the
evidence to which we draw attention.

3. What are the potential downsides of the FTT?

Theoretical and empirical evidence strongly suggests that the proposed FTT will likely have several
undesirable effects and potentially severe consequences, if implemented.

First, the proposed FTT will likely cause a significant reduction in asset prices.

Theoretical models generally report that higher transactions costs (including transaction taxes) are
associated with lower asset prices* because investors require a higher return from holding
securities associated with higher costs, bidding the price down. The IMF, in its report to the G -20 in
September 2011, concludes that higher transaction costs therefore raise the cost of capital for
corporations with taxed securities b ecause increased transaction costs and decreased liquidity in
the secondary market can make it less attractive for investors to subscribe to new levels of primary
equity issuance.

The magnitude of the reduction in asset prices which would be caused by the proposed FTT

depends not only on the magnitude of the tax rate itself but also on the  average length of the

holding period of the asset. According to the a forementioned IMF report, the shorter the average

holding period of an asset, the greateristheimp act of the tax on the security:
for short holding periods (for example, one day), the IMF predicts the likelihood of even a very low

tax rate of 0.01% causing a 50% reductionint he securityds valwue. On the oth
hol ding periods (for exampl e, 10 years), the reporteq
0.50% FTT is quite small at 1.4%. Therefore, evidence suggests that the effect of the proposed FTT

could be significant as investors would face strong incentiv es to reduce short-term trading as there

would be a strong incentive to hold stocks for longer periods. Very short -term trading (one -day

timescales) would therefore be affected the worst.

Consider the case of a hypothetical stock in the S&P500 index with a holding period that equals the
average holding period of the S&P 500 index (equal to nearly three and a half months *°). In other
words, the time between the purchase and the sale of this stock has been on average
approximately three and a half months (in the year 2009). According to the IMF3 s r getheoOrl?%
tax rate proposed by the Commission would reduce the market value of this stock by 7.60% and
increase the cost of capital (for the company issuing the stock) by 0.25% “*%’. These theoretical
assessmens of FTTs by the IMF are also supported by empirical evidence. One report* found that a
1% tax on Swedish equities in 1983 resulted in an average decline of 5.30% in the value of the
Swedish Index (OMX) in the 30 days leading up to the introduction of the tax. Another®® study
estimates that abolition of the 0.50% UK Stamp Duty would increase equity prices by 7.20% and
reduce the cost of capital (for corporates) by 0.66%.80%. Using the standard deviation theoretical
model, a different study *° estimated that, if the existing UK Stamp Duty of 0.5% were abolished,

43 Kupiecs, 1996; McCrae, 2002

% IMF (September 2011)

% IMF (September 2011)

% The | MF (September 2011) also finds that an STT of 0.05% or | ess
because the STT would lengthen the average holding period of securities, especially for large cap stocks, reducing the

overall impact of the STT on security values and capital costs.

For a more detailed analysis see Table 2 in the Appendix.

48 Umlauf, 1993

" Oxera, 2007

0Stamp Duty on Shares & its Effect on Share Pricesdé The I nstitut

47
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the increase in share prices would be a function of its turnover rate and dividend yield and, more
specifically, that othe higher t 3tanpbDutyevouldeesavediof t r an s
the future by shareholders as a result of its abolition, and the higher is the predicted increase in

the current share price. This basic prediction holds for cuts in the rate of Stamp Duty more

generally, provided the turnover rate increases less than proportionately as the rate of Stamp Duty

i s reduatesdt.ubdym™s predi cti ons have been summarised in
paper. Another study ** found an elasticity of share price with respect to transaction costs of .23

(in the UK), implying that the 1984 reduction in the Stamp Duty rate from 2% to 1% would have led

to an 8% rise in share prices.

Second, as mentioned previously, empirical evidence also exists to support the hypothesis that the
proposed FTT would deteriorate marke t liquidity and therefore widen spreads.

An increase in transaction costs in the form of a transaction tax on equities, bonds or derivatives

negatively impacts profit margins for those participating in transactions involving these securities.

As a result, investors or traders would face greater incentives to reduce turnover , in addition to the

total value of transactions causing a decrease in market liquidity > and widening of spreads. More
specifically, the extent of t h eduedte am m@ease inite a secu
transaction costs faced by i nvrading wolume @lastckyidiee on t he
trading volume elasticity represents the expected percentage change in volume traded as a result

of a percentage change in the tax ra te. A negative elasticity in th e case of the proposed FTT would

mean that an increase inthe taxr at e woul d | ead to a decrease in the s

A report >® has shownthat a sharp drop in trading volumes occurred in Sweden in 198 9 due to the
introduction of a 0.002% to 0.003% security transaction tax (STT) on bonds. During the first week of
imposition of the tax, bond trading volume fell by about 85% ( from its avera ge during the summer
of 1987). Trading in futures on bonds and bills fell by about 98 % over the same period. Trade in
options essentially disappeared. In contrast, the tax rate proposed by the Commission is three to
five times the tax rates imposed in Sweden and, consequently, its impact could be significantly
worse.

Generally, studies indicate that the magnitude of a STT and the breadth of its base are two critical
factors determining stock market trading volume elasticities & and particularly, that broader bases
and lower taxes lead to lower elasticities.

Third, an FTT is also likely to hinder efficient price discovery **.

Reduced trades would cause market participants to incorporate new information at a slower  pace;
leading to greater autocorrelation of returns * (a symptom of inefficient price discovery). One
study®® confirms this in the case of Japanese stocks that experienced reduced autocorrelation of
returns in 1989 when a decision to reduce a STT was made public. In fact, the autocorrelation of
returns of Japanese equities was brought more in line with that of untaxed Japanese depository
receipts trading on the US markets after th at announcement. A separate report, in 2006°’, found
similar results with respect to transactions in Chinese equities.

®® Jackson and O&8Donnell (1985)

52 Amihud and Mendelson, 1992; Kupiecs, 1996

% Froot and Campbell, 1994

“ 6Price discoveryd i s aveid ifinarcidl markets indorporage the effecs af nelw ynformation into
asset prices. (Froot and Perold, 1995; Frino and West, 2003)

Autocorrelation is defined as the correlation between observations of a time series with lagged observations  of the same
series.

% Liu, 2007

57 Batalgi et al, 2006

55
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Fourth, while one of the stated objectives of the proposed FTT s to reduce market volatility, it
can be argued that an increase in financial transaction costs (for example, by an STT) would
instead lead to an increase in market volatility.

Although empirical evidence examining the relationship between volatility an d transaction costs
usually focuses on short-term price volatility and report s no effect of transaction costs on volatility,
in some cases a positive effect is noted. For example, two reports 8 find no consistent relationship
between volatility and transact ion costs, yet there are several reports® which find a positive
effect . Most notably, the IMF (in its September 2011 report) finds that, while the net effect of an
STT on volatility depends on market microstructure and the composition of trading, it could well
cause an increase in price volatility.

The IMFalso considersthat the STT may suppress activity asinformed traders and arbitrageurs push
prices away from fundamental values. ® Other studies suggest that reduced trading volume and
market liquidity increase the price impact of trades. In assessing the impact of transaction costs on
the formation of asset ¢&oubblesg the IMF (in its September 2011 report) also concludes that
Ot hough transaction costs may play a nrecléady notma
deci si ve f BJEaddsrthatta low frage STT may slow the upswing of an asset cycle (during
the formation of an asset bubble) due to reduced transaction volume but, on the other hand, it
may even reduce the pace of price correction.

Fifth, a decline in trading volume due to the proposed FTT is likely to contribute directly to the
loss of jobs.

As has been noted by several commentators and stakeholders, if implemented , a FTT is likely to
have disproportionate significance for the UK. The revenue raised by the proposed EUwide FTT
would be channelled towards supporting the EU budget ahead of providing support to Member
States. A 2008 study®? found that a broad -based tax on equities, bonds and all derivatives would
mean that the UK would contribute approximately 71% of the tax (see figure 1 in the Appendix).
The Corporation of London has estimated that approximately 80% of such a n EUwide tax would be
paid by London-based institutions. However, despite raising a significant portion of the EU tax
revenue, the UK would receive little of the benefit , clearly an unattractive proposition. T he success
of the City of London in establishing itself as a centre for foreign exchange transact ions stems, at
least in part, from its regulat ory and tax environment. A 2010 survey of currency trading conducted
by the Bank for International Settlements shows foreign exchange turnover in the UK reached more
than $1.9 trillion on a daily basis in 2010, accounting for 36.7% of the global total ( see Table 3 in
the Appendix).

The London Stock Exchange currently has the fourth largest domestic equity market capitalisation
in the world, after exchanges in the USA and Japan, but remains larger than those in other
European countries and in Hong Kong and Shanghai ¢ee Table 4 in the Appendix). London is also
the most active centre in the world when it comes to trading in  eurobonds. New eurobonds and
medium-term notes issued in London during 2010 were equivalent to £416.6bn.

The UK also has the largest financial derivatives market in the world , with an average daily
turnover in interest rate derivatives of just over $1.4 trillion , equivalent to 45.8% of the total ( see
Table 5 in the Appendix). Further, the UK has the largest asset management business in Europe,
accounting for just under a third of the entire market , calculated on a net asset basis. As many as

%8 Roll, 1989 and Baltagi et al, 2006

%9 Jones and Seguin, 1997, Hau, 2006 and Green et al,2000

% 3Financial Sector Taxat i e2m0: aThhde BlaMFkdgsr oRienpdo rMa tteor itahled ,G Ch

. On the other hand, the | MF (September 2011) also notes
spurious information such as past price movements) and therefore serve to stabilize markets (De Long, and others,
1990a; Froot, and others 1992).

52 Schulmeister
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50,000 people are employed in the UKds fund managemer
fund ind ustry), accounting for 0.7% of UK GDP in 20105

Professor Tim Congdon at the University of Oxford estimates that the proposed FTT would cost
London approximately one out of every four jobs in the City °®. Another analysis®® conducted to
estimate the impact of a FTT on New York City concluded that even a transaction tax that reduces
trading volume (at the NYSE) could impact the employment in the financial sector significantly,
costing 10,000 to 11,000 jobs ($2.5 billion in lo st wages). Additionally, the study also reported that,
due to the cascading effect of FTTs, the job losses in the securities industry could cause job losses
in other sectors as well. Overall, the report estimated that 23,000 to 33,000 private sector jobs (  in
New York) could be lost as a result of a FTT.

Sixth, and arguably the greatest risk of a n EUwide FTT, is the possibility of transaction migration
away from Europe (especially to New York , Hong Kongand Singapore).

As noted, the tax would be levied whenever at least one party to the financial transaction is
located within the EU. Thus, a firm located outside the EU (for example, in the US)  which trades an
EU equity, bond or derivative with another non -EU party would be exempt from the tax even
though a firm located within the EU would be taxed for trading not only EU equities, bonds and
derivatives but also international equities, bonds and derivatives. Besides the considerable
difficulty that the Commission would encounter in convincing international trading intermediaries
to bear additional administrative costs associated with collecting and remitting the tax back to
Europe, such a tax based on a residency principle is also inequitable .

As described in section 2, the territorial scope of the proposed FTT would strongly incentivise
derivative broker/dealers and other market participants to relocate outside the EU, to lower tax
jurisdictions. Consequently, other financial institutions would also be encouraged to relocate to
these jurisdictions. Gaining consensus across all G20 countries to adopt a similar FTT (in order to
stem migration) would be improbable and unrealistic given the complicated and lengthy process.

The migration of financial transaction volumes away from Europe could possibly lead to a greater
number of uncollateralis ed and weakly regulated transactions .

The Commi ssionds own i mpact assessment report predic:
would be that the volume of derivative transactions traded int he EU would decline by a range of

70% to 9®6. A decline in volumes traded of such magnitude is consistent with a 1993 report °®, which

concluded that a FTT introduced in Sweden in 1985 (and subsequently doubled in 1986) profoundly

caused trade migration to n on-taxed or lower -taxed jurisdictions. As a result, 60% of the trading

volume of 11 of the most actively traded Swedish share classes moved to London and 30% of all

Swedish equity trading moved offshore. By 1990, 50% of all Swedish equity trading had moved

offshore.

Other countries have also faced unfavourable consequences before eliminating similar financial
taxes. In 1974, the UK introduced a Stamp Duty of 2% levied upon registration of securities (not on
transactions per se); it was reduced to 1% in 1984 and to 0.5% in 1986. The market responded to the
introduction of the tax by switching from equity trading to trading in equity derivatives with similar
returns and trading in American Deposit Receipts (ADR3. Importantly, trade migration from
equities to ADRs or their foreign equivalents would also dampen efforts to regulate these
investments.

% The City UK Fund Management Research Report (2011):http://www.thecityuk.com/assets/Uploads/Fund _ -Management

2011.pdf

“ gCameron mu s t stand up against t he EU t ax t hat coul d dest
http://www.dailymail.co.uk/debate/article -2055634/A-financial -transactions-tax-disaster-Britain.html
“ dThe Stock Transfer Tax and New York City: Potential Employment

% Umlauf, 1993

15


http://www.thecityuk.com/assets/Uploads/Fund-Management-2011.pdf
http://www.thecityuk.com/assets/Uploads/Fund-Management-2011.pdf
http://www.dailymail.co.uk/debate/article-2055634/A-financial-transactions-tax-disaster-Britain.html

AIMAResearch Noted Financial Transaction Tax: an assessment of the

European Commi ssion®s

Perhaps, a potentially unintended consequence of the introduction of

rise of the
participants, in order to avoid paying the duty, reallocated their capital from equities to the CFD

(Contracts for Difference) market.

contract

proposed

Finan

Alternative Investment
Management Association

Stamp Duty in the UK is the
f or Wideh UKSeampeDuty was intffoduCde,Diajket mar ket .

CFDsare traded on the basis of the asset, rather than trading in

the asset itself, thereby affording a saving on Stamp Duty for UK traders. An analysis of the CFD
market published earlier this year ®' found that as much as 50% of the executable market in the UK
(or £1.5 trillion of UK equity turnover) over the last twelve months were conducted through CFDs,
which have increasingly become the investment vehicle of choice for professional investment fun ds.
The savings from trading CFDs as opposed to UK cash equities (which are subject to Stamp Duty)
can amount to 0.5% of total transaction value. However, CFDs carry (arguably) higher risks due to
the inherent leverage. Proponents of the proposed tax shoul d therefore consider the possibility that
the FTT might encourage investments to reallocate to riskier (and perhaps less regulated)
alternatives.

Overall, it is estimated ® that the UK Stamp Duty reduced equity trading volumes by as much as
50%°%° It is also estimated that the abolition of the 0.50% UK Stamp Duty would increase prices by
7.20% and reduce the cost of capital by 0.66%d.80% "

Switzerland also introduced a 0.15%Stamp Duty in 1994, which caused its mutual fund business to
migrate to Luxembourg and its eurobond and equity businesses to London. Subsequently,
Switzerland abolished its Stamp Duty, in order t o
its version of an FTT was similar; a 1993 study™ confirmed that 30% of trading in German
government bonds, 50% of trading in other Deutsche Markdenominated bonds and 80-90% of trading
in floating rate Deutsche Markdenominated bonds then migrated to London and, eventually, the
FTT was abolished. A study’® analysing the impact of the reduction in the
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However, the most dramatic development from introduction of a n STTwas in the US, where it led
to the formation of the euro -dollar market. Attempts to control capital exports and place other
regulations on the banking system resulted in the market bypassing US government control.

In line with these results, Westerholm (2003) also concluded that transaction costs and turnover
rates of shares are negatively c orrelated in Sweden and Finland .

The recent introduction of a Brazilian FTT also provides support for the
trade migration to low -tax jurisdictions. In October 2009, Brazil introduced a FTT of 2% on all

foreign portfolio investments. Consequently, foreign investors

in New York.

67

68
69
70

71
72
73
74

0Breaking Down the UK Equity

2011)

F nanci al Sector

Supra at 2.
Oxer a, 2007,

OA Securities
Liu (2007)

Baltagi, Li, and Li (2006)
Chou and Wang (2006)

0Stamp Duty:

Transaction

I ts

Tax:

Mar ket :

| mpact

Beyond

view that FTTs result in

reallocated capital to Brazilian ADRs

t

ra

Ger many i

Egxueecnuct ya bal ned LS wgaupi sdoi t(yT,a bDba rGkr «

and

t he

Taxat i om0 and BaekgrouMifViaterial RSeptenbet 20100 t h e

G

the benefits of
Insurers, City of London Corporation, Investment Management Association and London Stock Exchange (London).

Rhetoricéo

(Kupiec,

16

t

S

Wh i

/


file://aima-lon-sv05/research/Topics/Financial%20Transaction%20Tax/(IMF%20REPORT)%20Financial%20Sector%20Taxation%20-%20The%20IMF’s%20Report%20to%20the%20G-20%20and%20Background%20Material.pdf

AIMAResearch Noted Financial Transaction Tax: an assessment of the
European Commi ssionf6s proposed Finan

Alternative Investment
Management Association

Other empirical research ™ concludes that a low &Tobindtype tax will not curb speculation and a
high rate will significantly reduce liquidity. It is also surely suggestive that, each time a
transactions tax has been introduced in the EU, it has been subsequently abolished (with the
exception of the UK Stamp Duty). For an overview of all existing financial taxes around the world
today, please see Table 1 in the appendix at the bac k of this paper.

4. How would EU citizens (like pensioners) and tax payers be impacted by the FTT?

Jose Manuel Borroso, President of the Commission, discussing the FTT proposa) declared that it is a
oguestion of fairnesséo. He argued that EU t ax
guarantees to help the financial sector and that a transaction tax would serve to channel wealth

from banks to society. However, closer examination of tax inci dence reveals that the FTT is likely

to affect EU tax payers worst , by reducing savings and retirement income at a crucial point , when
Europeds pensioners, savers and househol.ds are still]l

payer

Not only would t he cost of the FTT be borne by EU taxpayers but the burden of the tax would be
much greater than that contemplated by its proponents. Tim Worstall of Forbes draws attention to
the é&cascaded effect of transactions taxes (originally explained by Sir James Mirrlees, Nob el
Laureate) °. Using the example (see lllustration A, below) of pasta purchased and consumed in the
UK and its various raw materials which are assembled in different parts of Europe, he argues that
before the final product (the pasta) reaches the hands of a European consumer, the various raw
materials of that product would be hedged by corporations in different countries in Europe. With
the proposed FTT, the same raw material s (for example, wheat) and the final product will often
undergo payment of the ta x several times over, through the hedging transactions undertaken by
those corporations across Europe. As a result, the cost of hedging, the cost of capital (for corporate
businesseg and the price of finished goods will increase. Additionally, those busin esses which
decide to avoid using financial markets to hedge the prices of their raw materials  will consequently
face greater risk , due to the fluctuations in the prices of those raw materials.

Moreover, as the cost of hedging increases, trading volumes of soft commodities w ould decline as

firms face greater disincentives to use the financial markets to protect themselves from price

fluctuations. Decreased trading volumes would cause price spreads to widen, further increasing the

cost of hedging and exacerbating the impact on the cost of capital and price  of finished products .
lllustration A: The burden of the FTT on EU consumers

Pasta
Drying & Tesco
Packaging (London,
Inc. UK)
(Madrid,
Spain)

Wheat Wheat Pasta
Mill Inc. Processing Extruding
(Rome, Inc. Inc.
Italy) (Paris, (Antwerp,
France) Belgium)

v

\ 4
\ 4
A4

Raw Materials:
A. Wheat
B. Eggs

Finished Good:
Pasta

Wheat Mill Inc. in
Rome hedges
their stock of
wheat and eggs.

Tax levied: 0.01%
of value

Wheat Processing
Inc. in Paris
purchases milled
wheat from
Wheat Mill Inc.
and hedges the
stock of milled
wheat.

Tax levied: 0.01%
of value

Pasta Extruding Inc.

in Antwerp purchases
processed wheat from
Wheat Processing Inc.

and hedges the stock
of processed

wheat/pasta.

Tax levied: 0.01%
of value

Pasta Drying &
Packaging Inc. in
Madrid purchases
extruded pasta
from Pasta
Extruding Inc. and
hedges the stock of
extruded pasta.

Tax levied: 0.01%
of value

Tesco’s buys large
quantities of dried
and packaged pasta
from Pasta Drying &
Packaging Inc. and
hedges the stock of
packaged pasta

Tax levied: 0.01%
of value

Effective tax rate: 0.05% of value

Note: The same raw materials are taxed five times, which will be passed on to the final consumer (at least to

some extent).

> Mende and Menkhoff, 2003

“ Forbes article (22 September2011), oCorporations Do Not Pay Taxe
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The UK Chancellor of the Exchequer, George Oshorne has also pointed out that the tax would be

borne by pensioners, not banks.”” The Dutch Algemene Pensioen Groep(APG, one of the wor|
largest administrators of group pension schemes, has declared that the proposed FTT would be a

dOtax on current &Rhd future retirees

lllustration B (below) demonstrates the cascading effect o f the FTT as proposed on a relatively
simple transaction by a unit trust (or pension fund, or similar) to acquire a security. When the cost

to the investor of acquiring units is included, the additional cost of the FTT becomes (if it was not
already) prohi bitive. It should be noted that there is also an opportunity cost as the unit trust or
pension fund will no longer lend out securities as the income earned, net of the FTT costs, is likely
to make it unprofitable. This represents a potentially valuable st ream of income foregone by these
entities.

lllustration B : Cascade Effect of the proposed FTT

Issue of units to investor and unit trust’s
purchase of underlying securities

Issue
of unitsf 0.1%

Clearing Clearing Clearing
m_' Broker member 7| system member Broker

0.1% 01% 0.1% 0.1% 01% (exempt) 01% 01% 0.1% 0.1% 0.1%

Y
Y
Y

Redemption of units by investor and unit
trust’s subsequent sale of underlying
securities

Clearing Clearing Clearing
Broker member 7| system member Broker

0.1% 01% 0.1% 0.1% 01% (exempt) 01% 01% 0.1% 0.1% 0.1%

Redemption
of units

Y
Y
Y

Lifetime effective FTT rate for investortherefore 2.2%
{on the unrealistic assumption the unit trust’s portfolio is static — in reality additional charges will
accrue throughout the life of the investment)

Note: Increased transaction costs due to the financial transactions tax (FTT) could resultin:

1. Discouragement of sound investment management practices (e.g., diversification and hedging).
2. The security holder forego ing income from lending securities.

This example assumes that trading behaviour/methods would remain unchanged.

7

0Tobin Tax is a tax on pensioners that wildl cost 1m jobs, says C
http://www.telegraph.co.uk/finance/personalfinance/consumertips/tax/8876977/Tobin -Tax-is-a-tax-on-pensioners-
that -will -cost-1m-job s-says Chancellor-George-Osborne.html

" oTobin Tax is a tax on pensioners that wildl cost 1m jobs, says C
http://www.telegraph.co.uk/finance/personalfinance/consumertips/tax/8876977/Tobin -Tax-is-a-tax-on-pensioners-

that -will -cost-1m-jobs-says Chancellor-George-Osborne.html
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Analysis™ of the incidence of the Stamp Duty implemented in the UK concluded that, in the long
run, such a tax will be borne by individuals , in the form of lower returns on their savings, higher

product prices due to lower investment or a combination of
the time of the announcement of the tax (or

both. That study also reported that , at

an unanticipated increase of the tax), the incidence of

the tax may fall | argely on existing sharehol ders
expected post-tax returns as are available on substitute assets that are not subjectto  Stamp Dutyo .
lllustration C below demonstrates the annual investment performance burden of the FTT on sample
portfolios as calculated by Blackrock ®. BlackRock has analysed the impact of the European
Commi ssionds FTT by applying t he sactioospradeedingRdld t ax r
in a selection of mainstream funds typically used for long term investing.
lllustration C: Impact on representative fixed income and equity portfolios
Annual Cost of the FTT
(bps)
Fund Type Active Current Total
Return Expense Ratio Cash
Expectation* (bps) Total Securities | Derivatives
(bps) (bps) (10 bps) (1 bp)

Fixed Income Euro ETF 0 20 8 8 -

Fixed Income Euro

Index 0 20 6 6 -

Fixed Income Euro

Active 50 54 25 21 4

Equity UK Index 0 40 1 1 0

Equity UK Active 100 40 6 6 0

Equity Global Active 150 75 33 33 0

Equity European Active 300 75 257 252 5

*Expected return above benchmark, gross of fees
Source: Pgs 4849 http://www.parliament.uk/documents/lords __-committees/eu -sub-com-
a/FinancialTransactionTax/FTTWrittenevidence.pdf ; BlackRock Risk andQuantitative Analysis (RQA)
As can be seen in the table, BlackRock estimates that the annual cost of the FTT for any given fund
is a function of the fundoés turnover (i.e., the vol
whether the fund trades cash s ecurities, derivative instruments or both. As one would expect, the
greater the volume of securities traded by the manager of the portfolio, the greater the FTT
burden. For example, the FTT burden on a fixed income Euro ETF fund would be 0.08%, while the
FTT burden on a fixed income Euro active fund would be 0.25% - over 3 times the FTT burden on a
fixed income Euro ETF fund not only because a fixed income Euro active fund is more dynamic but
also because unlike the fixed income Euro ETF fund, the fixed inc ome Euro active fund involves the
purchase and sale of derivative instruments in addition to cash securities. Similarly, the FTT burden
on an equity UK Index fund, an equity UK active fund, an equity global active fund, and an equity
European active fund have been estimated to be 0.01%, 0.06%, 0.33% and 2.57% respectively.
 9Stamp Duty oBf BSéaresn&Shase Pricesdé The Institute for Fiscal

80

Pgs 4849 http://www.parliament.uk/documents/lords

-committees/eu -sub-com-

a/FinancialTransactionTax/FTTWrittenevidence.pdf ; BlackRock Risk and Quantitative Analysis (RQA)
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Taking this one step further, they have estimated ® that in the case of a prudent 40 year old
investing 010,000 in a fhexrelk wiorud a@ime aac tnievae | yo ratlf, ®I0i00 ¢

original amount to the FTT by the time he/she were nearing retirement 20 years later. If the same

investorwast o i nvest 010,000 in a global equity fund, an F
expected returns by the t ime he/she reaches 60. More significantly, the same individual would lose

nearly 015,000 investing in a more dynamically manage
This is 50% more than what he/she originally invested. This analysis does not take account of the

FTT6s negative i mpact on the performance of the pensi

redemptions nor of the cascading effect of the FTT and therefore severely underestimates the
impact of the FTT on a pension fund holder.

5. The FTT would affect :

A. European institutional investors

The proposed FTT would affect European institutional investors by directly increasing the
transaction costs associated with the purchase and sale o f stocks, bonds and derivatives. Arguably,
small reductions in return s generated by pension funds, their dedicated investment funds and asset
managers would eventually accumulate into considerable reductions in final pension fund returns .
For example, a study by APG @dministrators of over 4 million pens ion participants in the
Netherlands), as noted, has estimated that the Dutch pension funds sector would have to pay EUR3
billion per year as a result of the FTT. Such a burden would equal approximately 5.5% of the total
tax revenues (EURS7 billion) which the Commission aims to collect.

As the proposal is currently framed, pension funds could be directly hit at least  twice by the FTT:
when the fund manager arranges a transaction on behalf of the fund and when the fund acquires or
sells that asset.

B. European fund managers

A FTT levied on the value of each transaction involving the purchase or sale of equities, bonds or
derivatives is likely to reduce the volume of th ose securities traded, as the higher the level of
transaction volumes the greater the increase in transaction costs for traders. Further, additional
transaction costs would affect the profit margins of all asset managers and investors. In particular,
the increased costs would particularly prove to be a burden for algorithmic traders , who seek to
benefit from a spread between the bid and ask price through a high turnover strategy and,
accordingly, operate on extremely thin profit margins.

Arguably, hedge funds operating on slim profit margins could cease to be viable as a direct result of
the proposed tax. An analysis® by platform provider TraderServe estimated that assets allocated to
6t ypi c aterth (nenktogh frequency) portfolios would migrate to tax jurisdictions outside the
EU if the FTT is implemented ® and that short -term trading is of general benefit as it usually
improves efficient transfer of risk between longer -term market participants.

TraderServe reported that in order to achieve the best execution for their investors , many
managers take advantage of systems which attempt to trade at the best bid or offer without
"crossing the spread" for at least a short period. Wider spreads (such as those experienced in lower
priced major stocks in Tokyo) typically mean that this type of execution improvement becomes
impractical as the lik elihood of getting to the front of the queue is so low. Therefore, when a
manager chooses to trade for its investors, it not only pay s a wider spread but would no longer have

8 Pgs 4849 http://www.parliament.uk/documents/lords __ -committees/eu -sub-com-

a/FinancialTransactionTax/FTTWrittenevidence.pdf ; BlackRock Risk andQuantitative Analysis (RQA)

8 The opinion of Mr. Nick Idelson of TraderServe.

8 An FTT of 0.01% would represent transaction costs on average of around 125% of assets per annum for these portfolios
which have a typical volatility of 15% per annum.
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the option for improved execution quality. The report concludes that investment m anagers and
other market participants would be incentivised to  hold positions past the time which their
professional judgement dictates because the effect of the FTT on short holding periods would be
substantial.

The FTT would also affectthereturnsof 60 safer 6 fi xed income portfolios be
in shorter -duration bonds, involving a greater number of transactions , and therefore facing greater

costs due to the higher turnover. Similarly, money market funds would suffer because they invest in

high-quality paper with short -durations. Specifically, it would eliminate large portions (if not all ) of

the profit margins of pension funds seeking market neutral returns through long -short strategies.

Funds emphasizing sound investment management principles that seek to reduce risk through

diversification or hedging will be exposed to greater risk as such measures prove to be heavy

burdens on profit margins, exacerbating the pensions shortfall currently  faced by many individuals.
Surprisingly, the Commi ssionbds <claim that the tax
contradicts the Commi ssionds own |I mpact Assessment wk
burden of such a FTT would be passed on to consumers, not banks or other financial institutions %*.

That | mpact Assessment finds that o0bankscorporateincohd e t o st
tax burden [on to their customers], depending also on the competitive pressure t hey f ace. 0

The asymmetry between the tax rates applied to stocks and bonds ( 0.19%9 and to derivative
instruments (0.01%) will incentivise investments in more complex alternatives (derivative
instruments). The proposed FTT, therefore, would reduce investment in the real economy and
discourage corporate governance and long term engagement if , as seems probable, investment
managers invest less in equities and more in derivatives as a result of the bias in the FTT rates in

favour of derivatives.

6. Could a transactions tax have stem med excesses leading to the recent crisis?

Results from the World Bank policy research paper in 2009 mentioned above suggest that an FTT of
the nature proposed by the Commission would not have succeeded in preventing the recent crisis
(caused primarily by the malfunction of the collateralised debt obligation ( CDQ markets, together
with the activities of the markets for securitized sub -prime mortgages and other derivatives -based
instruments) .

The World Bank found that an FTT would have no appreciable impact on the construction and sale
of mortgage-backed securities and their derivatives because th ose are typically buy -to-hold
securities and are not sufficiently liquid to be repeatedly traded on a minute -to-minute basis. Since
neither th e underlying errors in risk estimation nor the securities most intimately involved would
have been much affected, it is hard to see why an FTT could be expected to have a very significant
effect. Moreover, the revenue potential of such a tax would not be v ery promising. For example,
guarterly issuances of these securities peaked in 2006 -7 at around $100bn/quarter. A high fraction
of the total lifetime tax revenue from that issue would be approximately $10 million with a tax rate

of 0.01%.

Itis also hard to argue that a n FTT applied at a low rate would be effective in reducing the damage
caused by CDOs. A tax applied only to the actual premi a paid would have no effect on secondary
market trading , while a tax applied to the nominal volume of debt insured might be more promising
from a revenue point of view but difficult to apply in practice

8 Annex 9, pg. 37.
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Conclusion

AMAKs anal ysi s of t he Co nhwide $TTarydes agginstdhe ontoewttionEand
implementation of any such tax. As explained in sections 2 - 6 of this paper, empirical and
theoretical evidence concludes that a n FTT would largely fail to achieve stated policy objectives
and even prove to be counter -productive.

1. The Commi ssionds | mpact A sas a £anseguence o the propasede s t hat
financial transactions tax (at a rate of only 0. 1%on securities, but excluding the derivatives
markets), future EU GDP growth is likely to be in the range of -1.76% @ reduction of O 86bn)
and -0.53% of EU GDP & dec r e a s e86bn)¥; thé midpoint (average) of this range is
approximately -1.15% (a reduction of approximately 0186bn). In other words, the Commission
is proposing a tax that it expects will reduce GDP growth .

2. The Impact Assessment alsorecognises that the FTT would increase the cost of capital for
corporations across Europe, thereby reducing levels of investment °°.

3. It al so warns t hat t he FTT coul d have a ofar reach
investment projects. #6

4. Undoubtedly, the proposed FTT is unmerited and unfair in that the burden of the tax would fall
on those sections of society which did not contribute to the financial crisis but instead shared
the burden of bailing out the banking sector and aided in stabili sing the economy:

a. As detailed in section 5, economic literatur e (i ncl udi ng t he Commi ssi or
Assessmen} supports the proposition that, contrary to the Commi ssi ondsof obj ecti
recouping part of the costs of bailing out the EU banking sector through the FTT, the true
incidence of the tax is likely to fall on E U citizens and pensioners and not (as intended) on
financial institutions .

b. Consideration should also be given to the rationale for the financial sector 8 ¥ AT exemption.

As explained in this paper, th at VAT exemption was provided to the financial sector bec ause
it was recognised that the true incidence of VAT would fall on the final consum ers, i.e. EU
savers and pensioners.

c. Although studies have consistently shown that investment funds did not contribute to the
recent financial c¢risis, tadsepe@sethisesftndsonds proposal

d. Indeed, the burden of the FTT would be borne by both direct and indirect investors in
investment funds (including pension f unds) in the form of widened spreads, higher brokerage
fees or both.

5. Evidence also suggests thatsuch burden is also likely to be compounded by the t a xc@scading
effect because t he FTT will be applicable each time a stock, bond or derivative is purchas ed
and sold (units in collective investment veh icles are also not exempted from the tax). In the
absence of any mechanism that credits consequent transactions with the FTT levied earlier in a
series of princip al transactions, the effective rate of the FTT will be much higher than intended
(see section 5 for details ) and have a debilitating effect on the Single Market as cross border
trades involve longer transaction chains.

6. Arguments that suggestthat the impact of an FTT on EU citizens and pensioners can be reduced
ignore the impractical ity of such a plan, which would necessitate the implementation of
complex exemptions (contradictingt he Commi ssi onds c | aibmrelatietyt the t

85

Barclays Capital OFTT: A Taxing problemé (October 2011)

% 9The [FTT] may lead to a drop in share prices and thereby to an
Vol. 16).

8 1A; Vol. 1
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easy to implement) or a reduction of the tax rate significantly below 0.1% (thereby further
hindering the taxf6s ability to raise tax revenues

7. In summary, the academic review that we have presented concludes that the proposed FTT is
likely to achieve the se negative effects across the EU the FTT could cause a significant
reduction in asset prices, deteriorate market liquidity, widen spreads, hinder efficient price
discovery, increase market volatility, contribute negatively to the already grim employment
levels in the EU, reduce the level of savings and investments of ordinary EU citizens, erode the
competitiveness of European industries by increasing the cost of capital of EU corporations
and, most importantly, cause a significant and permanent migration of financial transaction
volumes away from Europe to preferred tax jurisdictions thereby decreasing the ability for EU
supervisors to control systemic risk.
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APPENDIX

Box 1 Key Highlights/Summary of Comments on the Proposed FTT

11" January 2011 : The Prime Minister of Italy, M ario Monti: "We are willing to back this initiative on
an EU level. The ideal situation would be to have it globally. It could make sense if it were among all
27 EU countries. I'm not sure if it makes sense only at eurozone level."

11™ January 2011 : German Chancel |l or Angel a Merkel: 0" We [t
in the euro zone but clearly as the head of a government, you need to have the agreement of the
coalition partners ... Therefore, when | spoke [in favour of the tax], | made it clear it was a personal

opinion. Everyone in the government is of the opinion [that] we should [try to get it] on the basis of 27

[EU member states]. We will negotiate that until March. There is no agreement [in the coalition] on the
question of an introduction in the euro zone and therefore the government cannot represent that
position, no matter what | said before." -(CAresugpatu
onyEUwi de Tobin taxd)

10™ January 2011: French President Nicolas Sarkozy annourted that he would take the lead -- even go
it alone within Europe, if need be -- in introducing and pushing a Financial Transaction Tax in his
country. olf France waits for others to tax fingdg
artice 11 January 2011 0o06Obama, Sarkozy and Taxing W4
10" January2011: The French Banking Federation: OA tax t
growth, lead to a loss of competitiveness, and create a heavy handicap for the financing of the French
economy, O

8™ November 2011:

Chancellor of the Exchequer of the United Kingd
European Commi ssi onds]| centr al estimate that i
continent. o6 He aplpgsoxsmatettyt P86, 000 jobs acro
would be lost as a result of the tax.

29" September 2011:

(n tn

Mi chael Spencer, CEO of | CAP: 0Sadly deluded if
taxéWhol esal e ma mabédetasd wauldemove itogakiold yit... he was certain that the UK
would veto the proposal éif it came t o" Segtembe€E®P) wo

29" September 2011:

The Minister of Finance, Ireland: " Obviously Ireland would have concerns about any tax that would
distort the market. A transaction tax would need to apply to the whole 27 rather than the 17 euro
countries because we candt have a situation whenr
transaction tax in London . There is also a need to ensure that our response to the crisis is coordinated

at the global level, to make sure that measures are internationally consistent. (29" September 2011)

29" September 2011 :

Deputy Finance Minister for Holland, Frans Weekers: stat ed t hat the FTT pl an
would affect competitiveness of the European Un
Government rejects a EU plan on FTT6)

28" September 2011:

UK Treasury: 0The gover nmeithits meérdationatparmers on BTas andhase 1
no objection to them in principle. But any FTT would have to apply globally and there are a number of
practical issues that need to be worked through. These issues are underlined by the commission's own
analyss s. 6 (Guardian article 28 September 2011 00sH|
Tax on bankso)

16™ September 2011:

US Treasury Secretary, Tim Geithner: ONow ther e
transact i ons, nkbheirthistory idveryp good int cbntaining the risks of large swings in asset
prices. . .| dondt think theydre the most effectiV
most evidence suggests that they probably damage liquidity, that they u ndermine depth in markets,
which is valwuable in a <c¢crisis®o. (Bl oomberg arti
changes needed to support growtho)
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10™ September 2011:

UK Chancellor, GeorgeOs bor ne: ol am against an EU taxéThe
that led, the next day, to our foreign exchange markets moving to New York or Singapore or anywhere
else. 6 (Daily Telegraph 10 September 204X26pGeord
7" September 2011:

Swedi sh finance minister, Anders Borg: o0Basical/l
trading to a |l arge extent just moved to Londoné
itds quite |l gkeliyltmeover adinhe U.S. or Switzer
actually. 6 (Anders Borg Swedish Finance Ministe
07 September 2011)

August 2011:

Mer kel & Sarkozy called therRTTy 6a (Pmeades s iAtuygd sa n
7" November 2009:

US Treasury SecretaryhydaymFG&&i i bnemot &dAmMaawni ng
(Daily Telegraph article 07 November 2009 o0oUS
Gordon Brgdwrbés tax')
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Box2Ef fective tax rates of FTT based on the O0residency

Case 1: Two UK financial institutions
Effective rate = 0. 2%

UK financial R UK financial
institution A institution B

A
A

Transaction involving
equities/ bonds

0.1% FTT 0.1% FTT
Payable in UK Payable in UK

Case 1 examines a financial transaction conducted by a UK branch of a UK-based financial
institution (A) and a UK branch of another UK -based financial institution (B). The effective rate in
this case amounts to 0.2% (0.1% paid by A & 0.1% paid by B). Bothtaxes would be payable in the
UK.

Case2: Two UK financial institutions
Effective rate = 0. 02%

UK financial P R UK financial
institution A N ” institution B
Transaction involving
0.01% FTT derivatives 0.01% FTT
Payable in UK Payable in UK

Case2 examines a financial transaction conducted by a UK branch of a UK -based financial
institution (A) and a UK branch of another UK -based financial institution (B). The effective rate in
this case amounts to 0.02% (001% paid by A & 001% paid by B). Bothtaxes would be payable in the
UK.

Case 3: UK financial institution & UK branch of non -EU financial institution

Effective rate = 0. 2%

UK financial P .| UK branch of non-EU
institution - "] financial institution
Transaction involving
0.1% FTT equities/ bonds 0.1% FTT
Payable in UK Payable in UK

Case3 involves a financial transaction between a UK branch of a UK -based financial institution and
a UK branch of a non-EU-based financial Institution. Again, the effective rate in this case amounts
to 0.2% (0.1% paid by each institution) and both taxes would be payable in the UK.
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Case4: UK financial institution & financial institution from another EU jurisdiction (ex: Germany).

Effective rate = 0. 2%

UK financial P .| German financial

institution - | institution

Transaction involving
equities/ bonds

0.1% FTT 0.1% FTT
Payable in UK Payable in
Germany

Case4 involves a financial transaction between a UK branch of a UK -based financial institution and
a German branch of a Germany-based financial institution. Again, the effective rate in this case
amounts to 0.2% (0.1% paid by each institution). The UK-based financial institution would pay the
FTT in the UK and the Germany-based financial institution would pay the FTT in Germany.

Case5: UK financial institution & non -EU branch of non-EU financial institution (Ex: New York).

Effective rate = 0. 2%

UK financial Non-EU financial
institution N institution

A 4

Transaction involving

0.1% ETT equities/ bonds 0.1%FTT

Payable in UK Payable in UK

A When conducting business with EU, there is no tax advantage to being based outside the EU.
A The European Commission does not provide details on how the tax will be collected from the
non-EU financial institution.

Caseb examines a financial transaction between a UK branch of a UK -based financial institution
and a non-EU branch of a non-EU-based financial institution. In this case, the effective amounts to
0.1% (paid by the UK-based financial institution), payable in the UK.

Case6: Non-EU financial institution A & Non -EU financial institution B

No FTT!

Non-EU financial P -~ NonEU financial
institution - i institution
Transaction involving
equities/ bonds

Case6 examines a financial transaction between a non -EU branch of a non-EU-based financial
institution and a non -EU branch of another non-EU-based financial institution. In this case, no FTT
is levied because neither institution is based in the EU.

Evidently, the 6residency pr i ncasqdupargencoaragesfitancalh
institutions to change domicile away from the EU in order to avoid the tax.

t
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Table 1: An Overview of Existing Transaction Taxes Around the World

Argentina Provincial stamp tax, usually 1%, may affect bonds and debentures

Australia State level taxes may apply to shares, loans and bonds

Austria 1% on contributions of capital to an Austrian company

Belgium 0.5-1.7% per €1,000 worth of securities (shares, bonds, other securities) up to a
maximum of €500 per transaction; 0.6% on physical delivery of bearer securities.
Trade in short term commercial paper and securities issued upon formation of a
company or investment fund are not taxable.

Brazil 1.5% tax on equity issued abroad as depository receipts and on loans; 0.38% on
forex; 5.28% on short term forex (< 90 days); 2% tax on capital inflows to stock and
bond markets. Brazil's Congress recently defeated a proposal by the Roussef
government to revive a levy on bank withdrawals and deposits.

Chile 0.1-1.2% tax on bond issuance

China 0.3% on securities

Cyprus Stamp duty of 0.15-0.2% on corporate confracts including share purchase
agreements; stock transfer tax of 0.6% for individuals and 1% for corporatinhs on
transactions that take place on the Cyprus stock exchange

Finland 1.6% on shares and other securities; 4% of the purchase price or value of other
remuneration of the transfer of real property

Greece 1% on contribution to share capital upon formation of a company; 0.15% on shares
listed on Athens Stock Exchange or any other recognized stock exchange in the
world, also on unlisted shares

Hong Kong 10 bps on equities

Ireland 1% on shares registered in Ireland

India 0.25% on stock price, 0.025% on intraday equity transactions, local stamp taxes also
may apply to stocks and bonds; 0.017% on options premium, 0.125% on options
strike; 0.017% of futures delivery price

Indonesia 0.1% on value of shares, local stamp duties may also apply on stocks and bonds

Italy £168 flat fee on share issuance; 3% on business purchases; 0.01-0.14% of shares
traded off-exchange; 0.25-2% on loan principal

Japan Registration tax of 0.4% on mergers and trusts

Luxembourg 1% on contribution of capital to a company or branch upon formation or subsequent
increase of the subscribed capital

Malta 2% on marketable securities; transfers of securities listed on the Malta stock
exchange are exempted

Poland 0.5% on initial capital contribution to a newly registered company and on any

additinnal contributinn to the comnanv's canital” 1% on shares honds and other

30




AIMAResearch Noted Financial Transaction Tax: an assessment of the

European

Table 1 (contd.)

Commi ssionds

proposed Finan

Alternative Investment
Management Association

securities if underlying rights are exercised in Poland; 2% on real estate transactions

Portugal 0.4% on capital contributions to companies upon incorporation or any subsequent
capital or equity increase

Russia Capital duty of 0.2% of value of new share and bond issues (not IPOs)

Singapore 20 bps on equities

Switzerland 1% on issuance of shares and other participation rights; 0.15% on domestic
securities; 0.3% on foreign securities. Transfers are taxable if one of the parties is a
securities broker with traded securities exceeding a book value of CHF 10 million

South Africa 0.25% of share value, new share issues excluded

South Korea 0.1-0.4% tax on capital formation; 0.5% on value of shares in corporations or
parinerships

Spain 1% on contribution of capital to a company or branch upon formation or subsequent
increase of the subscribed capital

Switzerland 1% on share issuance in excess of CHF 1 million; 15 bps on domestic shares; 30
bps on foreign shares; 6-12 bps on bond issuance

Taiwan 30 bps on equities; 10 bps on corporate bond principal; 10-60 bps on options
premiums, up to 0.025 bps on interest rate futures, up to 6 bps on stock index and
other futures

Turkey Stock issuance charge of 0.2%; initial 0.1% charge for obtaining stock market quote,
0.025% annual maintenance chare; 0.6-0.7% bond issuance charge

UK Stamp duty 0.5% on secondary sales of shares and trusts holding shares: 50 bps on
options strike price, if executed; 50 bps on futures delivery price

us SEC fees on stock trading: 0.0013%; NY State tax of $0.05 per share up to $350 per

' trade
Source: OFinancial Sector E&28t aod: Bikbé&grbWbEds Reperiato {(R011)
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Table 2: Estimates of percentage reduction in security valuation and increase in cost of capital due

toan STT

Source: OFinancial Sector TaR8tiaod: Bab&grbWEdsSs Reperndldl o,t CédaPter

Table 3: Top 5 Global Foreign Exchange Average Daily Turnovers

Average Daily Turnover

Country (US $ Billions) Share of Total
United Kingdom $1,853.6 36.7%
United States $904.4 17.9%
Japan $312.3 6.2%
Singapore $266 5.3%
Switzerland $262.2 5.2%
Source: Bankfor International Settlements (' April 2010)

Table 4: Top 5 Largest Domestic Equity Market Capitalisation

Exchange Domestic Equity Market E:L?gi;agﬁﬁ\;iﬁg
NYSE Euronext 11,794
Tokyo Stock Exchange 3,277
NASDAQ OMX (US) 3,165
London Stock Exchange 2,407
NYSE Euronext (Europe) 2,295

Source: World Federation of Exchanges (June 2010
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