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Financial Transaction Taxes*
Introduction
For over 300 years, financial transaction taxes (“FTTs”) have been proposed, discussed,
and implemented in various forms across global financial markets. 1 And for over 300 years, FTTs
have been a failure wherever imposed, frequently failing to raise the promised revenues, while
simultaneously damaging the efficiency of the affected markets. 2 Recent proposals for an FTT in
the United States would likely have a similar result. Senator Bernie Sanders advocates for an FTT
that would impose a 0.5% tax on stock trades, a 0.1% tax on bond trades and a 0.005% tax on
derivative transactions. 3 Senator Kamala Harris proposes an FTT that would tax stock trades at
0.2%, bond trades at 0.1% and derivative transactions at 0.002%. 4 Finally, yet another FTT
proposal, supported by Senator Elizabeth Warren among others, 5 has been introduced in both
chambers of Congress, and would impose a 0.1% tax each on stock, bond and derivative
transactions. 6 While the proposals exempt short-term debt 7 and initial issuances of securities (such
as IPOs), they do not exempt secondary trading of U.S. treasury securities.
FTT proponents claim unconvincingly that the tax will serve dual purposes – raising
several hundred billion dollars in revenue that can be used to fund unrelated campaign proposals,
such as free college tuition and student loan forgiveness (Senator Sanders) 8 or healthcare reform

*

Committee member Benjamin Friedman dissents from this statement.
Dating back to the United Kingdom’s imposition of a stamp duty on the transfer of securities issued by U.K. firms.
See HER MAJESTY’S REVENUE AND CUSTOMS, STAMP TAXES ON SHARES MANUAL, in HMRC INTERNAL MANUAL
(Nov. 9, 2018).
2
For a summary of the economic problems with a financial transactions tax, see R. Glenn Hubbard, Securities
Transactions Taxes: Tax Design, Revenue, and Policy Considerations, TAX NOTES, Nov. 1993.
3
See BERNIE SANDERS, THE INCLUSIVE PROSPERITY ACT OF 2019, available at
https://www.sanders.senate.gov/download/inclusive-prosperity-act-of-2019-summary.
4
See Kamala Harris, My Plan for Medicare for All, KAMALA HARRIS FOR THE PEOPLE (2019),
https://kamalaharris.org/healthcare/.
5
Democratic Rep. Peter DeFazio and Sen. Brian Schatz introduced the bills in the House and Senate, respectively,
with several co-sponsors, including Rep. Alexandria Ocasio-Cortez. See Brian Schwartz, Business groups go on
lobbying offense against financial transaction tax proposed by Alexandria Ocasio-Cortez and other Democrats,
CNBC (Mar. 6, 2019), https://www.cnbc.com/2019/03/05/business-groups-attack-financial-transaction-taxproposed-by-democrats.html.
6
See Wall Street Tax Act of 2019, S. 647, 116th Cong. (2019); see also H.R. 1516, 116th Cong. (2019) (introduced
on Mar. 5, 2019).
7
Short-term securities have maturities of 60 days or less in the Sanders proposal and 100 days or less in the Warren
proposal. The Harris proposal does not specify a short-term debt exemption.
8
See Carmen Reinicke, Bernie Sanders has a plan to erase student debt by taxing Wall Street. But industry watchers
tell
us
it
will
hurt
Main
Street
more,
MARKETS
INSIDER
(July
27,
2019),
1
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(Senator Harris), 9 while simultaneously curbing purportedly excessive speculative trading
activity. 10 In fact, neither purpose would be achieved, and the claims themselves belie a
fundamental misunderstanding of not only how securities markets function but also the direct link
between robust securities market activity and jobs, infrastructure investment, innovation and
productivity, retirement savings and overall macroeconomic growth. FTT proponents also ignore
the empirical evidence from other countries that have imposed FTTs that universally demonstrates
that (i) FTTs fall far short of revenue expectations and (ii) securities markets – and by extension
the real economy as well as all investors and taxpayers – are significantly harmed by FTTs due to
the wide array of beneficial trading activity that is indiscriminately targeted. In fact, many of the
G20 countries that have experimented with FTTs in the past, including Germany, Italy, Japan, the
Netherlands, Portugal and Sweden, ultimately repealed such taxes due to the damage that they
caused. 11 The U.S. should not ignore these international experiences and engage in its own reckless
experiment with an FTT. Overall, the negative impact on securities markets, jobs, retirees, public
works, and the economy as a whole would vastly outweigh any benefits from the revenue raised
by the tax.
Given the historical failure of FTTs and the potentially negative consequences of the
current proposals, the Committee on Capital Markets Regulation (the “Committee”) opposes the
implementation of an FTT. Our main concerns are (i) the negative impact on U.S. pension plans,
retirement accounts and individual savings, (ii) the damage to U.S. financial markets, (iii) the
probable harm to jobs, wage growth and public works, and (iv) unrealistic revenue projections.

https://markets.businessinsider.com/news/stocks/why-bernie-sanders-financial-transaction-tax-would-hurt-mainstreet-2019-7-1028390075.
9
Harris, supra note 4.
10
See, e.g., Aaron Klein, Congress Wants to Tax Stock Trades. Investors Shouldn’t Fret., BARRON’S (June 9, 2019),
https://www.barrons.com/articles/congress-wants-to-tax-stock-trades-investors-shouldnt-fret-51560085200.
11
Burman et al., Financial Transaction Taxes in Theory and Practice, 69(1) NAT’L TAX J. 171, 190 (Mar. 2016).
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I.

Negative impact on U.S. pension plans, retirement accounts and individual savings
Nearly half of all U.S. households have exposure to stocks, either directly or indirectly

through mutual funds and retirement accounts. 12 All would find their portfolios negatively
impacted by the FTT. For example, the Financial Economists Rountable has noted:
“Proponents of financial transaction taxes expect that the tax burden would be borne by the
financial services industry. In fact, although the industry would collect the tax, the burden
would fall primarily on its customers [emphasis added] through higher fees and wider
spreads….Repeated experience has shown that the ultimate bearers of a tax burden are
always those least capable of avoiding it.” 13 .
An FTT would impose costs on ordinary investors and retirees in multiple ways. First, the
FTT would directly impact investors through the payment of the tax itself on every purchase or
sale of a security (i.e. the 10 or 50 basis point tax that must be paid to the government). Second,
the FTT would indirectly impose costs on investors through wider bid-ask spreads and inefficient
prices, given the degradation to securities market quality explored further in the following section.
Ordinary investors would face these higher costs when they invest both on their own and through
pension funds and retirement accounts, such as 401(k)s, reducing the retirement savings of U.S.
workers.
The FTT would deplete retirement savings each time a pension fund or retirement account
makes a new investment or rebalances its portfolio. Since workers contribute to their retirement
savings, such as 401(k)s, on a relatively frequent basis (e.g. every bi-weekly pay period),
retirement accounts are constantly investing new savings. These savings would be taxed every
time a new contribution is made and subsequently invested. Further, portfolio rebalancing occurs
frequently - as often as daily 14 - for the most common type of retirement account, a target date

12

See Edward N. Wolff, Household Wealth Trends in the United States, 1962 to 2016: Has Middle Class Wealth
Recovered? 4, 33 (Nat’l Bureau of Econ. Research, Working Paper No. 24085, Nov. 2017).
13
Larry Harris, et al., The Financial Economists Roundtable Weighs in on Financial Transaction Taxes, CFA INST.
(Feb. 27, 2014), https://blogs.cfainstitute.org/investor/2014/02/27/the-financial-economists-roundtable-weighs-in-onfinancial-transaction-taxes.
14
See Mike Piper, Interview with Vanguard’s John Ameriks about Target Retirement Funds, OBLIVIOUS INVESTOR
(Oct. 29, 2012), https://obliviousinvestor.com/interview-with-vanguards-john-ameriks-about-target-retirement-funds.
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fund, which continually adjusts its mix of stocks, bonds, and other assets. 15 Due to this cascading
tax on U.S. retirement accounts, even a seemingly small FTT (such as 10 basis points) may result
in a high tax burden on retirement accounts and savers. 16
Several empirical analyses confirm these concerns. For example, the 50-basis point FTT
imposed under the Sanders proposal would have an enormous impact on pension funds. The
Modern Markets Initiative finds that the California Public Employees’ Retirement System
(CalPERS), the largest defined-benefit pension fund in the United States, would pay more than
half a billion dollars annually in direct costs from the FTT. 17 Indirect costs due to the widening of
bid-ask spreads would add an additional $162 million in costs to CalPERS. 18 New York City public
pension funds would cumulatively fair even worse, facing a total annual cost of $1.3 billion. 19 In
cases like CalPERS and the New York City public pension funds, the FTT costs are not borne by
wealthy individuals or large banks, but rather by teachers, police officers, firefighters and other
workers. As set forth in Table 1, there are 43 pension plan sponsors with over $50 billion in assets,
all of which would similarly suffer higher costs and lower returns as a result of an FTT.
Table 1
Pension Plan Sponsors with over $50 Billion in Plan Assets
(as of September 30, 2018)
Name
Federal Retirement Thrift Investment Board
California Public Employees' Retirement System
California State Teachers' Retirement System
New York State Common Retirement Fund
New York City Retirement Systems
State Board of Administration of Florida
Teacher Retirement System of Texas

20

Total Plan Assets
(in millions)
$578,755.00
$376,859.00
$230,209.00
$213,241.00
$200,805.00
$174,721.00
$153,126.00

15

See, e.g., Target-Date Funds – Fine the Right Target for You, FIN. IND. REG. AUTH.,
https://www.finra.org/investors/target-date-funds-find-right-target-you (last visited July 1, 2019).
16
See Thornton Matheson, Taxing Financial Transactions: Issues and Evidence 25 (Int’l Monetary Fund, Working
Paper 11/54, Mar. 2011).
17
MODERN MKTS. INITIATIVE, THE HIDDEN COSTS OF A FINANCIAL TRANSACTION TAX: ESTIMATED IMPACT ON
PENSION FUNDS, available at https://www.modernmarketsinitiative.org/s/FTT-Study.pdf.
18
Id.
19
Id.; NYC public pension funds include the New York City Employees’ Retirement System, the Teachers’
Retirement System of the City of New York, the New York City Police Pension Fund, the New York City Fire
Department Pension Fund, and the New York City Board of Education Retirement System.
20
PENSIONS & INVESTMENTS, The Largest Retirement Funds, 15-16 (Feb. 4, 2019),
https://www.pionline.com/assets/docs/CO119162327.PDF.
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Name
AT&T Inc.
The Boeing Co.
New York State Teachers' Retirement System
State of Wisconsin Investment Board
Washington State Investment Board
North Carolina Retirement Systems
International Business Machines Corp.
Ohio Public Employees Retirement System
University of California Retirement System
General Motors Co.
New Jersey Division of Investment
Virginia Retirement System
State of Michigan Retirement Systems
Oregon Public Employees Retirement Fund
General Electric Co.
State Teachers Retirement System of Ohio
Minnesota State Board of Investment
Teachers Retirement System of Georgia
Lockheed Martin Corp.
Massachusetts Pension Reserves Investment
Management Board
United Parcel Service Inc.
United Nations Joint Staff Pension Fund
Bank of America Corp.
Tennessee Consolidated Retirement System
Ford Motor Co.
Los Angeles County Employees Retirement
Association
Pennsylvania Public School Employees' Retirement
System
Public Employees' Retirement Association of
Colorado
DowDuPont Inc.
Kaiser Foundation Health Plan Inc.
Verizon Communications Inc.
Northrop Grumman Corp.
Wells Fargo & Co.
Maryland State Retirement & Pension System
Teachers' Retirement System of the State of Illinois
United Technologies Corp.

Total Plan Assets
(in millions)
$124,129.00
$123,700.00
$120,088.00
$114,626.00
$112,474.00
$111,370.00
$103,254.00
$100,707.00
$93,296.00
$88,527.00
$83,876.00
$83,876.00
$81,899.00
$81,269.00
$80,954.00
$79,153.00
$77,631.00
$77,523.00
$76,555.00
$73,848.00
$66,244.00
$65,605.00
$59,960.00
$58,355.00
$57,710.00
$57,133.00
$55,147.00
$54,035.00
$53,903.00
$53,761.00
$53,353.00
$52,966.00
$52,901.00
$52,355.00
$51,844.00
$50,220.00

Even a relatively smaller 10-basis point FTT would negatively impact individual investors
and retirees. According to the American Retirement Association, a 10-basis point FTT “could

5

reduce an American’s retirement savings by as much as 3% over their working life.” 21 SIFMA
estimates that “[a] typical mutual fund investor will have to save an additional $600 per year…or
work an additional two years to achieve his/her retirement goals.” 22 Finally, BlackRock estimates
that a 10 basis-point FTT would cause investors to lose $2,300 in expected returns on a $10,000
investment in its global equity fund over ten years. 23 A 50 basis-point FTT, as proposed by Senator
Sanders, would certainly impose even higher costs. In all, an FTT would worsen an already tenuous
retirement landscape in the United States. 24

21

Nevin Adams, Financial Transaction Tax Attacks Retirement Savings, AM. SOC’Y OF PENSION PROF’LS &
ACTUARIES (Mar. 6, 2019), https://www.asppa.org/news/financial-transaction-tax-attacks-retirement-savings
(quoting the CEO of the American Retirement Association, Brian Graff).
22
Kenneth E. Bentsen, Jr., The Facts Don’t Support the FTT, SECURITIES IND. AND FIN. MKTS ASSOC. (June 19, 2019),
https://www.sifma.org/resources/news/the-facts-dont-support-the-ftt/.
23
Steven Davidoff Solomon, In Wall St. Tax, a Simple Idea but Unintended Consequences, N.Y. TIMES DEALBOOK
(Feb. 26, 2013), https://dealbook.nytimes.com/2013/02/26/in-wall-street-tax-a-simple-idea-with-unintendedconsequences/.
24
See, e.g., Anqi Chen et al., How Much Income Do Retirees Actually Have? Evaluating the Evidence from Five
National Datasets 2 (Ctr. for Ret. Research at Boston College, Working Paper No. 2018-14, Nov. 2018) (finding that
half of U.S. households face a retirement shortfall).
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II.

Damage to U.S. financial markets
FTT proponents contend, without substantiation, that there is excessive speculative trading

activity that needs to be curtailed. In reality, electronic trading has made U.S. equity markets the
most efficient and liquid in the world. 25 While a few bad actors may leverage technology to engage
in manipulative trading activity, such as front-running or spoofing, these practices are already
prohibited by law 26 and the SEC, CFTC and Department of Justice actively prosecute
wrongdoers. 27 An FTT is not needed to address improper trading activities, and is ill-suited for
targeting illegal trading activity. The introduction of an FTT would simply decrease all trading
activity, including the beneficial high frequency trading that has improved market quality in the
United States. The consequence would be a significant reduction in both liquidity and price
efficiency.
The importance of liquidity in securities markets cannot be overstated. Liquidity is a key
feature of efficient markets, providing investors several benefits, including the ability to trade with
relative ease at the best prevailing prices with minimal price impact. Liquid markets also allow
capital to be both efficiently deployed and efficiently reallocated to its most productive uses, which
contributes to the overall health and growth of the entire economy. At the heart of liquidity are
robust trading volumes – thus, as an FTT would dampen trading volumes, it would significantly
compromise market liquidity, damaging both securities markets and the macroeconomy as a
whole.
Studying the effects of FTTs and other market frictions on liquidity, Matheson (2012)
illustrates that higher transactions costs, including those imposed by FTTs, in fact lead to a
reduction in liquidity through lower trading volumes. 28 Burman et al. (2016) notes that “[e]ven a
miniscule FTT can represent a significant proportional increase in transaction costs on liquid

25

COMM. ON CAPITAL MKTS REG., THE U.S. EQUITY MARKETS – A PLAN FOR REGULATORY REFORM 28–42 (July
2016), available at https://www.capmktsreg.org/wp-content/uploads/2018/10/The-US-Equity-Markets.pdf.
26
P.L. 111-203 § 747 codified at 7 U.S.C. § 6c(a)(5) (making “spoofing” unlawful).
27
See, e.g., RENA S. MILLER & GARY SHORTER, CONG. RESEARCH SERVICE, R44443, HIGH FREQUENCY TRADING:
OVERVIEW OF RECENT DEVELOPMENTS, 7–8, 11–2 (Apr. 4, 2016) (documenting 4 CFTC enforcement actions, 1 DOJ
enforcement action, and 4 SEC enforcement actions between 2014–16); Press Release, Dept. of Justice Office of
Public Affairs, Eight Individuals Charged With Deceptive Trading Practices Executed on U.S. Commodities Markets
(Jan. 29, 2018) (announcing 6 enforcement actions against 8 individuals).
28
Thornton Matheson, Security transaction taxes: issues and evidence, 19(6) INT’L TAX AND PUBLIC FIN. 884 (2012).
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assets, which is why their trading volume is most sensitive to the imposition of the tax.” 29 In a
study of the SEC’s nearly de minimis fees on stock transactions, 30 Auten and Matheson (2010)
found that increases in the fee led to a reduction in trading volume for the most liquid U.S. stocks. 31
Transaction costs for market participants would also be increased through substantially
higher bid-ask spreads, as market makers would seek to offset the increased trading costs from the
FTT. Burman et al. (2016) summarize the empirical evidence supporting this concern, highlighting
that a New York state FTT led to higher bid-ask spreads in affected securities 32 and a similar effect
when Canada imposed an FTT. 33
Liquidity problems have arisen in several countries that have implemented FTTs. Sweden’s
FTT in the mid-1980s caused a severe drop in trading volumes across its securities markets.
Umlauf (1993) estimates that when Sweden increased its FTT from 1% to 2%, sixty percent of the
trading volume of the top 11 most actively traded stocks and thirty percent of stock trading volume
overall moved to the London markets. 34 Liquidity in other securities markets fared even worse as
fixed income volumes fell by 85% and futures volumes fell by 98% in the first week of post-FTT
trading. 35 France imposed an FTT in 2012 and experienced an overall reduction in trading volume
of 30%. 36 Much of the lost trading volume migrated to other European securities markets. 37

29

Burman et al., supra note 11.
The SEC currently imposes a nominal transaction fee of 0.00125% or 0.125 basis points on the dollar value of
equity transactions.
31
Gerald Auten & Thornton Matheson, The market impact and incidence of a securities transaction tax: the case of
the US SEC levy (Nov. 2010) (presented at the 103rd Annual Conference of the Nat’l Tax Assoc.).
32
Anna Pomeranets & Daniel G. Weaver, Securities Transaction Taxes and Market Quality 6–7 (Bank of Canada,
Working Paper No. 2011-26, Feb. 13, 2013).
33
Andrew Lepone & Alexander Sacco, The impact of message traffic regulatory restrictions on market quality:
Evidence from Chi-X Canada (Uni. of Sydney Capital Mkts Cooperative Research Ctr., Working Paper, 2013).
34
See Steven Umlauf, Transaction Taxes and the Behavior of the Swedish Stock Market, 33(2) J. OF FIN. ECON. 227
(Apr. 1993).
35
TESS K. ILLOS ET AL., WILLIAMS & JENSEN, PLLC, A BRIEF REVIEW OF THE FINANCIAL TRANSACTIONS TAX,
available at
http://www.williamsandjensen.com/images/content/publications/A_Brief_Review_of_the_Financial_Transactions_
Tax_10-1-12.pdf.
36
Jean-Edouard Colliard & Peter Hoffman, Sand in the Chips? Evidence on Taxing Transactions in Modern Markets
28 (Euro. Central Bank, Working Paper, Jul. 31, 2013).
37
Burman et al., supra note 11, at 177–78.
30
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Multiple other countries have also experienced drops in trading volume due to the introduction of
an FTT, including China, 38 Taiwan, 39 Japan 40 and the United Kingdom. 41
Financial markets in the United States would likely face even larger reductions in trading
volumes since, unlike the FTTs in most other countries, the U.S. proposals fail to include an
exemption for intermediaries. For example, France’s FTT exempts transactions conducted by an
intermediary, including market makers, defined as firms engaged in the “simultaneous quoting of
firm, competitive bid and ask prices, of comparable size, with the result of ensuring market
liquidity on a regular and continuous basis.” 42 In addition, intermediaries who “execut[e] the
orders on behalf of clients or in response to client buy and sell interest” are also exempted from
the tax. 43 Since market makers play an important role in securities markets, the U.S. proposals’
failure to provide a similar exemption would prove even more damaging to market liquidity.
FTTs also impair the accuracy of market prices by curtailing trading volumes. Fundamental
information about a public company becomes reflected in its stock price when active traders, such
as traditional fund managers or other stock pickers, buy or sell the stock based on their research
and analysis of the company. Introducing additional trading costs through an FTT would reduce
the efficiency of this important market mechanism. Empirical studies confirm this concern.
Matheson (2012) finds that the reduction in liquidity brought about by the FTT does indeed
damage the accuracy of market prices, as fundamental information is incorporated more slowly
into market prices when liquidity is reduced. 44 As a result, the prices of public companies at any
given point in time become less accurate. 45 Habermeier and Kirilenko (2001) further show that
even small transaction costs, such as the proposed FTT, can cause prices to deviate from their

38

Badi H. Baltagi et al., Transaction tax and stock market behavior: evidence from an emerging market, 31(2)
EMPIRICAL ECON. 393 (June 2006).
39
Robin K. Chou & George H.K. Wang, Transaction Tax and Market Quality of the Taiwan Stock Index Futures,
26(12) J. OF FUTURES MKTS 1195, 1213 (2006).
40
Shinhua Liu, Securities Transaction Tax and Market Efficiency: Evidence from the Japanese Experience, 32(3) J.
OF FIN. SERVICES RESEARCH 161 (Dec. 2007).
41
P.D. Jackson & A.T. O’Donnell, The effects of stamp duty on equity transactions and prices in the U.K. stock
exchange (Bank of Eng., Discussion Paper No. 25, 1985).
42
PRICEWATERHOUSECOOPERS INT’L LTD., FRENCH FINANCIAL TRANSACTION TAX ON EQUITY SECURITIES (Aug. 14,
2012), available at https://www.pwc.com/gx/en/financial-services/financial-transaction-taxes-timeline/assets/frenchaug1.pdf
43
Id.
44
Matheson, supra note 16.
45
Id.
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fundamental value. 46 Empirical studies of the effects of FTTs on price discovery in Chinese 47 and
Japanese 48 securities markets have further confirmed these negative consequences.
The increasingly important passive fund sector would also be negatively impacted by the
deterioration of liquidity. Passive investment funds, including index mutual funds and exchange
traded funds (ETFs), are constructed and managed to track the return of a specified index (e.g.
S&P 500 index). The net asset value (NAV) of these funds depends crucially on accurate pricing
of the underlying stocks, which would be compromised by an FTT. In addition, ETFs rely on
constant trading by arbitrageurs, who ensure that the current market price of the ETF is reflective
of the fund’s NAV. Investors can be confident in the accuracy of their ETF price only if the
arbitrageurs continue to rapidly trade away price discrepancies. However, an FTT would
discourage this important arbitrage activity, thus compromising the accuracy of ETF prices and
harming investors. Overall, because of the impact on price efficiency and on passive fund pricing,
investors would be forced to trade at worse prices that do not reflect true fundamental value at any
given point in time.
Finally, while some proponents of reforms aimed at encouraging long-term investment by
public companies suggest that FTTs can help achieve that policy goal, 49 there is no support for this
claim. It is unlikely that an FTT’s 10 to 50 basis point tax on liquidity would affect the incentives
of the activist investors, firm executives, and other market participants who are at the heart of the
short-termism debate, which posits that public companies are foregoing profitable long-term
investment due to an excessive focus on short-term stock returns.

46

Karl Habermeier & Andrei Kirilenko, Securities Transaction Taxes and Financial Markets 12 (Int’l Monetary Fund,
Working Paper No. 01/51, May 2001).
47
See Baltagi et al., supra note 38.
48
See Liu, supra note 40.
49
See Leo E. Strine Jr. & Antonio Weiss, Why Isn’t Your Mutual Fund Sticking Up for You?, N.Y. TIMES (Aug. 23,
2019), https://www.nytimes.com/2019/08/23/opinion/mutual-funds-shareholder-activism.html.
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III.

Probable harm to jobs, wage growth and public works
The increased trading costs from an FTT would lead to lower asset prices, which in turn

increases the cost of capital for both private sector businesses and the public sector – at each of the
local, state, and federal levels. 50 Schert and Seguin (1993) study the effect of FTTs on cost of
capital generally and find that a 50 basis point FTT would increase businesses’ cost of capital by
up to 180 basis points. 51 The higher cost of capital for corporations would negatively impact their
ability to fund new investments and grow, while also lowering after-tax returns. The long-run
impact would be borne by workers, both in the form of fewer jobs as well as lower wages, resulting
from the increase in the firm’s costs. 52 State and local governments would also suffer from the
effects of an FTT. The higher cost of capital on municipal borrowing would negatively impact the
funding of public works and infrastructure projects, while also raising interest payments on public
borrowing that ultimately would be borne by all taxpayers.

50

See, e.g., Paul H. Kupiec, Noise traders, excess volatility, and a securities transactions tax, 10(2) J. OF FIN. SERVICES
RESEARCH 115 (June 1996).
51
G. William Schwert & Paul J. Seguin, Securities Transaction Taxes: An Overview of Costs, Benefits and Unresolved
Questions, 49(5) Fin. Analysts J. 27 (1993).
52
See Matheson, supra note 16.
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IV.

Unrealistic revenue projections
FTT proponents trumpet its revenue potential, with the Joint Committee on Taxation

(“JCT”) projecting total revenue of $777 billion over the next decade. 53 However, while the
projection attempts to factor in the reduction in trading activity that would result from the tax –
which therefore reduces revenue – the estimate is otherwise static and fails to consider several
countervailing effects that would further reduce revenue. For example, the impact on U.S. financial
markets discussed above would negatively impact macroeconomic growth in the U.S., thus
lowering the tax base for federal income tax receipts and offsetting FTT revenues. Workers would
be forced to save more for retirement to counter the costs of the FTT, reducing consumption and
consequently lowering GDP growth. Conversely, if workers maintain consumption, then
retirement savings would decline, thus depriving U.S. capital markets with a source of capital that
companies can use to fund innovation and growth. Either way, the macroeconomy suffers and
federal tax receipts would decline. The JCT estimate fails to consider any of these effects.
Not only is the JCT analysis highly speculative in its methodology, but it is also premised
on extremely uncertain assumptions. The Congressional Budget Office (“CBO”) highlights that
the JCT’s estimate relies on significant uncertainty regarding “how much transactions would drop
in response to a tax.” 54 As has been the experience in other countries (e.g. U.K., France and Italy),
securities trading often evolves in markets subject to FTTs, either through the creation of new
financial instruments that are not subject to the tax or through movement of trading activity out of
the country entirely. 55 Variations in any of these assumptions could dramatically reduce actual
revenues. It should also be noted that the JCT analysis does not consider a potential market-maker
exemption. If the U.S. implementation of an FTT were to include such an exemption, revenues
would fall even further short of the current projections.
Another significant concern with the JCT analysis is its failure to consider the effects of an
FTT on U.S. government borrowing costs. Since treasuries are taxable securities under the FTT
proposals, revenue projections must factor the offsetting effect of the increase in interest payments

53

Klein, supra note 10.
CONG. BUDGET OFF., IMPOSE A TAX ON FINANCIAL TRANSACTIONS (Dec. 13, 2018), https://www.cbo.gov/budgetoptions/2018/54823?mod=article_inline.
55
Also noted by the CBO. See id.
54

12

owed by the U.S. Treasury. The CBO notes that “[t]he cost to the Treasury of issuing federal debt
could increase because of the increase in trading costs and the reduction in liquidity.” 56
Based on the experiences in other countries, actual revenues are typically significantly less
than projected, and a U.S. FTT would likely be no exception. For example, when Sweden imposed
an FTT in the mid-1980s, projected annual revenue from its tax on fixed income transactions was
SEK 1.5 billion. 57 In the end, actual revenue fell far short of this expectation, averaging roughly
SEK 50 million per year - nearly 97 percent less than anticipated. 58 France projected annual
revenue of €1.5 billion from its FTT, but generated less than half of that each year, €700 million,
during the first two years of implementation. 59 Italy suffered a similar fate with its FTT, generating
only €159 million in its first year, 84 percent less than its projection of €1 billion. 60

56

Id.
John Campbell & Kenneth Froot, International Experiences with Securities Transaction Taxes 288 (Nat’l Bureau
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Conclusion
Implementing any version of the proposed FTTs would wreak havoc on financial markets
and the broader macroeconomy – all without raising the expected tax revenue. The negative
consequences would be borne by pension holders, retirees, and other individual investors as they
would ultimately pay the tax and receive inferior pricing through increased bid-ask spreads. The
quality, efficiency, and resiliency of securities markets would also be compromised. The
consequences would reach far beyond Wall Street, as the FTT would potentially undermine capital
formation, curb job and wage growth, and discourage innovation outside the financial sector.
Moreover, actual revenue raised by an FTT would certainly fall far short of projections. In addition,
an FTT imposed unilaterally by the United States, rather than in coordination with other countries,
would likely drive trading out of the U.S. and into other jurisdictions, further reducing revenue.
The Committee firmly believes that the potential damage to our financial markets and
macroeconomy are too great and significantly outweigh any tax revenue from an FTT.
Accordingly, the Committee recommends that the proposed FTT not be adopted.
******
Should you have any questions or concerns please do not hesitate to contact the
Committee’s President, Prof. Hal S. Scott (hscott@law.harvard.edu), or the Committee’s
Executive Director, John Gulliver (jgulliver@capmktsreg.org).
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