Follow-up to the European Parliament resolution on financial transaction taxes- making them work, adopted by the Commission on 12 May 2010
1.
Resolution tabled pursuant to Rules 115(5) and 110(2) of the European Parliament's Rules of procedure by the Committee on Economic and Monetary Affaires (ECON)

2.
EP reference number: B7-0133/2010 / P7_TA-PROV(2010)0056
3.
Date of adoption of the resolution: 10 March 2010

4.
Subject: Financial Transaction Taxes- Making them work

5.
Brief analysis / assessment of the resolution and requests made in it:

In the resolution on "Financial Transaction Taxes – Making them work" the European Parliament essentially states that "the European Union should agree on a common position in the international framework of G20 meetings as regards the options as to how the financial sector should make a fair and substantial contribution towards paying for any burden which it has caused to the real economy or which is associated with government interventions to stabilise the banking system; takes the view that the EU, in parallel to and consistent with the G20 work, should develop its own strategy with regard to the range of possible options for action". As a basis for such EU position the European Parliament asks the Commission to elaborate an impact assessment exploring the potential and advantages and drawbacks of a global financial transaction tax. The impact assessment which would have to include different options should be realised sufficiently in advance of the next G20 summit which takes place in June 2010.

6.

Response to requests and overview of action taken, or intended to be taken, by the Commission:
The Commission welcomes the initiative of the European Parliament and agrees that there should be a common position of the European Union at the next G20 summit. Therefore the Commission is working on this subject.

With respect to the impact assessment the Commission has published its first assessment by means of the Commission Staff Working Document (SEC(2010)409 final of 1 April 2010). In addition to the general needs for fiscal consolidation, this document highlights three global challenges that will have significant budgetary impacts in the years to come, namely stabilising the financial system, tackling climate change by actions in developing countries and achieving the Millennium Development Goals. The document assesses the main sources of innovative finance at a global level related to climate change, development and the financial sector, including a financial transaction tax (FTT). As a consequence the assessment of impacts of a FTT is put into a wider context.

Given that the IMF will specifically report on this topic to the G20 in June, it is advisable for any further impact assessment of a global financial transaction tax to take into account this report and the subsequent debate. Furthermore, the positions taken at the G20 level will enable the EU to properly evaluate the chances of a global political agreement and the impacts for the EU.

The Commission Staff Working Document raises questions with regard to the effects of a global financial transaction tax. Four criteria are used to evaluate it. (1) Potential to raise revenue, (2) effects on market efficiency and stability, (3) effects on equity and income distribution and (4) the administrative and legal aspects.

The document shows that the revenue raising potential of a financial transaction tax might be substantial. However, the document also stresses that revenue estimates are subject to uncertainty and many assumptions. For this reason the document reports rather conservative figures in order to take into account this uncertainty. Furthermore, the potential tax revenue would be very asymmetric from a geographical point of view.

Regarding the economic efficiency effects of a financial transaction tax the document points to the danger of relocation of activity and tax avoidance due to the high degree of mobility of financial markets and reviews recent literature. The review shows that the effects of financial transaction taxes depend on microstructures of markets and that the effects of increases in transaction costs as in the case of the introduction of transaction taxes on price volatility and market efficiency remain the subject of debate. It is also uncertain whether the tax would be an efficient corrective device to reduce allegedly harmful short-term trade. Furthermore the tax poses a risk of increasing the financial costs for governments and the cost of capital and of risk hedging for business.

The effects on income distribution, on equity and the question on whom the burden of the tax would ultimately fall are difficult to assess. It is unclear whether the financial sector would actually carry the burden of the tax. There is also a lack of empirical analysis on the distributional aspects.

On the administrative and legal side, although the administrative costs of collecting a FTT could be relatively low, the document mentions some caveats that have to be taken into account. Namely, there could be legal issues related to its compatibility with the free movement of capital and payments between Member States and between Member States and third countries under Article 63 of the Treaty on the Functioning of the European Union (TFEU).

In conclusion, the document sheds light on some potential advantages but also on considerable uncertainties and problems related to a financial transaction tax. Given these results and awaiting the G20 conclusions a more elaborated impact assessment is not justified at this stage.
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