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Financial Transaction Tax:

The Brexit — an Opportunity or Threat? *

Veronika SOLILOVA — Danuse NERUDOVA- Marek LITZMAR*

Abstract

The European Union faces the biggest change inhisory — Brexit. The
United Kingdom is leaving the EU and thereforeiitiegrated capital market.
Never before in the history of the EU has a Mengiate left the club, therefore
the reactions of the Internal Market, economieshef rest EU Member States,
and financial markets are unpredictable. Since 2@4& Coalition of the Willing
would like to implement the financial transacti@x t(FTT) but currently they
pause before the question of how the Brexit wilingje the potential FTT reve-
nues of the Coalition of the Willing. Based onrdsearch we can conclude that
the Brexit will have a negative or positive impantthe potential FTT revenues
with dependence on a relocation of financial maslaitside of United Kingdom.
Moreover, the FTT can be considered as a sustditgbriented tax-based own
resources for a reform of the EU budget.
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Introduction

In 2012, elevenMember States named as a Coalition of the Willieg-
pressed the willingness to introduce Financial $aation Tax (FTT) through
enhanced cooperation based on the Treaty on thetiéuimg of the EU. Later,
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on February 14, 2013, the Commission adopted thpd2al for a Council Di-
rective implementing enhanced cooperation in tlea af FTT together with the
revised impact assessment. The discussion aboytrdp@sal since this time is
focusing on the main elements of the tax, but thiesensus has not yet been
reachedHowever, it was agreed in Tallin on September 2hT experts from
the countries of the Coalition of the Willing shdularify (i) the effects of the
FTT with the capital-funded pension systems, (il)THevenues estimate and
implementation costs, and (iii) scenario(s) in tékation to the Brexit. Since the
introduction of the FTT proposal, a number of emcgir studies estimated the
FTT revenues. However, all FTT revenue estimatesparformed with the in-
clusion of the London financial markets, which lmgjoto the main financial
markets in the EU and are considered as a finaneiatré in the 21st century.
Thus, it is questionable how the Brexit, i.e. thaited Kingdom leaving the EU
and therefore its integrated capital market, wilhiege the potential FTT reve-
nues of the Coalition of the Willing. The budgetapnsequences are considered
as a one of the key element for the decision atheutmplementation of the FTT
in the countries of the Coalition of the Willingcasubsequently as an EU-wide
general financial transactions tax stabilising ficial markets in the EU.

The aim of this paper is to determine the revepatential of the FTT for the
“Coalition of the Willing” and the impact of the &xit on those revenues.

The paper is divided into seven chapters. Chaptefocuses on the theoreti-
cal background, briefly summarises the currentasibm of financial sector taxa-
tion and needs for the taxation of financial tratisms in the Europe after
the financial crises. In chapter three, we dis@mgirical estimates of the FTT
revenues, which were performed in previous studigsg the last two decades.
Then, the methodology applied for the estimatiothef potential FTT revenues
for the “Coalition of the Willing” with aim to detenine effects of the Brexit is
explained. Chapter five presents the results ofresearch on the estimation of
potential FTT revenues under different scenariah wie consideration of the
relocation after the Brexit i.e. when a part ohgactions from the London Stock
Exchange and London Metal Exchange will relocatiéorest of EU; which are
further discussed in the chapter on discussionthBurthe economic effects of
the FTT implementation are also discussed herallifim the last chapter, the
impact of the Brexit scenario on the FTT revengesummarized with the policy
recommendation.

3 Coalition of the Willing is currently representegt Bustria, Belgium, France, Germany,
Greece, Italy, Portugal, Slovakia, Slovenia andirgpa. without Estonia, which decided to leave
the Coalition in 2015.

4 London is the largest centre for derivatives mirkéoreign exchange markets, issuance of
international debt securities, international insweand others through the London bullion market
and London Metal Exchange and London Stock Exchange
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1. Theoretical Background

There is a long history of taxes on financial s@etions in EuropeThe de-
bate on the introduction of a financial transactiteix (hereafter, FTT) was en-
gaged both by Keynes (1936) and Tobin (1978). Emaissance of an FTT in
modern history came after the economic and findicisis in 2008, as the result
of the actions taken by EU Member States to stabtlie financial sector. Dur-
ing the crisis, EU Member States supported thenfirz sector by EUR 4.6 tril-
lion (i.e. 39% of EU-27 GDP in 2009). This situatiled to the strong consensus
not only on the level of the EU, but also on theeleof international platforms as
IMF and others, that the financial sector shouldtgbute to the public finance
and should repay the public sources invested duhiagerisis into the sector to
stabilize it.

However, budgetary consequences were not the dmbgrs of the discus-
sions; another driver of discussion was the argairaetaxes in financial sector
as the regulatory tools. As mentioned by Cannas. €2014) the financial sector
is generally under-taxed mainly due to the fact tha banking sector is excluded
from value added tax contrary to the other seavbreconomy. Therefore the
financial sector should take part in repaying lasgms of money being invested
into the financial sector during the crises.

In reaction to the financial crisis and weaken&érnal Market, the European
Commission introduced the proposal on taxationirarfcial sector either in the
form of financial transaction tax, bonus tax orchiarge to the corporate income
tax in finance sector or currency transaction fexa result of this wide discus-
sion, the European Commission published the propmsahe Directive which
introduced a common system of FTT in September 2011 the aim: of pre-
venting the fragmentation of the single markettadtgons of competition caused
by national financial transaction taxes, to ensubstantial contribution of fi-
nancial sector to public finances and to discourtigancial transactions not
contributing to the efficiency of the financial rkats. The draft of the Directive
suggested the system of taxation covering all maskal instruments and all
financial sector actors — so called “triple A apmi’ based on the residence
principle. The proposed tax rates were set on 0.01%e notional value for
derivatives transactions and 0.1% of the priceofiter transactions. However,
the European Parliament and the European Economiodl during the consul-
tations returned the FTT proposal back to the BEemopgCommission.

® As a first levied financial transaction tax canrbentioned the British stamp duty enacted in
1694. Currently financial transactions tax (on ssabonds, other securities), is levied in 13 Mem-
ber States, namely Belgium, Ireland, Greece, Frakodand, ltaly, Cyprus, Hungary, Malta,
Netherlands, Poland, Portugal and United Kingdom.
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Therefore, in 2012, a Coalition of the Willing e@psed the willingness
to introduce FTT through enhanced cooperation basedhe Article 20 of
the Treaty on the EU, and Articles 326 and 33efTreaty on the Functioning
of the EU. In that context, it is necessary to hgiit that the introduction of the
tax through enhanced cooperation represents thteafiplication of this system
in the area of taxation, and has never been uskaebelhe Coalition of the
Willing would like to use the FTT revenues mainby fiscal consolidation. For
to this reason, France and Italy introduced thein mational financial transac-
tion taxes based on the FTT proposal — FramteAugust 2012 and lItafyin
March 2013. This act opens the discussion abouttphementation of a general
financial transaction tax on an EU level. On Febyuat, 2013, the Commission
adopted the Proposal for a Council Directive immgating enhanced coopera-
tion in the area of FTT together with the revisegact assessment. The discus-
sion about the proposal since this time is focusinghe main elements of the
tax — principles for territorial application, theope of the tax, the taxable
amount, gross versus net taxation, transactiomngcimarket making, tax rates
and the mechanism of tax collections. The consehassot yet been reached.
However, it was agreed in Tallin on September 20&Y experts from the coun-
tries of the Coalition of the Willing should clayifi) the effects of the FTT with
the capital-funded pension systems, (ii) FTT reesnestimate and implementa-
tion costs, and (iii) scenario(s) in the relatianthe Brexit. Furthermore, the
European Commission has to present a draft diee¢tithe Ministry of Finance
of the countries in the Coalition of the Willing.

Since the introduction of the FTT proposal, a nambf empirical studies
analysed the effects of FTTs on liquidity, tradimjume, volatility, capital costs
as well as the FTT revenues estimates. Althougheabeginning the effort to
impose the FTT was mainly in connection with thgutation of the financial

5 In France, the tax consists of three main eleméiitstly, the tax on transactions with shares
of French listed companies with registered officeBrance (only companies with market capitali-
zation higher than EUR 1 bn. are subjected to w&@#) no respect to the place, where they are
traded. Secondly, tax on uncovered credit defavdips issued by the governments of EU Member
States, purchased on the French market. The tainmtiation and recording is done similarly as
in case of value added tax. And thirdly tax on efled orders. This type of tax is intended to
discourage traders from high-frequency trading andevied on all participants in the French
market. In practice it applies on cases, wherdrgadias done through high-frequency algorithm
and the ratio of cancelled orders exceeded 80%.

"In ltaly, the FTT is levied on three types of santions. The first taxable transaction covers
all shares and other instruments of financial maidsued by the companies who are a resident in
Italy (there are some exemption). The second taxalihsaction covers derivatives (since July
2013). The third taxable transaction covers, sityilas in case of France, cancelled orders if the
ratio of cancelled or modified orders exceeds 60%ne trading day with aim to discourage traders
from high-frequency trading.



227

markets and with ensuring the fair and substactaltribution of the financial

sector for repaying of public finance invested itlte sector during the crisis, it
started to be considered also as an important safrtax revenuésand as an

potential candidate on new own resource to findhedcU budget. Mario Monti,

coordinator of the High Level Group on Own Resosrcensiders the FTT as
one option for tax-based own resources, which calitelv cutting national EU

contributions and which could eliminate taxes halnfbr sustainable growth
(HLGOR, 2016).

However, all FTT revenue estimates are performigd tlie inclusion of the
London financial markets, which belong to the mi@ancial markets in the EU
and are considered as a financial centre in thec&tgury. Thus, it is questiona-
ble how the Brexit, i.e. the United Kingdom leavitiee EU and therefore its
integrated capital market, will change the potérfieil revenues of the Coali-
tion of the Willing.

2. Existing Financial Transactions Tax Estimatesi  nthe EU

The first estimation of the FTT revenues in thedpean Union was per-
formed by French Ministry of Finance (2000) (USDI#2, in 2000) and subse-
guently by Belgian Ministry of Finance (2001) (USD- 39 bn., in 2001). An-
other estimate for EU level was performed by Spé002) in the amount of
USD 16.6 bn. at the rate of 0.01% and in the amotiSD 20.8 bn. with the
combination of tax rates of 0.02% and 0.01%. Thenesion was based on the
concept of a Tobin tax levied on a yearly turnogeforeign exchange transac-
tion based on data from Bank of International 8eténts. Another estimate of
USD 2.07 — 4.4 bn. was performed by Spratt (2006}He potential implemen-
tation of stamp duty in the UK at the rate of 0@06n sterling foreign transac-
tions. Both mentioned estimates were made throtagic snodels using the an-
nual turnover of financial transactions withoutitekinto account any dynamic
aspects. The first dynamic model for the estimatibthe FTT revenue was in-
troduced by Jetin and Denys (2005), who used figeakion and fraud compo-
nents, volume elasticity in dependence on the actitnal costs as dynamic
aspects affecting the FTT revenues. They estimdtedFTT revenues in the
amount of USD 6 — 10 bn. in case of 0.01% rateiartde amount of USD 10 —
38 bn. in case of 0.1% tax rate. The authors as$uhgetransaction costs in the
amount of 0.02% and 0.1% and elasticity in the amhofi—1,5. Moreover, they
assumed a taxation of the financial transactiobath legs in the trade —i.e. on
the side of buyer as well as on the side of sellers

8 For more detail see section 3.
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Based on similar assumptions (but with an expiectadf the decrease in
transaction volume instead of elasticity factorgh@meister, Schratzenstaller
and Picek (2008) estimated the FTT revenues iratheunt of USD 202 — 266
bn. on the global level and in the amount of USD-2843 bn. on the European
level in dependence on the tax rate. Subsequératbed on 2010 European data,
Schulmeister (2011) estimated the FTT revenueenatnount of USD 310 bn.,
using the same methodology as Schulmeister, Semst&ler and Picek (2008)
and the tax rate of 0.05%. In contrast, Schulmester Sokoll (2013) estimated
the FTT revenues for EU-27 only in the amount ofREED.7 bn. and EUR 65.8
bn. for EU-11. As well as on previous research, abttmate was based on the
methodology of Schulmeister, Schratzenstaller aigkP(2008), which was
further developed by specific aspects.

According to the modified formula of Jetin and Per(2005) — expecting
elasticity to be 0.8, transaction costs 10% andréae without multiplying by
two — McCulloch and Pacillo (2011) estimated thel F&venues on the global
level in the range of USD 147 — 577 bn. excluding3Qransactions, and in the
range of USD 482 — 1.631 bn. including OTC transast In contrast, the Euro-
pean Commission (2011), based on 2010 data anthsiasisumptions (transac-
tion costs of 0.06% of transaction volume for egaihd bonds, 0.07% for OTC
derivatives, of 0.03% for exchange derivatives an.024% for FX Spot Mar-
ket, elasticity between —2 and 0 and the valuevagien between 10% and 90%
in dependence on the financial product) estimatedd RTT revenues in the
amount of EUR 57 bn. for EU-27. Further, approviathe possibility to adopt
FTT through enhanced cooperation the European Cssimni (2013) introduced
an estimate of the FTT revenues for EU-11 betwedR BO and 35 bn. Last
estimate of the FTT revenues for EU-11 was perfdrrog Nerudova and
Dvorakova (2014). They estimated the revenue in thgerafi EUR 24.9 — 28.3
bn. In comparison with the estimation conductedhsy European Commission,
they expect FTT revenues to be lower mainly dueleynpent of different da-
taset with different assumption of elasticity (tvedlue between —1.5 and 1.5).
Moreover, as a proxy for the calculation of the HFEVenues for EU-11 served
both GDP of EU-11 and value added of the finans&dtor of EU-11 before
taxation. It is necessary to mention that nonehef above presented studies
comprised the expectation of either residence gmimoor issuance principle,
newly incorporated in the proposal.

In that light, the lasts two studies by Naess-SdhnmHansen and Ringsted
(2014) and Scifer (2015) can be considered as the most compriveestsidies,
as they cover residence and issuance principlesfilgt one estimates the FTT
revenues only for Germany using the European Cosiomsapproach and its
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modified version when the high frequency tradind dgnamic and behavioural
effects of the FTT zone and non-FTT zone were clemsd. Based on the Euro-
pean Commission approach (static) the estimatiam fise amount of EUR 57.3
— 87.5 bn. In case of dynamic approach, the stgtiynated the FTT revenues
for Germany in the range of EUR 17.6 — 33.4 bn. $beond study by Séter
(2015) estimated the FTT revenues in the amoumUWR 700 mil. — 44 bn. in
dependence on the selected country, such as Gerfamgce, Italy and Austria.
The lowest estimated revenues would be reachedusyria (EUR 700 mil. — 1.5
bn.) and the highest for Germany (EUR 18 — 44 brhe study employed the
similar approach as the European Commission arulwEed various tax rates
as Schulmeister and Sokoll (2013). In case of ewaand elasticity various sce-
narios such as moderate evasion in the amount%f 50 evasion and evasion
of 15% and 75% in dependence on financial prodadtfarther elasticity in the
amount of -2, —1.5 and —1 were used. Similar agpraas also used by Solilova,
Nerudova and Dobranschi (2017) who estimate the F&vEnues for EU-11
(0.5-275.1 bn. EUR) and for EU-28 (1.7 — 503.4 llependence on the sce-
nario applied.

There is no doubt that the FTT revenues estindépend on the design of
the tax as highlighted by Hemmelgarn et al. (200M)reover, potential of the
FTT revenues depends on the importance of finamséakets covered into the
FTT obligation, on the trading volume and the teanti®n values of trades per-
formed through those financial markets. Therefdrean be expected that the
Brexit will affect the FTT revenues of the Coalitiof the Willing as the London
financial markets belong to the main financial neaskin the EU and after
the Brexit those markets will be out of the scop&DT. Dealing with this issue
will enrich the debate on whether the introductadrthis tax is still actual and
reasonable in case of the Coalition of the Willangd mainly in the situation of
the Brexit.

3. Data and Methodology

The tax revenue generated by the FTT is extremifficult to predict as it
depends on different factors (parameters) enténiiagthe calculation of the FTT
revenues, which is complicated to estimate. Tharpaters affecting the result
of estimates include the tax rate, tax base, exemgpttrading volume, volume
elasticity in dependence on transactional costgorrate, transaction costs, or
fiscal evasion and tax fraud.

® Authors apply 3 different scenarios — a statimac®, a maximum evasion scenario and no-
-evasion scenario.
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To estimate of the potential revenues from the kTThe Coalition of the
Willing and the research of the impact of the Brexi the volume of tax reve-
nues we created the dataset from:

- the World Federation Exchang@4/FE), which includes annual transaction
values of trades performed in the world, focusimdycon the European Ex-
changes i.e. the transactions performed throughfilduhcial markets in 2016
were considered for the purpose of our researahglyavalue of share trading,
value of bond trading, ETFs and investment fundsaise of equity transactions
and currency options and futures, and commodifi¢i®s and futures in case of
derivatives transactions.

- the Bank for International Settlemeii#spril 2016') covering OTC transac-
tions performed by the individual Member Statesespenting the Coalition of
the Willing.

The tax base of the EU financial markets as a whae identified using
a source principle. Under the source principle, Eue would have the right to
tax all the financial transactions that are deemoeldave taken place in the EU,
regardless of the tax residence of the partiesivedoin the transactions — i.e.
only the transactions taking place on EU territoguld be taxable events.

To estimate the FTT revenues, the European Corunisformula was ap-
plied as follows:

R=rV({1- B [(1+(—:j )

where
R - represents the annual revenue,
T —represents the tax rate,
V - represents the net turnovers,
E - represents fiscal evasion,
¢ - represents shared transaction cost,
& —represents tax elasticity.

As is obvious from the European Commission’s fdanthe estimation of
the FTT revenues is based on assumptions of vasas tax rates, fiscal eva-
sion and relocation, transaction costs and elésSciand the determination of
annual turnovers of financial transactions for g (i.e. tax bases resulting
from the taxable events).

10'BIS Statistical Bulletin September 2017, last datanf April 2016. To reach annual turn-
over, daily average volume of transactions wasiplig by sum of trading days in average i.e. by
242 days.
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As a first assumption of the variablghe tax rate- was applied in accord-
ance with the proposal of FTT directive, i.e. ie tfate of 0.1% in case of the
financial transactions other than those relatedi¢dvatives contracts or of
0.01% in case of financial transaction related eawatives contracts and OTC
transactions. The second onthe relocation and fiscal evasiehrepresent very
important factors mainly in case of derivatives vehthere is the biggest risk of
non-taxation. The estimation of the FTT revenuas abnsiders the relocation
and tax evasions effects in the range of 60 — 9%5%ase of derivatives and in
the range of 5 — 25% in case of securities (seéeThbelow), i.e. each of reloca-
tion and tax evasion effects was considered segarand results are presented
altogether with the rest of assumptions in the “mmasxn evasion scenario”.

Table 1

Overview of Variables Used for the Estimation of FT Revenues
Financial instruments Relocation and evasion rates
Derivatives (in %) 95, 90, 85, 80, 75, 70, 65, ®0,
Securities

(bonds and stocks) (in %) 0,5,10,15,20,25

Transaction costs

0.3,0.024, 0.7 Collins (2016); Sifbr (2015); Nerudova and
Dvorakova (2014); Naess-Schmidt, Hansen and
Ringsted (2014) and European Commission (201j1)

0.005, 0.003 Schulmeister, Schratzenstaller acekR2008)
Derivatives 0.01 Burman et al. (2016); Schulmeister, Schratadias
and Picek (2008)
0.013, 0.042 Pollin, Heintz and Herndon (2016)
0.56 Pollin and Heintz (2011)
0.002 Schulmeister, Schratzenstaller and Picek8200
0.6 Collins (2016); Sctier (2015); Nerudova and

Dvorakova (2014); Naess-Schmidt, Hansen and
Ringsted (2014) and European Commission (201j1)

Securities 0.12,0.1 Burman et al. (2016); Schulmeister, &zienstaller
(bonds and stocks) and Picek (2008)
0.2, 0.98, 0.032, 0.32 Pollin, Heintz and Herndz®il @),
0.2,0.3 Schulmeister, Schratzenstaller and R2@88)
0.14, 0.08 Bivens and Blair (2016)
Elasticity
DeriVatiVeS, securities -2,-1.5,-1,-0.5,0,0.5,1,1.5,2

(bonds and stocks)

Source Solilova, Nerudova and Dobranschi (2017); owrcpssing.

The assumptions in the paper are based on thetrapsessment of the Euro-
pean Commission (2011) and on the research dort@obiho (2014), which as-
sumed large avoidance responses of the marketiparits after the introduction
of the FTT. However, in accordance to the MiFIDulagjon (Markets in Financial
Instruments Directive) and EMIR regulation (Eurapddarket Infrastructure
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Regulation) effecting since 2015, Coelho (2014)saitiét significant geographic
evasion seems implausible. Therefore, the researtthis paper comprises also
the variant of the zero fiscal evasion (see “nsrascenario”). The third one —
transaction costs- were estimated based on the last surveys pegtbimthis
area (for more details see Table 1), i.e. eachevafuransaction costs was con-
sidered separately. Finally, as a last orihe-elasticity— is defined as the rela-
tive change in the transaction volume to a relativenge in the tax rate, particu-
larly the elasticity ranges from -2 to 2, accordiaghe type of product accord-
ing to the European Commission (2011). Howeve0h3 the European Com-
mission assumed the elasticity between —1.5 andlliesto the fact that the FTT
tax base is defined very broadly and also dued¢m#wly defined issuance prin-
ciple. Based on that, we considered during themesiton of the FTT revenues
the elasticity in the value between -2 to 2 withlBBis points of changes (for
details see Table 1 below).

All of the above variables and their values wesediin the different combi-
nations for the estimations of the FTT revenuesrétore the final results are
presented as an average value determined fronatiye tbetween first and third
guartile i.e. 25 percentile and 75 percentile, iglating outliers. Further, based on
the applied methodology the final results are prieskin three different scenarios:

« the first scenario named as “static scenario” reglall potential market re-
actions initiated by implementing the FTT — i.easticity, evasion and relocation
effects are not taking into account.

- the second one named as “maximum evasion scereggimes the range
of evasion 60 — 95% for derivatives and 5 — 25%skecurities and takes into
account other above explained variables.

« the third scenario named as “no evasion scenasgliraes no evasion on the
markets at all, however, with the consideratiotrarisaction costs and elasticities.

At this stage of the research/estimation, the F&venues were set at the EU
level. Therefore to reach the estimations of FT¥eneies for individual states,
the final results for all three scenarios had tspkt'! between the states of the
“Coalition of the Willing” in accordance with thelume of GDP? of individual
countries.

The effects of the Brexit were analysed duringlt#® stage of the research.
To research the impact of the Brexit, our datasgered the London Stock Ex-
change and London Metal Exchange for the first tohestimation of the FTT

11 Only data from the WFE were split and data from BiS covering the OTC transactions
were gained for the researched countries separately

12 The supplementary data about volume of GDP weieedafrom the Eurostat database
(2016: online data codes: prc_ppp_ind, nama_10ngeaida_10_pe).
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revenues (see Table 2) and for the second timstioh&ion of the FTT revenues
those markets were eliminated (see Table 3). Intiadd after the Brexit, we
assumed that a part of financial transactions ftloenLondon Stock Exchange
and London Metal Exchange will relocate to the ofshe EU financial markets,
therefore the estimation of the FTT revenues dfierBrexit also includes the
assumption of 10% up to 50% relocation of futuessactions resulting into the
higher FTT revenues (i.e. each scenario was rdesdclbased on the values of
relocated transactions).

4. Revenue Potential of FTT for the Coalition of t  he Willing

The process of estimations is following the Eussp€ommission approach,
however, contrary to the European Commission ttiéerent scenarios — static
scenario, maximum evasion scenario and no evasienaso, and 10% up to
50% relocation of financial transactions or a prfinancial market from the
UK is considered after the Brexit. Furthermorettes proxy for the calculation
of the share of Coalition of Willing on the FTT srwes estimates served GDP
of those countries (i.e. in 2016 the GDP in PPSirelmasing power standard of
the Coalition of Willing was 62% of the EU-28 GDP).

Table 2
Estimation of Revenues from the FTT across DifferenScenarios before the Brexit
(in mil. USD)
Tax rates for all scenarios 0.01% Derivatives and OTC, 0.1% Equity
Scenarios
Country - - -
Static Max evasion No evasion
AT Austria 1419.08 179.47 643.49
BE Belgium 2612.28 303.99 1194.77
FR France 13 837.89 1 608.69 6 328.35
DE Germany 10 552.89 1445.14 4915.15
EL Greece 190.28 50.62 98.65
IT Italy 2 950.45 539.44 1429.46
PT Portugal 262.50 60.60 132.32
Sli Slovenia 30.90 10.64 17.00
SK Slovakia 194.30 37.12 94.79
ES Spain 3080.77 480.14 1 458.68
Total 35131.34 4715.85 16 312.67

Source Own compilation; WFE (2016); BIS (2017); Eurost216).

To reach the aim of the paper, firstly, the FTV¥ersues before the Brexit and
secondly the estimates of FTT revenues after tlexiBhave to be determined.
Table 2 presents the estimates of revenues frorkTieacross three scenarios
before the Brexit.
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As is obvious the Static scenario would gener&@®35.1 bn. contrary to the
scenario Max evasion with USD 4.7 bn. In the cdsth® No-evasion scenario,
the estimates of FTT revenues would be more thdd U&3 bn. The highest FTT
revenues are allocated in France and Germany liveast 70% of the overall
FTT revenues. The lowest FTT revenues are allogat&tbvenia — USD 10 — 31
million. It is questionable whether the implemeimatof the FTT would raise
sufficient tax revenues to cover tax administratiosts.

Table 3 presents the results of estimates of EV&nues after the Brexit with
the assumption that financial transactions or parinancial market from the
UK will be relocated outside of the UK after theeRit. In case of zero reloca-
tion, the total FTT revenues are estimated at U812 Bn. (Static scenario) re-
sulting in the negative impact of the Brexit on tHET revenues for the Coali-
tion of Willing, specifically a decrease by USD 84il. (by 2.4%) and by USD
537 mil. (by 3.3%) in case of No-evasion scenario.

However, if the relocation is taken into accouhen the negative effect of
the Brexit is turned in the positive effect, asalhassumed relocations (i.e. 10%
up to 50%) the total FTT revenues for the Statenacio are estimated at more
than USD 35 bn. (an increase by more than 12%jhdurthe FTT revenues
are increased by more than 22% in case of max @avasienario and by more
than 13% in case of no evasion scenario. The high€3$ revenues would
be allocated in France and Germany (more than 66%eooverall FTT reve-
nues), then in Spain, Italy and Belgium, and theelst FTT revenues would
be allocated in Slovenia, similarly as in the tablpresenting the results before
the Brexit.

In respect of individual results of countries bé tCoalition of the Willing,
the impact of the Brexit on the FTT revenues cacdesidered as insignificant.
Moreover, it is necessary to mention that even ghaihe Coalition of the Will-
ing represents the economics which involve alm@8b ®f the European Union
GDP, most of the countries from the Coalition aoé considered to be the main
financial centres, such as Slovenia, Slovakia,Ugait Greece and others. There-
fore, it is highly debatable whether these statag generate sufficient and ex-
pected revenue from financial transaction taxhéf ETT would be implemented
without the coordination of all EU Member Statesorbver, economic impacts
of the FTT implementation only by the Coalitiontbé Willing have to be taken
into account, especially the risk of the relocatdfinancial transactions outside
the taxable area i.e. outside the territories ef @oalition of the Willing. This
situation can be presented by the max evasion soeméhen the estimates of
the FTT revenues are between USD 4,245 mil. an8¥58il. in dependence on
the value of relocations (see Table 3).
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Table3
Overall Results of Revenuesfrom the FTT across Different Scenarios and Relocation after the Brexit (in mil. USD)
Scenarios Static Max Evasion No Evasion Static Max Evasion No Evasion Static Max Evasion No Evasion
Country
zero relocation plus 10% relocation plus 20% relocation
AT 1389.85 163.11 624.83 1562.85 217.01 717.73 1565.78 218.64 719.60
BE 2577.15 284.34 1172.36 2785.04 349.10 1283.99 2788.55 351.07 1286.23
FR 13652.78 1505.14 6210.20 14 748.33 1846.40 6 798.50 14 766.84 1856.76 6810.31
DE 10 284.07 1294.76 4743.58 11 875.05 1790.35 5597.92 11 901.93 1805.39 5615.07
EL 171.08 39.87 86.39 284.75 75.29 147.43 286.67 76.36 148.66
IT 2796.12 453.11 1330.97 3709.45 737.62 1821.42 3724.89 746.25 1831.27
PT 241.40 48.80 118.86 366.27 87.69 185.91 368.38 88.87 187.26
Sl 26.36 8.10 14.11 53.18 16.45 28.51 53.64 16.71 28.80
SK 183.21 30.92 87.71 248.88 51.37 122.97 249.99 51.99 123.68
ES 2968.23 417.19 1386.86 3634.25 624.65 1744.50 3645.51 630.95 1751.69
Total 34290.25 424534 15 775.86 39 268.06 5795.94 18 448.89 39 352.17 5842.99 18 502.57
plus 30% relocation plus 40% relocation plus 50% relocation

AT 1568.70 220.28 721.46 1571.62 249.05 748.25 1574.55 223.55 725.20
BE 2792.06 353.03 1288.47 279558 387.61 1320.66 2799.09 356.96 1292.95
FR 14 785.35 1867.11 6822.13 14 803.86 2049.33 6991.77 14 822.37 1887.82 6 845.75
DE 11 928.81 1820.43 5632.23 11 955.69 2085.05 5878.59 11 982.58 1850.51 5666.54
EL 288.59 77.43 149.89 290.51 96.34 167.49 292.44 79.58 152.34
IT 3740.32 754.89 1841.12 3755.75 906.80 1982.54 3771.18 772.15 1860.82
PT 370.49 90.05 188.61 372.60 110.82 207.94 374.71 92.42 191.30
Sl 54.09 16.96 29.09 54.54 21.42 33.24 54.99 17.47 29.67
SK 251.10 52.61 124.39 252.21 63.54 134.56 253.32 53.86 125.81
ES 3656.76 637.25 1758.87 3668.02 748.02 1862.00 3679.27 649.84 1773.23
Total 39436.28 5890.05 18 556.25 39520.39 6 717.99 19 327.05 39 604.50 5984.15 18 663.61

Source: Own compilation; WFE (2016); BIS (2017); Eurostat (2016).
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Therefore, the debate about the implementaticghefTT in the countries of
the Coalition of the Willing should led to the dission about an implementa-
tion of the EU-wide general financial transactiax including the analysis of
economic impacts after the Brexit.

5. Discussion of Economic Impacts of the FTT

In most EU Member States, the banking sectoth@a®ne of the elements of
the financial sector, has high economic importahereover, any transactional
tax implemented by the Coalition of Willing in theerritories will affect not
only the financial system in the countries of thaal@ion or in EU-27, but also
will have impacts on the wider economy, particylastle to the resident and
issuance principles, connected extraterritoriak@ffand concentrated banking
sector. One of the concerns is the potential hdreffect on economic growth.
The European Commission (2013) estimates that ¢teeffiect of introducing
FTT in the long run on the level of GDP would betlie range between —0.1 and
0.1 percentage points.

Commissioner Semeta (2012) further states thataakts have a negative
impact on GDP when viewed in isolation (FTT in caripon with corporate
income tax would have lower negative impact), havewhether the approxi-
mate timeframe for an impact of FTT on GDP is dqueof 40 years, the annual
impact would be “negligible,” about 0.01% per annudbwever, Worstall
(2011) argues that the loss in GDP as a resuhetax will be greater than the
revenue raised due to the economic incidence wbachd fall on traders, on
stock exchanges, on companies and governmentsgthiugher capital costs,
on final consumers through higher prices of finahservices, and on employees
through lower average wages. Vella (2012) adds ¢hatpanies usually don't
bear a tax and pass it on to somebody, but ifiedt to say on whom exactly.
Therefore, the probability exists that final consuswill be affected through
lower interest rates or through higher borrowingtsoMoreover, end-consumers
will be affected by the cascade efféaf the FTT. As a result, the cost of hedg-
ing, the cost of capital and the price of finislggmbds will increase. However,
Oxera (2011) highlights that the extent of the Fn&idence depends on the
coverage of the tax, the nature of services’ coitipetand price elasticities of
demand and supply facing the companies.

13 Cost of capital is determined by the minimum réteeturn demanded by the investors.

14 Originally explained by Sir James Mirrlees, Nohalireate. Cascade effect can cause some
transactions being taxed at a higher effective, rateoverall amount of tax rate depends on the
number of transaction required to complete thd figamsaction.
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Amihud and Mendelson (1992), Kupiec (1996) and AI2012) highlight
another concern in the form of the reduction of tlmmover and total value of
transaction. The extent of the decrease dependseotmading volume elasticity
that represents the expected percentage changdume traded as a result of
a percentage change in the tax rate. The loweti@tgsan be reached by the
broader bases and lower tax rates. Furthermorlghigansaction costs caused
by the FTT are usually associated with lower trgdimlume. Lo, Mamaysky
and Wang (2004) prove that even a small transacist significantly reduce
trading volume. The Central Bank of Ireland (20&®tes that the size of trans-
action costs depends on the market, trade sizemtite fact whether trade takes
place on-or-off exchange. Further, Bjursell, Wamgl &au (2012) and Wang
and Yau (2000) add that the magnitude of the dedlinthe post-tax volume
depends on the relative importance of the tramsadtx to the total fixed cost
and/or the elasticity of trading volume with redpictransaction costs on each
transaction. However, the significant reductiontbé turnover can be also
caused by a trade migration, substitution of thepct or a massive relocation
of financial activity to the non-taxing or low-tang jurisdictions, which decided
to not introduce such a tax. Such relocation megren lead some products or
markets to disappear in the medium and longerasitias happened in the coun-
tries that have introduced a FTT in the pastloreover, the secondary effect of
the relocation represents inadequate tax revenilecton from the implemen-
tation of the FTT resulting into the failure to rheevenues expectations, as
happened in the cases of Swetfehtaly'” and Francé® The risk of relocation
depends mainly on both the geographic coveragdeftax and the scope of
the tax (wide range of financial products and mevlkafected). Moreover, it

15 For example, in Sweden the levied security tavolitely changed financial markets i.e.
bond trading volume fell by about 85% during thstfiveek of the imposition of the tax, trading in
futures on bonds and bills fell by about 98% over $ame period, and trade in options essentially
disappeared. In UK the market responds to thedntrtion of the Stamp Duty tax was the substi-
tution of equity trading for the trading in equierivatives and trading in American Deposit Re-
ceipts. In Switzerland, after introduction of StaBwpty in 1994, the mutual fund business relocated
to Luxemburg, the Eurobond and equity businesdesated to London. In Germany was similar
situation. The study (Kupiec, White and Duffee, 3P8onfirmed that 30% of trading in German
government bonds, 50% of trading in other Deutdieteek-denominated bonds and 80 — 90%
of trading in floating rate Deutsche Mark-denomathbonds migrated to London. And in Brazil
after introduction of Brazil FTT on all foreign pfotio investments, foreign investors reallocated
capital to Brazil ADRs in New York.

18 1n Sweden, the collected revenues were 0.37%984#)], 0.45% (in 1985), 0.96% (in 1986)
of the total revenue for the corresponding yeaffterAdoubling the tax rates, the collected reve-
nues reached 1.17% and 1.21% of the total revefiouel,987 and 1988 respectively. Thus the
expectations of the FTT revenues were not fukdiland the net budget effect was close to zero. In
1991 (after 7 years) the FTT was abolished.

7 In Italy, the Government expected revenues to @pprately EUR 1bn. for 2013, but the
FTT imposed in 2012 raised just EUR 159 million.
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depends on the existing business models and the abiavoid the tax. In this

context the European Commission (2013) stateshieatoordination in terms of
products covered by the tax, geographic coverageedisas of applicable tax
rate could reduce the incentives to relocate aguislictions. Thus, it is possi-
ble to say that the broader the geographic covevhgiee FTT and the broader
its scope, with the coordination among the pardtig Member States, shall
decrease the relocation.

Another concern raised due to the implementatioth® FTT is the loss of
jobs. The introduction of FTT could in the long reesult into a loss of jobs,
with a detrimental impact on Member States if jalbs lost to other financial
centres outside the EU. As mentioned by Solilovd Herudova (2015) in re-
spect of the global situation in the EU and froma tng term point of view,
negative employment effects are more likely toeaas percentage changes of
the employment by NACE sector K (Financial and rasage activities) are almost
at all cases declining as well as the amount ofqgrexr employed in this area.
Further, Schwabish (2004) proved the cascade affdbie FTT, when the imple-
mentation of the FTT affects the financial sectoNew York USD 2.5 billion in
lost wages, costing 10,000 to 11,000 jobs, andgsées in other sectors with the
overall impact of the FTT on employment lossesha amount of 23,000 to
33,000 jobs. However, the European Commission (R6tee that the potential
labour market effect in financial centres depenushe business strategies of the
institutions affected, for example in Fraffcée introduction of the FTT had the
positive effect on the employment contrary to I&ly

In general, the proponents of an EU FTT argue thattax would mainly
reduce incentives for high frequency trading andrtsterm trading, which are
considered to have a destabilising, harmful anaddptve effect, furthermore
the tax would make financial markets less volatiéeldon, 2012; Westerhoff,
2003; Summers and Summers, 1989). In this contali¢yP(1999) adds that the
FTT could eliminate noise traders and speculatrading. Stiglitz (1989) and
Summers and Summers (1989) highlight that the Foulavalso generate sig-
nificant revenues with dependence on the desigiaofand its administration.
Moreover, Stiglitz (1989) adds that the FTT couldrease overall efficiency of
the economy and reduce the national deficit. I3 #tontext, Schratzenstaller

18 |n France, the expectation about FTT revenuesabasit EUR 1.6 bn. annually, however,
for the first year (2012) the French FTT generaddtal of EUR 648 million. During 2015, the
FTT tax raised something like EUR 800 million. Th&TFrevenues ‘expectation was not yet
reached after 5 year since 2012 when the FTT wpkemented.

19 Although the total employment decreased from 2618626.955 million people in 2012, the
employment by NACE K increased by 4,300 people, elfag its share on the total employment.

20 The effect of the implementation of the FTT inyitis 11,900 job lost from 2012 to 2013.
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(2017) highlights that the EU Member States shaalide the opportunity off-
ered by the Brexit for a sustainability-orientedoren of the EU budget, where
the FTT or common corporate (consolidated) tax lbaseplay the key role.

Given the complexity of the issue, we highlightaerdinated implementation
of the FTT in all EU Member States similarly as épgan Commission (2013)
as it would bring higher effectiveness (i.e. higtet revenues collection due to
lower relocation/mobility of tax bases to non-taXethncial markets, lower or
zero substitution of products due to a wide ranginancial products and mar-
kets in its scope), would eliminate negative exdbties having destabilising
effects (such as highly speculative financial teations, noise traders) and
would improve the internal market (i.e. eliminatioihdistortion due the abolish-
ment or harmonization of current national FTT). Baver, as mentioned by
Mario Monti (HLGOR, 2016), the FTT can be considkas a suitable candidate
for a reform of the EU system of own resources lsirtyi as CCCTB based on
the sustainability-oriented tax-based own resoufBebratzenstaller et al., 2017;
Solilova, Nerudova and Dobranschi, 2017; Solilond Alerudova, 2018), and as
adds Stiglitz (1989) the FTT can reduce the natidefcit.

With respect to the estimates of the FTT revenitesiould be highlighted
that it depends on many factors which are diffitalpredict. Furthermore, the
results are also affected by data source usedéoestimations. Solilova, Neru-
dova and Dobranschi (2017) estimated the FTT reasefor EU-11 between USD
3,653 mil. and USD 5,956 mil. in dependence orsttenario applied (static, max
evasion and no evasion scenario). In comparisorestisate the FTT revenues
between USD 4,715 mil. and USD 35,131 mil. beftwe Brexit and in case of
the same scenarios applied. Our estimates are tasixosmes higher. After the
Brexit, we estimate the FTT revenues between U2B5mil. and USD 34,290
mil. without any relocation of financial transact®from the British financial
markets. However, in case of the relocation, wenesé the FTT revenues be-
tween USD 5,795 mil. and 39,604 mil. with at |€E&¥% increases of the estimates
in comparison with the results without any relomatiFurther, if we compare the
results with the last study by Solilova, Nerudoval &obranschi (2017), there
are a few differences which effect the final estioraof the FTT revenues, such
as different data source (we used WFE and BIS dagsbversus Eurostat), dif-
ferent period (we used 2016 versus 2012 — 201#greint approach (we used
source principle versus source and issuance plas}iand different equation
for the estimation. Therefore the estimations a BT T varies significantly,
such as in case of Sifbr (2015) who estimated the FTT revenues for tiu- i
vidual countries (for example for Germany betwed&HREL8 and 44 bn.) or in
case of Schulmeister and Sokoll (2013) who estichtdte FTT revenues for the
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EU-11 in the amount of EUR 56 bn. However, if tlesults are compared with
the others studies (for example the estimationhef RTT revenues for EU-11
between EUR 30 and 35 bn. by the European Commis2il3 or the estima-
tion between EUR 24.9 and 28.3 bn. by NerudovalRvafakova, 2014) where
the similar methodology was used (mainly the saata dource and equation),
we can conclude that there are insignificant déifees and British financial
markets out of scope the FTT would have marginghtiee impact on the FTT
revenues expectation in case of the Coalition ef\tlling (see Table 2 and
Table 3 above).

Therefore in the light of the Brexit, we can camt# that there is insignificant
impact on the FTT revenues in the respect of indiai country as the decreases
are marginal (see Table 2 and Table 3). Furtherotlerall FTT revenues would
decrease by 2.4% (in case of static scenario). Memvenost of the countries
from the Coalition of the Willing are not considérto be the main financial
centres, such as Slovenia, Slovakia, Portugal, @8raad others. Therefore, it is
highly debatable whether these states may gensutfteient and expected reve-
nue from FTT, which would exceed the compliance addinistrative costs.
Moreover, there is significant risk of relocatiomen a part of financial activity
from the country where the FTT will be imposed willocate to the non-taxing
jurisdictions (this relocation can be considerechagativé' and can result in
a non-fulfilment of the expectation of the FTT reues and also in the market
disappearance (see Table 3, max evasion scenavie. that there can be a re-
location of a part of financial transactions/ad§ivirom the British financial
markets to the rest of the EU financial marketsictvtwould bring at least 12%
increases of the FTT revenues (this relocationbeanonsidered as positive, see
Table 3), it is questionable whether the FTT reesnill be sufficient at all and
whether the implementation of the FTT in the Caatitof the Willing is still
reasonable. Therefore, we can conclude that thetBseot threat but an opportuni-
ty to debate about an implementation of the EU-wgdaeral financial transac-
tion tax which can eliminate more effectively thegative effects of relocations.

Conclusion

There is no doubt about how important the Londparfcial centre is for the
EU financial markets. In our research we tried neveer the question, how the
Brexit will change the potential FTT revenues irseaf the Coalition of the
Willing and whether the implementation of the FETréasonable. Based on our re-
sults we may conclude that the Brexit will chartge inap of financial transactions

21 See Table 3, max evasion scenario.
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made by EU residents (individuals or legal persom) subsequently the poten-
tial FTT revenues generated through the FTT impldget in the Coalition of
the Willing. Based on our estimates, the impacthef Brexit will be negative,
but no so significantly as we expected, as thenpiateFTT revenues could de-
crease by USD 841 mil. (by 2.4%) in case of zelacedion of financial transac-
tions/a part of financial market outside the UK wéwer, if the relocation is taken
into account then the negative impact of the Bregé&nario would turn into the
positive effect, specifically into at least 12%rieases in the FTT revenues.

According to the taxation theory and based on dogbistudies related to an
estimation of FTT revenues, the FTT might raisestrtial revenues. However,
the real situation after the implementation of BT usually did not fulfil the
expectation of the FTT revenues, mainly due toraterestimation of tax avoid-
ance, a relocation effect and migration to nondapeoducts. This is proved by
the experiences of countrfésvho introduced their own FTT. There is no doubt
that the precise amount of the tax revenue is Wiginpredictable and would
depend on the tax base (a wide range of financ@dycts and markets in its
scope) and applied tax rates very much as wellnathe design of the tax as
highlighted by Hemmelgarn et al. (2015). The rewsnare also crucially de-
pendent upon the reaction of the market operakorthis context it is necessary
to mention most of countries from the CoalitionVailling are not considered to
be the main financial centres. Moreover, economipacts of the FTT have to
be taken into account. Therefore, it is highly dabke, whether these states may
generate sufficient and expected revenue from iadriransaction tax if the
implementation of the FTT would not be coordinatedough the European
Commission in all EU Member States.

Therefore we would like to highlight that a coaratied implementation of the
EU-wide general financial transaction tax wouldnbrihigher effectiveness,
eliminate negative externalities and improve therimal market. Moreover, the
FTT can be considered as a suitable candidate feioam of the EU system of
own resources based on the sustainability-orieméeebased own resources
(Schratzenstaller et al., 2017; Solilova, Nerudemd Dobranschi, 2017). Thus
the debate about the FTT should be relaunchectiarda of the EU.
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