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Abstract 
 

 The European Union faces the biggest change in her history – Brexit. The 
United Kingdom is leaving the EU and therefore its integrated capital market. 
Never before in the history of the EU has a Member State left the club, therefore 
the reactions of the Internal Market, economies of the rest EU Member States, 
and financial markets are unpredictable. Since 2012, the Coalition of the Willing 
would like to implement the financial transaction tax (FTT) but currently they 
pause before the question of how the Brexit will change the potential FTT reve-
nues of the Coalition of the Willing. Based on the research we can conclude that 
the Brexit will have a negative or positive impact on the potential FTT revenues 
with dependence on a relocation of financial markets outside of United Kingdom. 
Moreover, the FTT can be considered as a sustainability-oriented tax-based own 
resources for a reform of the EU budget.  
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Introduction 
 

 In 2012, eleven2 Member States named as a Coalition of the Willing3 ex-
pressed the willingness to introduce Financial Transaction Tax (FTT) through 
enhanced cooperation based on the Treaty on the Functioning of the EU. Later, 
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on February 14, 2013, the Commission adopted the Proposal for a Council Di-
rective implementing enhanced cooperation in the area of FTT together with the 
revised impact assessment. The discussion about the proposal since this time is 
focusing on the main elements of the tax, but the consensus has not yet been 
reached.3However, it was agreed in Tallin on September 2017 that experts from 
the countries of the Coalition of the Willing should clarify (i) the effects of the 
FTT with the capital-funded pension systems, (ii) FTT revenues estimate and 
implementation costs, and (iii) scenario(s) in the relation to the Brexit. Since the 
introduction of the FTT proposal, a number of empirical studies estimated the 
FTT revenues. However, all FTT revenue estimates are performed with the in-
clusion of the London financial markets, which belong to the main financial 
markets in the EU and are considered as a financial centre4 in the 21st century. 
Thus, it is questionable how the Brexit, i.e. the United Kingdom leaving the EU 
and therefore its integrated capital market, will change the potential FTT reve-
nues of the Coalition of the Willing. The budgetary consequences are considered 
as a one of the key element for the decision about the implementation of the FTT 
in the countries of the Coalition of the Willing and subsequently as an EU-wide 
general financial transactions tax stabilising financial markets in the EU. 
 The aim of this paper is to determine the revenue potential of the FTT for the 
“Coalition of the Willing” and the impact of the Brexit on those revenues.  
 The paper is divided into seven chapters. Chapter two focuses on the theoreti-
cal background, briefly summarises the current situation of financial sector taxa-
tion and needs for the taxation of financial transactions in the Europe after 
the financial crises. In chapter three, we discuss empirical estimates of the FTT 
revenues, which were performed in previous studies during the last two decades. 
Then, the methodology applied for the estimation of the potential FTT revenues 
for the “Coalition of the Willing” with aim to determine effects of the Brexit is 
explained. Chapter five presents the results of our research on the estimation of 
potential FTT revenues under different scenarios with the consideration of the 
relocation after the Brexit i.e. when a part of transactions from the London Stock 
Exchange and London Metal Exchange will relocate to the rest of EU; which are 
further discussed in the chapter on discussion. Further, the economic effects of 
the FTT implementation are also discussed here. Finally in the last chapter, the 
impact of the Brexit scenario on the FTT revenues is summarized with the policy 
recommendation. 
                                                           

 3 Coalition of the Willing is currently represented by Austria, Belgium, France, Germany, 
Greece, Italy, Portugal, Slovakia, Slovenia and Spain, i.e. without Estonia, which decided to leave 
the Coalition in 2015.   
 4 London is the largest centre for derivatives markets, foreign exchange markets, issuance of 
international debt securities, international insurance and 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 transactions in Europe.5 The de-
bate on the introduction of a financial transactions tax (hereafter, FTT) was en-
gaged both by Keynes (1936) and Tobin (1978). The renaissance of an FTT in 
modern history came after the economic and financial crisis in 2008, as the result 
of the actions taken by EU Member States to stabilize the financial sector. Dur-
ing the crisis, EU Member States supported the financial sector by EUR 4.6 tril-
lion (i.e. 39% of EU-27 GDP in 2009). This situation led to the strong consensus 
not only on the level of the EU, but also on the level of international platforms as 
IMF and others, that the financial sector should contribute to the public finance 
and should repay the public sources invested during the crisis into the sector to 
stabilize it.  
 However, budgetary consequences were not the only drivers of the discus-
sions; another driver of discussion was the argument of taxes in financial sector 
as the regulatory tools. As mentioned by Cannas et al. (2014) the financial sector 
is generally under-taxed mainly due to the fact that the banking sector is excluded 
from value added tax contrary to the other sectors of economy. Therefore the 
financial sector should take part in repaying large sums of money being invested 
into the financial sector during the crises.  
 In reaction to the financial crisis and weakened Internal Market, the European 
Commission introduced the proposal on taxation of financial sector either in the 
form of financial transaction tax, bonus tax or surcharge to the corporate income 
tax in finance sector or currency transaction tax. As a result of this wide discus-
sion, the European Commission published the proposal on the Directive which 
introduced a common system of FTT in September 2011 with the aim: of pre-
venting the fragmentation of the single market, distortions of competition caused 
by national financial transaction taxes, to ensure substantial contribution of fi-
nancial sector to public finances and to discourage financial transactions not 
contributing to the efficiency of the financial markets. The draft of the Directive 
suggested the system of taxation covering all markets, all instruments and all 
financial sector actors – so called “triple A approach” based on the residence 
principle. The proposed tax rates were set on 0.01% of the notional value for 
derivatives transactions and 0.1% of the price for other transactions. However, 
the European Parliament and the European Economic Council during the consul-
tations returned the FTT proposal back to the European Commission. 

                                                           

 5 As a first levied financial transaction tax can be mentioned the British stamp duty enacted in 
1694. Currently financial transactions tax (on shares, bonds, other securities), is levied in 13 Mem-
ber States, namely Belgium, Ireland, Greece, France, Finland, Italy, Cyprus, Hungary, Malta, 
Netherlands, Poland, Portugal and United Kingdom.  
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 Therefore, in 2012, a Coalition of the Willing expressed the willingness 
to introduce FTT through enhanced cooperation based on the Article 20 of 
the Treaty on the EU, and Articles 326 and 334 of the Treaty on the Functioning 
of the EU. In that context, it is necessary to highlight that the introduction of the 
tax through enhanced cooperation represents the first application of this system 
in the area of taxation, and has never been used before. The Coalition of the 
Willing would like to use the FTT revenues mainly for fiscal consolidation. For 
to this reason, France and Italy introduced their own national financial transac-
tion taxes based on the FTT proposal – France6 in August 2012 and Italy7 in 
March 2013. This act opens the discussion about the implementation of a general 
financial transaction tax on an EU level. On February 14, 2013, the Commission 
adopted the Proposal for a Council Directive implementing enhanced coopera-
tion in the area of FTT together with the revised impact assessment. The discus-
sion about the proposal since this time is focusing on the main elements of the 
tax – principles for territorial application, the scope of the tax, the taxable 
amount, gross versus net taxation, transaction chain, market making, tax rates 
and the mechanism of tax collections. The consensus has not yet been reached. 
However, it was agreed in Tallin on September 2017 that experts from the coun-
tries of the Coalition of the Willing should clarify (i) the effects of the FTT with 
the capital-funded pension systems, (ii) FTT revenues estimate and implementa-
tion costs, and (iii) scenario(s) in the relation to the Brexit. Furthermore, the 
European Commission has to present a draft directive to the Ministry of Finance 
of the countries in the Coalition of the Willing.  
 Since the introduction of the FTT proposal, a number of empirical studies 
analysed the effects of FTTs on liquidity, trading volume, volatility, capital costs 
as well as the FTT revenues estimates. Although at the beginning the effort to 
impose the FTT was mainly in connection with the regulation of the financial 

                                                           

 6 In France, the tax consists of three main elements. Firstly, the tax on transactions with shares 
of French listed companies with registered offices in France (only companies with market capitali-
zation higher than EUR 1 bn. are subjected to tax) with no respect to the place, where they are 
traded. Secondly, tax on uncovered credit default swaps issued by the governments of EU Member 
States, purchased on the French market. The tax administration and recording is done similarly as 
in case of value added tax. And thirdly tax on cancelled orders. This type of tax is intended to 
discourage traders from high-frequency trading and is levied on all participants in the French 
market. In practice it applies on cases, where trading was done through high-frequency algorithm 
and the ratio of cancelled orders exceeded 80%.   
 7 In Italy, the FTT is levied on three types of transactions. The first taxable transaction covers 
all shares and other instruments of financial market issued by the companies who are a resident in 
Italy (there are some exemption). The second taxable transaction covers derivatives (since July 
2013). The third taxable transaction covers, similarly as in case of France, cancelled orders if the 
ratio of cancelled or modified orders exceeds 60% in one trading day with aim to discourage traders 
from high-frequency trading. 
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markets and with ensuring the fair and substantial contribution of the financial 
sector for repaying of public finance invested into the sector during the crisis, it 
started to be considered also as an important source of tax revenues8 and as an 
potential candidate on new own resource to finance the EU budget. Mario Monti, 
coordinator of the High Level Group on Own Resources considers the FTT as 
one option for tax-based own resources, which could allow cutting national EU 
contributions and which could eliminate taxes harmful for sustainable growth 
(HLGOR, 2016).  
 However, all FTT revenue estimates are performed with the inclusion of the 
London financial markets, which belong to the main financial markets in the EU 
and are considered as a financial centre in the 21st century. Thus, it is questiona-
ble how the Brexit, i.e. the United Kingdom leaving the EU and therefore its 
integrated capital market, will change the potential FTT revenues of the Coali-
tion of the Willing.  
 
 
2.  Existing Financial Transactions Tax Estimates i n the EU 
 

 The first estimation of the FTT revenues in the European Union was per-
formed by French Ministry of Finance (2000) (USD 22 bn., in 2000) and subse-
quently by Belgian Ministry of Finance (2001) (USD 9 – 39 bn., in 2001). An-
other estimate for EU level was performed by Spahn (2002) in the amount of 
USD 16.6 bn. at the rate of 0.01% and in the amount of USD 20.8 bn. with the 
combination of tax rates of 0.02% and 0.01%. The estimation was based on the 
concept of a Tobin tax levied on a yearly turnover of foreign exchange transac-
tion based on data from Bank of International Settlements. Another estimate of 
USD 2.07 – 4.4 bn. was performed by Spratt (2005) for the potential implemen-
tation of stamp duty in the UK at the rate of 0.005% on sterling foreign transac-
tions. Both mentioned estimates were made through static models using the an-
nual turnover of financial transactions without taking into account any dynamic 
aspects. The first dynamic model for the estimation of the FTT revenue was in-
troduced by Jetin and Denys (2005), who used fiscal evasion and fraud compo-
nents, volume elasticity in dependence on the transactional costs as dynamic 
aspects affecting the FTT revenues. They estimated the FTT revenues in the 
amount of USD 6 – 10 bn. in case of 0.01% rate and in the amount of USD 10 – 
38 bn. in case of 0.1% tax rate. The authors assumed the transaction costs in the 
amount of 0.02% and 0.1% and elasticity in the amount of –1,5. Moreover, they 
assumed a taxation of the financial transaction on both 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 expectation of the decrease in 
transaction volume instead of elasticity factor), Schulmeister, Schratzenstaller 
and Picek (2008) estimated the FTT revenues in the amount of USD 202 – 266 
bn. on the global level and in the amount of USD 28 – 143 bn. on the European 
level in dependence on the tax rate. Subsequently, based on 2010 European data, 
Schulmeister (2011) estimated the FTT revenue in the amount of USD 310 bn., 
using the same methodology as Schulmeister, Schratzenstaller and Picek (2008) 
and the tax rate of 0.05%. In contrast, Schulmester and Sokoll (2013) estimated 
the FTT revenues for EU-27 only in the amount of EUR 70.7 bn. and EUR 65.8 
bn. for EU-11. As well as on previous research, the estimate was based on the 
methodology of Schulmeister, Schratzenstaller and Picek (2008), which was 
further developed by specific aspects.  
 According to the modified formula of Jetin and Denys (2005) – expecting 
elasticity to be 0.8, transaction costs 10% and tax rate without multiplying by 
two – McCulloch and Pacillo (2011) estimated the FTT revenues on the global 
level in the range of USD 147 – 577 bn. excluding OTC transactions, and in the 
range of USD 482 – 1.631 bn. including OTC transactions. In contrast, the Euro-
pean Commission (2011), based on 2010 data and similar assumptions (transac-
tion costs of 0.06% of transaction volume for equity and bonds, 0.07% for OTC 
derivatives, of 0.03% for exchange derivatives and of 0.024% for FX Spot Mar-
ket, elasticity between –2 and 0 and the value of evasion between 10% and 90% 
in dependence on the financial product) estimated the FTT revenues in the 
amount of EUR 57 bn. for EU-27. Further, approval of the possibility to adopt 
FTT through enhanced cooperation the European Commission (2013) introduced 
an estimate of the FTT revenues for EU-11 between EUR 30 and 35 bn. Last 
estimate of the FTT revenues for EU-11 was performed by Nerudova and 
Dvořakova (2014). They estimated the revenue in the range of EUR 24.9 – 28.3 
bn. In comparison with the estimation conducted by the European Commission, 
they expect FTT revenues to be lower mainly due employment of different da-
taset with different assumption of elasticity (the value between –1.5 and 1.5). 
Moreover, as a proxy for the calculation of the FTT revenues for EU-11 served 
both GDP of EU-11 and value added of the financial sector of EU-11 before 
taxation. It is necessary to mention that none of the above presented studies 
comprised the expectation of either residence principle or issuance principle, 
newly incorporated in the proposal.  
 In that light, the lasts two studies by Naess-Schmidt, Hansen and Ringsted 
(2014) and Schӓfer (2015) can be considered as the most comprehensive studies, 
as they cover residence and issuance principles. The first one estimates the FTT 
revenues only for Germany using the European Commission approach and its 
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modified version when the high frequency trading and dynamic and behavioural 
effects of the FTT zone and non-FTT zone were considered. Based on the Euro-
pean Commission approach (static) the estimation is in the amount of EUR 57.3 
– 87.5 bn. In case of dynamic approach, the study estimated the FTT revenues 
for Germany in the range of EUR 17.6 – 33.4 bn. The second study by Schӓfer 
(2015) estimated the FTT revenues in the amount of EUR 700 mil. – 44 bn. in 
dependence on the selected country, such as Germany, France, Italy and Austria. 
The lowest estimated revenues would be reached by Austria (EUR 700 mil. – 1.5 
bn.) and the highest for Germany (EUR 18 – 44 bn.). The study employed the 
similar approach as the European Commission and also used various tax rates 
as Schulmeister and Sokoll (2013). In case of evasion and elasticity various sce-
narios such as moderate evasion in the amount of 50%, no evasion and evasion 
of 15% and 75% in dependence on financial product and further elasticity in the 
amount of –2, –1.5 and –1 were used. Similar approach was also used by Solilova, 
Nerudova and Dobranschi (2017) who estimate the FTT revenues for EU-11 
(0.5 – 275.1 bn. EUR) and for EU-28 (1.7 – 503.4 bn.) dependence on the sce-
nario applied.9  
 There is no doubt that the FTT revenues estimates depend on the design of 
the tax as highlighted by Hemmelgarn et al. (2015). Moreover, potential of the 
FTT revenues depends on the importance of financial markets covered into the 
FTT obligation, on the trading volume and the transaction values of trades per-
formed through those financial markets. Therefore, it can be expected that the 
Brexit will affect the FTT revenues of the Coalition of the Willing as the London 
financial markets belong to the main financial markets in the EU and after 
the Brexit those markets will be out of the scope of FTT. Dealing with this issue 
will enrich the debate on whether the introduction of this tax is still actual and 
reasonable in case of the Coalition of the Willing and mainly in the situation of 
the Brexit.  
 
 
3.  Data and Methodology  
 

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

                                                           

 9 Authors apply 3 different scenarios – a static scenario, a maximum evasion scenario and no-   
-evasion scenario.  
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 To estimate of the potential revenues from the FTT in the Coalition of the 
Willing and the research of the impact of the Brexit on the volume of tax reve-
nues we created the dataset from: 

• the World Federation Exchanges (WFE), which includes annual transaction 
values of trades performed in the world, focusing only on the European Ex-
changes i.e. the transactions performed through EU financial markets in 2016 
were considered for the purpose of our research, namely value of share trading, 
value of bond trading, ETFs and investment funds in case of equity transactions 
and currency options and futures, and commodities options and futures in case of 
derivatives transactions.  

• the Bank for International Settlements (April 201610) covering OTC transac-
tions performed by the individual Member States representing the Coalition of 
the Willing.  
 The tax base of the EU financial markets as a whole was identified using 
a source principle. Under the source principle, the EU would have the right to 
tax all the financial transactions that are deemed to have taken place in the EU, 
regardless of the tax residence of the parties involved in the transactions – i.e. 
only the transactions taking place on EU territory would be taxable events.  
 To estimate the FTT revenues, the European Commission’s formula was ap-
plied as follows: 
 

 ( )1 1R V E
c

εττ  = ∗ ∗ − ∗ + 
 

          (1) 

 
where  

R  – represents the annual revenue,  
τ  – represents the tax rate,  
V  – represents the net turnovers, 
E  – represents fiscal evasion, 
c – represents shared transaction cost, 
ε  – represents tax elasticity. 

 
 As is obvious from the European Commission´s formula, the estimation of 
the FTT revenues is based on assumptions of variables as tax rates, fiscal eva-
sion and relocation, transaction costs and elasticities; and the determination of 
annual turnovers of financial transactions for the EU (i.e. tax bases resulting 
from the taxable events).  

                                                           

 10 BIS Statistical Bulletin September 2017, last data from April 2016. To reach annual turn-
over, daily average volume of transactions was multiplied by sum of trading days in average i.e. by 
242 days. 
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 As a first assumption of the variable – the tax rate – was applied in accord-
ance with the proposal of FTT directive, i.e. in the rate of 0.1% in case of the 
financial transactions other than those related to derivatives contracts or of 
0.01% in case of financial transaction related to derivatives contracts and OTC 
transactions. The second one – the relocation and fiscal evasion – represent very 
important factors mainly in case of derivatives where there is the biggest risk of 
non-taxation. The estimation of the FTT revenues also considers the relocation 
and tax evasions effects in the range of 60 – 95% in case of derivatives and in 
the range of 5 – 25% in case of securities (see Table 1 below), i.e. each of reloca-
tion and tax evasion effects was considered separately and results are presented 
altogether with the rest of assumptions in the “maximum evasion scenario”. 
 
T a b l e  1  

Overview of Variables Used for the Estimation of FTT Revenues 

Financial instruments Relocation and evasion rates  

Derivatives (in %) 95, 90, 85, 80, 75, 70, 65, 60, 0 
Securities  
(bonds and stocks) (in %) 

0, 5, 10, 15, 20, 25 

Transaction costs 

Derivatives 

0.3, 0.024, 0.7 Collins (2016); Schӓfer (2015); Nerudova and  
Dvořakova (2014); Naess-Schmidt, Hansen and 
Ringsted (2014) and European Commission (2011) 

0.005, 0.003  Schulmeister, Schratzenstaller and Picek (2008) 
0.01 Burman et al. (2016); Schulmeister, Schratzenstaller 

and Picek (2008) 
0.013, 0.042 Pollin, Heintz and Herndon (2016) 
0.56 Pollin and Heintz (2011) 
0.002 Schulmeister, Schratzenstaller and Picek (2008) 

Securities  
(bonds and stocks) 

0.6 Collins (2016); Schӓfer (2015); Nerudova and  
Dvořakova (2014); Naess-Schmidt, Hansen and 
Ringsted (2014) and European Commission (2011) 

0.12, 0.1  Burman et al. (2016); Schulmeister, Schratzenstaller 
and Picek (2008) 

0.2, 0.98, 0.032, 0.32 Pollin, Heintz and Herndon (2016), 
0.2, 0.3  Schulmeister, Schratzenstaller and Picek (2008) 
0.14, 0.08 Bivens and Blair (2016) 

Elasticity 

Derivatives, securities  
(bonds and stocks) 

–2, –1.5, –1, –0.5, 0, 0.5, 1, 1.5, 2 

Source: Solilova, Nerudova and Dobranschi (2017); own processing. 

 
 The assumptions in the paper are based on the impact assessment of the Euro-
pean Commission (2011) and on the research done by Coelho (2014), which as-
sumed large avoidance responses of the market participants after the introduction 
of the FTT. However, in accordance to the MiFID regulation (Markets in Financial 
Instruments Directive) and EMIR regulation (European Market Infrastructure 
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Regulation) effecting since 2015, Coelho (2014) adds that significant geographic 
evasion seems implausible. Therefore, the research in this paper comprises also 
the variant of the zero fiscal evasion (see “no evasion scenario”). The third one – 
transaction costs – were estimated based on the last surveys performed in this 
area (for more details see Table 1), i.e. each value of transaction costs was con-
sidered separately. Finally, as a last one – the elasticity – is defined as the rela-
tive change in the transaction volume to a relative change in the tax rate, particu-
larly the elasticity ranges from –2 to 2, according to the type of product accord-
ing to the European Commission (2011). However, in 2013 the European Com-
mission assumed the elasticity between –1.5 and 1.5, due to the fact that the FTT 
tax base is defined very broadly and also due to the newly defined issuance prin-
ciple. Based on that, we considered during the estimation of the FTT revenues 
the elasticity in the value between –2 to 2 with 50 basis points of changes (for 
details see Table 1 below). 
 All of the above variables and their values were used in the different combi-
nations for the estimations of the FTT revenues. Therefore the final results are 
presented as an average value determined from the range between first and third 
quartile i.e. 25 percentile and 75 percentile, eliminating outliers. Further, based on 
the applied methodology the final results are presented in three different scenarios:  

• the first scenario named as “static scenario” neglects all potential market re-
actions initiated by implementing the FTT – i.e. elasticity, evasion and relocation 
effects are not taking into account.  

• the second one named as “maximum evasion scenario” assumes the range 
of evasion 60 – 95% for derivatives and 5 – 25% for securities and takes into 
account other above explained variables.  

• the third scenario named as “no evasion scenario” assumes no evasion on the 
markets at all, however, with the consideration of transaction costs and elasticities. 
 At this stage of the research/estimation, the FTT revenues were set at the EU 
level. Therefore to reach the estimations of FTT revenues for individual states, 
the final results for all three scenarios had to be split11 between the states of the 
“Coalition of the Willing” in accordance with the volume of GDP12 of individual 
countries.  
 The effects of the Brexit were analysed during the last stage of the research. 
To research the impact of the Brexit, our dataset covered the London Stock Ex-
change and London Metal Exchange for the first time of estimation of the FTT 

                                                           

 11 Only data from the WFE were split and data from the BIS covering the OTC transactions 
were gained for the researched countries separately.   
 12 The supplementary data about volume of GDP were gained from the Eurostat database 
(2016: online data codes: prc_ppp_ind, nama_10_pe and naida_10_pe). 
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revenues (see Table 2) and for the second time of estimation of the FTT revenues 
those markets were eliminated (see Table 3). In addition, after the Brexit, we 
assumed that a part of financial transactions from the London Stock Exchange 
and London Metal Exchange will relocate to the rest of the EU financial markets, 
therefore the estimation of the FTT revenues after the Brexit also includes the 
assumption of 10% up to 50% relocation of future transactions resulting into the 
higher FTT revenues (i.e. each scenario was recalculated based 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 European Commission approach, 
however, contrary to the European Commission three different scenarios – static 
scenario, maximum evasion scenario and no evasion scenario, and 10% up to 
50% relocation of financial transactions or a part of financial market from the 
UK is considered after the Brexit. Furthermore, as the proxy for the calculation 
of the share of Coalition of Willing on the FTT revenues estimates served GDP 
of those countries (i.e. in 2016 the GDP in PPS – purchasing power standard of 
the Coalition of Willing was 62% of the EU-28 GDP).  
 
T a b l e  2  

Estimation of Revenues from the FTT across Different Scenarios before the Brexit  
(in mil. USD) 

Tax rates for all scenarios 0.01% Derivatives and OTC, 0.1% Equity 

Country 
Scenarios 

Static Max evasion No evasion 

AT Austria 1 419.08 179.47 643.49 
BE Belgium 2 612.28 303.99 1 194.77 
FR France 13 837.89 1 608.69 6 328.35 
DE Germany 10 552.89 1 445.14 4 915.15 
EL Greece 190.28 50.62 98.65 
 IT Italy 2 950.45 539.44 1 429.46 
PT Portugal 262.50 60.60 132.32 
SI Slovenia 30.90 10.64 17.00 
SK Slovakia 194.30 37.12 94.79 
ES Spain 3 080.77 480.14 1 458.68 
Total  35 131.34 4 715.85 16 312.67 

Source: Own compilation; WFE (2016); BIS (2017); Eurostat (2016). 

 
 To reach the aim of the paper, firstly, the FTT revenues before the Brexit and 
secondly the estimates of FTT revenues after the Brexit have to be determined. 
Table 2 presents the estimates of revenues from the FTT across three scenarios 
before the Brexit.  
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 As is obvious the Static scenario would generate USD 35.1 bn. contrary to the 
scenario Max evasion with USD 4.7 bn. In the case of the No-evasion scenario, 
the estimates of FTT revenues would be more than USD 16.3 bn. The highest FTT 
revenues are allocated in France and Germany i.e. almost 70% of the overall 
FTT revenues. The lowest FTT revenues are allocated in Slovenia – USD 10 – 31 
million. It is questionable whether the implementation of the FTT would raise 
sufficient tax revenues to cover tax administrative costs.  
 Table 3 presents the results of estimates of FTT revenues after the Brexit with 
the assumption that financial transactions or part of financial market from the 
UK will be relocated outside of the UK after the Brexit. In case of zero reloca-
tion, the total FTT revenues are estimated at USD 34.2 bn. (Static scenario) re-
sulting in the negative impact of the Brexit on the FTT revenues for the Coali-
tion of Willing, specifically a decrease by USD 841 mil. (by 2.4%) and by USD 
537 mil. (by 3.3%) in case of No-evasion scenario.  
 However, if the relocation is taken into account, then the negative effect of 
the Brexit is turned in the positive effect, as in all assumed relocations (i.e. 10% 
up to 50%) the total FTT revenues for the Static scenario are estimated at more 
than USD 35 bn. (an increase by more than 12%), further the FTT revenues 
are increased by more than 22% in case of max evasion scenario and by more 
than 13% in case of no evasion scenario. The highest FTT revenues would 
be allocated in France and Germany (more than 66% of the overall FTT reve-
nues), then in Spain, Italy and Belgium, and the lowest FTT revenues would 
be allocated in Slovenia, similarly as in the table 2 presenting the results before 
the Brexit. 
 In respect of individual results of countries of the Coalition of the Willing, 
the impact of the Brexit on the FTT revenues can be considered as insignificant. 
Moreover, it is necessary to mention that even though the Coalition of the Will-
ing represents the economics which involve almost 62% of the European Union 
GDP, most of the countries from the Coalition are not considered to be the main 
financial centres, such as Slovenia, Slovakia, Portugal, Greece and others. There-
fore, it is highly debatable whether these states may generate sufficient and ex-
pected revenue from financial transaction tax, if the FTT would be implemented 
without the coordination of all EU Member States. Moreover, economic impacts 
of the FTT implementation only by the Coalition of the Willing have to be taken 
into account, especially the risk of the relocation of financial transactions outside 
the taxable area i.e. outside the territories of the Coalition of the Willing. This 
situation can be presented by the max evasion scenario, when the estimates of 
the FTT revenues are between USD 4,245 mil. and 5,984 mil. in dependence on 
the value of relocations (see Table 3). 
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 Therefore, the debate about the implementation of the FTT in the countries of 
the Coalition of the Willing should led to the discussion about an implementa-
tion of the EU-wide general financial transaction tax including the analysis of 
economic impacts after the Brexit. 
 
 
5.  Discussion of Economic Impacts of the FTT 
 
 In most EU Member States, the banking sector, as the one of the elements of 
the financial sector, has high economic importance. Moreover, any transactional 
tax implemented by the Coalition of Willing in their territories will affect not 
only the financial system in the countries of the Coalition or in EU-27, but also 
will have impacts on the wider economy, particularly due to the resident and 
issuance principles, connected extraterritorial effect and concentrated banking 
sector. One of the concerns is the potential harmful effect on economic growth. 
The European Commission (2013) estimates that the net effect of introducing 
FTT in the long run on the level of GDP would be in the range between –0.1 and 
0.1 percentage points.  
 Commissioner Šemeta (2012) further states that all taxes have a negative 
impact on GDP when viewed in isolation (FTT in comparison with corporate 
income tax would have lower negative impact), however, whether the approxi-
mate timeframe for an impact of FTT on GDP is a period of 40 years, the annual 
impact would be “negligible,” about 0.01% per annum. However, Worstall 
(2011) argues that the loss in GDP as a result of the tax will be greater than the 
revenue raised due to the economic incidence which could fall on traders, on 
stock exchanges, on companies and governments through higher capital costs,13 
on final consumers through higher prices of financial services, and on employees 
through lower average wages. Vella (2012) adds that companies usually don’t 
bear a tax and pass it on to somebody, but it is difficult to say on whom exactly. 
Therefore, the probability exists that final consumers will be affected through 
lower interest rates or through higher borrowing costs. Moreover, end-consumers 
will be affected by the cascade effect14 of the FTT. As a result, the cost of hedg-
ing, the cost of capital and the price of finished goods will increase. However, 
Oxera (2011) highlights that the extent of the FTT incidence depends on the 
coverage of the tax, the nature of services’ competition and price elasticities of 
demand and supply facing the companies.  

                                                           

 13 Cost of capital is determined by the minimum rate of return demanded by the investors.  
 14 Originally explained by Sir James Mirrlees, Nobel Laureate. Cascade effect can cause some 
transactions being taxed at a higher effective rate, as overall amount of tax rate depends on the 
number of transaction required to complete the final transaction. 



237 

 Amihud and Mendelson (1992), Kupiec (1996) and AIMA (2012) highlight 
another concern in the form of the reduction of the turnover and total value of 
transaction. The extent of the decrease depends on the trading volume elasticity 
that represents the expected percentage change in volume traded as a result of 
a percentage change in the tax rate. The lower elasticity can be reached by the 
broader bases and lower tax rates. Furthermore, higher transaction costs caused 
by the FTT are usually associated with lower trading volume. Lo, Mamaysky 
and Wang (2004) prove that even a small transaction cost significantly reduce 
trading volume. The Central Bank of Ireland (2012) states that the size of trans-
action costs depends on the market, trade size and on the fact whether trade takes 
place on-or-off exchange. Further, Bjursell, Wang and Yau (2012) and Wang 
and Yau (2000) add that the magnitude of the decline in the post-tax volume 
depends on the relative importance of the transaction tax to the total fixed cost 
and/or the elasticity of trading volume with respect to transaction costs on each 
transaction. However, the significant reduction of the turnover can be also 
caused by a trade migration, substitution of the product or a massive relocation 
of financial activity to the non-taxing or low-taxing jurisdictions, which decided 
to not introduce such a tax. Such relocation might even lead some products or 
markets to disappear in the medium and longer run, as has happened in the coun-
tries that have introduced a FTT in the past.15 Moreover, the secondary effect of 
the relocation represents inadequate tax revenue collection from the implemen-
tation of the FTT resulting into the failure to meet revenues expectations, as 
happened in the cases of Sweden,16 Italy17 and France.18 The risk of relocation 
depends mainly on both the geographic coverage of the tax and the scope of 
the tax (wide range of financial products and markets affected). Moreover, it 

                                                           

 15 For example, in Sweden the levied security tax absolutely changed financial markets i.e. 
bond trading volume fell by about 85% during the first week of the imposition of the tax, trading in 
futures on bonds and bills fell by about 98% over the same period, and  trade in options essentially 
disappeared. In UK the market responds to the introduction of the Stamp Duty tax was the substi-
tution of equity trading for the trading in equity derivatives and trading in American Deposit Re-
ceipts. In Switzerland, after introduction of Stamp Duty in 1994, the mutual fund business relocated 
to Luxemburg, the Eurobond and equity businesses relocated to London. In Germany was similar 
situation. The study (Kupiec, White and Duffee, 1993) confirmed that 30% of trading in German 
government bonds, 50% of trading in other Deutsche Mark-denominated bonds and 80 – 90% 
of trading in floating rate Deutsche Mark-denominated bonds migrated to London. And in Brazil 
after introduction of Brazil FTT on all foreign portfolio investments, foreign investors reallocated 
capital to Brazil ADRs in New York.  
 16 In Sweden, the collected revenues were 0.37% (in 1984), 0.45% (in 1985), 0.96% (in 1986) 
of the total revenue for the corresponding years. After doubling the tax rates, the collected reve-
nues reached 1.17% and 1.21% of the total revenue, for 1987 and 1988 respectively. Thus the 
expectations of the FTT revenues were not full filled and the net budget effect was close to zero. In 
1991 (after 7 years) the FTT was abolished.    
 17 In Italy, the Government expected revenues to approximately 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 ability to avoid the tax. In this 
context the European Commission (2013) states that the coordination in terms of 
products covered by the tax, geographic coverage as well as of applicable tax 
rate could reduce the incentives to relocate across jurisdictions. Thus, it is possi-
ble to say that the broader the geographic coverage of the FTT and the broader 
its scope, with the coordination among the participating Member States, shall 
decrease the relocation.18 
 Another concern raised due to the implementation of the FTT is the loss of 
jobs. The introduction of FTT could in the long run result into a loss of jobs, 
with a detrimental impact on Member States if jobs are lost to other financial 
centres outside the EU. As mentioned by Solilova and Nerudova (2015) in re-
spect of the global situation in the EU and from the long term point of view, 
negative employment effects are more likely to arise as percentage changes of 
the employment by NACE sector K (Financial and insurance activities) are almost 
at all cases declining as well as the amount of persons employed in this area. 
Further, Schwabish (2004) proved the cascade effect of the FTT, when the imple-
mentation of the FTT affects the financial sector in New York USD 2.5 billion in 
lost wages, costing 10,000 to 11,000 jobs, and job losses in other sectors with the 
overall impact of the FTT on employment losses in the amount of 23,000 to 
33,000 jobs. However, the European Commission (2013) state that the potential 
labour market effect in financial centres depends on the business strategies of the 
institutions affected, for example in France19 the introduction of the FTT had the 
positive effect on the employment contrary to Italy.20  
 In general, the proponents of an EU FTT argue that the tax would mainly 
reduce incentives for high frequency trading and short-term trading, which are 
considered to have a destabilising, harmful and speculative effect, furthermore 
the tax would make financial markets less volatile (Weldon, 2012; Westerhoff, 
2003; Summers and Summers, 1989). In this context Palley (1999) adds that the 
FTT could eliminate noise traders and speculation trading. Stiglitz (1989) and 
Summers and Summers (1989) highlight that the FTT would also generate sig-
nificant revenues with dependence on the design of tax and its administration. 
Moreover, Stiglitz (1989) adds that the FTT could increase overall efficiency of 
the economy and reduce the national deficit. In this context, Schratzenstaller 

                                                           

 18 In France, the expectation about FTT revenues was about EUR 1.6 bn. annually, however, 
for the first year (2012) the French FTT generated a total of EUR 648 million. During 2015, the 
FTT tax raised something like EUR 800 million. The FTT revenues ‘expectation was not yet 
reached after 5 year since 2012 when the FTT was implemented.  
 19 Although the total employment decreased from 26.965 to 26.955 million people in 2012, the 
employment by NACE K increased by 4,300 people, as well as its share on the total employment.  
 20 The effect of the implementation of the FTT in Italy is 11,900 job lost from 2012 to 2013. 



239 

(2017) highlights that the EU Member States should seize the opportunity off-
ered by the Brexit for a sustainability-oriented reform of the EU budget, where 
the FTT or common corporate (consolidated) tax base can play the key role.  
 Given the complexity of the issue, we highlight a coordinated implementation 
of the FTT in all EU Member States similarly as European Commission (2013) 
as it would bring higher effectiveness (i.e. higher tax revenues collection due to 
lower relocation/mobility of tax bases to non-taxed financial markets, lower or 
zero substitution of products due to a wide range of financial products and mar-
kets in its scope), would eliminate negative externalities having destabilising 
effects (such as highly speculative financial transactions, noise traders) and 
would improve the internal market (i.e. elimination of distortion due the abolish-
ment or harmonization of current national FTT). Moreover, as mentioned by 
Mario Monti (HLGOR, 2016), the FTT can be considered as a suitable candidate 
for a reform of the EU system of own resources similarly as CCCTB based on 
the sustainability-oriented tax-based own resources (Schratzenstaller et al., 2017; 
Solilova, Nerudova and Dobranschi, 2017; Solilova and Nerudova, 2018), and as 
adds Stiglitz (1989) the FTT can reduce the national deficit.  
 With respect to the estimates of the FTT revenues, it should be highlighted 
that it depends on many factors which are difficult to predict. Furthermore, the 
results are also affected by data source used for the estimations. Solilova, Neru-
dova and Dobranschi (2017) estimated the FTT revenues for EU-11 between USD 
3,653 mil. and USD 5,956 mil. in dependence on the scenario applied (static, max 
evasion and no evasion scenario). In comparison, we estimate the FTT revenues 
between USD 4,715 mil. and USD 35,131 mil. before the Brexit and in case of 
the same scenarios applied. Our estimates are almost six times higher. After the 
Brexit, we estimate the FTT revenues between USD 4,245 mil. and USD 34,290 
mil. without any relocation of financial transactions from the British financial 
markets. However, in case of the relocation, we estimate the FTT revenues be-
tween USD 5,795 mil. and 39,604 mil. with at least 12% increases of the estimates 
in comparison with the results without any relocation. Further, if we compare the 
results with the last study by Solilova, Nerudova and Dobranschi (2017), there 
are a few differences which effect the final estimation of the FTT revenues, such 
as different data source (we used WFE and BIS databases versus Eurostat), dif-
ferent period (we used 2016 versus 2012 – 2014), different approach (we used 
source principle versus source and issuance principles) and different equation 
for the estimation. Therefore the estimations of the FTT varies significantly, 
such as in case of Schӓfer (2015) who estimated the FTT revenues for the indi-
vidual countries (for example for Germany between EUR 18 and 44 bn.) or in 
case of Schulmeister and Sokoll (2013) who estimated the FTT revenues for the 
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EU-11 in the amount of EUR 56 bn. However, if the results are compared with 
the others studies (for example the estimation of the FTT revenues for EU-11 
between EUR 30 and 35 bn. by the European Commission, 2013 or the estima-
tion between EUR 24.9 and 28.3 bn. by Nerudova and Dvořakova, 2014) where 
the similar methodology was used (mainly the same data source and equation), 
we can conclude that there are insignificant differences and British financial 
markets out of scope the FTT would have marginal negative impact on the FTT 
revenues expectation in case of the Coalition of the Willing (see Table 2 and 
Table 3 above).  
 Therefore in the light of the Brexit, we can conclude that there is insignificant 
impact on the FTT revenues in the respect of individual country as the decreases 
are marginal (see Table 2 and Table 3). Further, the overall FTT revenues would 
decrease by 2.4% (in case of static scenario). However, most of the countries 
from the Coalition of the Willing are not considered to be the main financial 
centres, such as Slovenia, Slovakia, Portugal, Greece and others. Therefore, it is 
highly debatable whether these states may generate sufficient and expected reve-
nue from FTT, which would exceed the compliance and administrative costs. 
Moreover, there is significant risk of relocation when a part of financial activity 
from the country where the FTT will be imposed will relocate to the non-taxing 
jurisdictions (this relocation can be considered as negative21 and can result in 
a non-fulfilment of the expectation of the FTT revenues and also in the market 
disappearance (see Table 3, max evasion scenario). Even that there can be a re-
location of a part of financial transactions/activity from the British financial 
markets to the rest of the EU financial markets, which would bring at least 12% 
increases of the FTT revenues (this relocation can be considered as positive, see 
Table 3), it is questionable whether the FTT revenues will be sufficient at all and 
whether the implementation of the FTT in the Coalition of the Willing is still 
reasonable. Therefore, we can conclude that the Brexit is not threat but an opportuni-
ty to debate about an implementation of the EU-wide general financial transac-
tion tax which can eliminate more effectively the negative effects of relocations. 
 
 
Conclusion 
 

 There is no doubt about how important the London financial centre is for the 
EU financial markets. In our research we tried to answer the question, how the 
Brexit will change the potential FTT revenues in case of the Coalition of the 
Willing and whether the implementation of the FTT is reasonable. Based on our re-
sults we may conclude that the Brexit will change the map of financial transactions 
                                                           

 21 See Table 3, max evasion scenario. 
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made by EU residents (individuals or legal person) and subsequently the poten-
tial FTT revenues generated through the FTT implemented in the Coalition of 
the Willing. Based on our estimates, the impact of the Brexit will be negative, 
but no so significantly as we expected, as the potential FTT revenues could de-
crease by USD 841 mil. (by 2.4%) in case of zero relocation of financial transac-
tions/a part of financial market outside the UK. However, if the relocation is taken 
into account then the negative impact of the Brexit scenario would turn into the 
positive effect, specifically into at least 12% increases in the FTT revenues.  
 According to the taxation theory and based on empirical studies related to an 
estimation of FTT revenues, the FTT might raise substantial revenues. However, 
the real situation after the implementation of the FTT usually did not fulfil the 
expectation of the FTT revenues, mainly due to an underestimation of tax avoid-
ance, a relocation effect and migration to non-taxed products. This is proved by 
the experiences of countries22 who introduced their own FTT. There is no doubt 
that the precise amount of the tax revenue is highly unpredictable and would 
depend on the tax base (a wide range of financial products and markets in its 
scope) and applied tax rates very much as well as on the design of the tax as 
highlighted by Hemmelgarn et al. (2015). The revenues are also crucially de-
pendent upon the reaction of the market operators. In this context it is necessary 
to mention most of countries from the Coalition of Willing are not considered to 
be the main financial centres. Moreover, economic impacts of the FTT have to 
be taken into account. Therefore, it is highly debatable, whether these states may 
generate sufficient and expected revenue from financial transaction tax if the 
implementation of the FTT would not be coordinated through the European 
Commission in all EU Member States. 
 Therefore we would like to highlight that a coordinated implementation of the 
EU-wide general financial transaction tax would bring higher effectiveness, 
eliminate negative externalities and improve the internal market. Moreover, the 
FTT can be considered as a suitable candidate for a reform of the EU system of 
own resources based on the sustainability-oriented tax-based own resources 
(Schratzenstaller et al., 2017; Solilova, Nerudova and Dobranschi, 2017). Thus 
the debate about the FTT should be relaunched in the area of the EU. 
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