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European Commission’s Choice
Of FTT Is Puzzling, Oxford
Academic Says

by Kristen A. Parillo
The European Commission’s decision to propose an

EU-wide financial transaction tax (FTT) rather than a
financial activities tax (FAT) is puzzling because the
commission’s own impact assessment makes a better
case for an FAT, according to an Oxford academic.

John Vella, a senior research fellow at the Oxford
University Centre for Business Taxation and member
of Oxford’s faculty of law, critiqued the commission’s
FTT proposal at a June 6-8 conference on EU tax
policy hosted by the Instituto de Direito Económico
Financeiro e Fiscal of the University of Lisbon School
of Law.

He noted that the commission in October 2010 re-
leased a communication that provided a preliminary
examination of the merits of introducing an FTT or
FAT. The commission concluded that an EU-wide FAT
would be the best instrument for ensuring appropriate
taxation of the financial sector and for raising new rev-
enues in the EU. (The commission also said it sup-
ported the idea of an FTT at a global level.)

The commission subsequently launched a compre-
hensive impact assessment of both types of financial
taxes. After a year of deliberation, the commission
changed its mind and decided that an EU-wide FTT
would be a better option.

The FTT proposal was included in the September
2011 release of the commission’s proposed multiannual
budget for 2014-2020. The commission’s impact assess-
ment (comprising 19 documents) of the proposed FTT
was released that day. (For the commission’s draft di-
rective on an FTT, see Doc 2011-20607 or 2011 WTD
189-25.)

The proposal has been divisive, with at least nine
member states (Austria, Belgium, Finland, France, Ger-
many, Greece, Italy, Portugal, and Spain) pledging
strong support, and other member states (including
Bulgaria, Cyprus, the Czech Republic, Denmark,

Malta, the Netherlands, Sweden, and the U.K.) ex-
pressing staunch opposition.

Vella noted that the support of nine member states
is important because if the proposal does not have
unanimous support, it could be adopted by a subset of
member states under the enhanced cooperation frame-
work. A minimum of nine member states must partici-
pate for the enhanced cooperation procedure to pro-
ceed.

‘‘Whether they will do that is unclear,’’ Vella said.
‘‘At the moment, the commission is still pushing
strongly for an EU-wide FTT, as is the European Par-
liament.’’

The Parliament1 voted in favor of the FTT proposal
on May 23, and Vella noted that the EU Economic
and Financial Affairs Council will discuss the proposal
on June 21. (For a European Parliament news release,
see Doc 2012-11083 or 2012 WTD 101-17.)

Vella said the design of the commission’s proposal,
which calls for a minimum 0.1 percent tax on the trad-
ing of bonds and shares and a minimum 0.01 percent
tax on derivative products, could prove problematic.
The commission considered different options for deter-
mining when a transaction would be subject to the tax
and concluded that the use of the residence principle
would best counter the risk of avoidance through relo-
cation. Thus, under the commission’s proposal, the
FTT would apply if one of the parties to a transaction
is a financial institution established in an EU member
state.

While the residence principle would provide exten-
sive coverage, it would not completely eliminate the
relocation risk, Vella said. Significant players in the
financial markets often have subsidiaries in all major
financial centers, including New York, Tokyo, Sin-
gapore, and Hong Kong. Thus, two active market par-
ticipants could avoid the tax by carrying out transac-
tions through subsidiaries located in those financial
centers.

1The Parliament’s role is consultative, with the final decision
resting with the EU Council of Ministers.
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Another design issue arises with the tax rate (mem-
ber states would be able to set their own rates, but the
rate could not be less than 0.1 percent on the trading
of bonds and less than 0.01 percent on derivative prod-
ucts). ‘‘The popular appeal of an FTT is that it has a
very low rate,’’ Vella said.

EU Tax Commissioner Algirdas Semeta issued a
statement asking how such a ‘‘small tax’’ on the finan-
cial sector could be worse for growth and competitive-
ness than further increases in income taxes or deeper
cuts in public spending.

The reality, however, is that the rates may not be as
low as they might appear, Vella said. Because all trans-
actions between intermediaries would be subject to an
FTT, there would be a cascading effect because securi-
ties traded through the financial system would accumu-
late FTT charges at each stage of the settlement chain.
Also, because an FTT on derivatives would be charged
on the nominal amount involved, the effective tax rate
could be much higher.

Would an FTT Meet the Commission’s
Objectives?

Vella went through the commission’s stated objec-
tives for introducing an FTT and discussed whether an
FTT is the best instrument for achieving those objec-
tives. The commission has four goals for the FTT:

• raise revenue from the financial sector;

• create disincentives for transactions that do not
enhance the efficiency of financial markets;

• avoid a fragmentation of the internal market that
might be caused by uncoordinated tax measures
taken by member states; and

• pave the way toward a coordinated approach be-
yond the EU.

Revenue Raiser
Vella said that while the commission’s objective of

raising revenue from the financial sector to recover the
costs of the 2008 financial crisis appears reasonable, an
FTT is not the best available instrument for achieving
that goal because an FTT likely would be ultimately
borne by consumers. Some form of FAT would prob-
ably be a better option, he said, because it would more
likely be borne by those earning rents in the financial
sector.

Vella noted that the commission has also justified
introducing an FTT by arguing that it would compen-
sate for the undertaxation of the financial sector result-
ing from the VAT exemption for financial services. A
September 2011 commission press release claimed that
the financial sector enjoys a tax advantage of €18 bil-
lion per year because of the exemption. However, Vella
pointed out that while the VAT exemption may reduce
the tax burden on consumers, it increases the tax bur-
den on businesses. He further noted that the commis-

sion’s own impact assessment acknowledged that the
extent to which the VAT exemption constitutes a tax
advantage is ‘‘an unsettled empirical question.’’

Even if it’s true that the financial sector is under-
taxed because of the VAT exemption, it’s still unclear
why an FTT would be the best way to correct that,
Vella said, adding that an FAT would likely be a better
approach.

Another revenue-raising argument put forward by
the commission is that introducing an FTT would cre-
ate a new revenue stream for the EU’s ‘‘own re-
sources’’ used to fund the EU budget. It’s not clear,
however, why the EU should be funded by the finan-
cial sector to a larger extent than any other sector,
Vella said. And, given the volatility and uncertainty
surrounding the tax base of an FTT, it probably
wouldn’t constitute a stable and secure source of fund-
ing for the EU budget, he said.

‘‘What I find really puzzling about the whole debate
is that when reading through the impact assessment, a
lot of the commission’s analysis doesn’t seem to sup-
port an FTT — it seems to favor an FAT,’’ Vella said.
‘‘The question I keep asking myself is why are they
supporting an FTT?’’

He said he wonders if the turnaround could be
partly attributed to a June 2011 commission staff
working paper that examined several possible new fi-
nancing sources for the EU budget. The paper con-
cluded that for a variety of reasons, an EU-wide FAT
would not be suitable as a source of own funding. ‘‘So
I wonder whether this preference for an FTT over an
FAT as a source of own revenue is driving some of the
general preference for an FTT,’’ Vella said. ‘‘But that’s
mere speculation.’’

Vella also noted that the commission appears to
have applied a double standard regarding concerns
raised that an FTT adopted at an EU-wide level — but
not on a global level — could be avoided by relocation
to jurisdictions that don’t have an FTT. In its October
2010 communication, the commission concluded that
an FTT would be less suitable for unilateral introduc-
tion at an EU-level because the risks of relocation are
high and would undermine the ability to generate rev-
enue. In its September 2011 impact assessment, the
commission’s outlook on relocation risks was less pes-
simistic. In a March 2012 address to the Danish parlia-
ment on concerns raised about the FTT, Semeta said:
‘‘To put it simply, one would have to abandon their
entire EU client base to escape the tax. This is not a
realistic scenario for a tax levied at such a low rate.’’

‘‘The commission seems to adopt a double standard
in its proposal,’’ Vella said. ‘‘When it’s arguing for a
need to have the tax at an EU-wide level and not sim-
ply have a few member states introducing it, they take
the potential risk of relocation very seriously.’’ The
commission contends that there can’t be some member
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states adopting an FTT and others not because activi-
ties will relocate to those other member states that
don’t adopt the tax. ‘‘But if that’s true, that should
apply even in the scenario when the EU adopts the tax
but the rest of the world doesn’t,’’ Vella noted.

Create Disincentives for Inefficient Transactions

As for whether an FTT would meet the commis-
sion’s second objective — creating disincentives for
transactions that do not enhance the efficiency of fi-
nancial markets — Vella said the commission is target-
ing short-term trading, particularly high-frequency trad-
ing. Semeta has argued that an FTT has the potential
to discourage some forms of socially useless and high-
risk trading and therefore help prevent future crises.

However, Vella pointed out that the commission’s
impact assessment concedes that the empirical eco-
nomic literature is still ‘‘rather inconclusive’’ on the
effects of high-frequency trading on increased volatility
and price deviations. ‘‘If the commission is going to
make the case for a tax so strongly on the ground that
it will help reduce an activity, I would have expected
there to be clearer evidence that it will actually do so,’’
he said.

Even if there were evidence showing that high-
frequency trading has negative effects on the markets,
an FTT probably wouldn’t be the best instrument to
correct that problem, Vella said. ‘‘Even if we knew
what a ‘bad’ transaction was, an FTT wouldn’t be able
to discriminate between ‘good’ and ‘bad’ transactions,’’
he said.

A better way to address the concerns raised by high-
frequency trading would be through regulation, Vella
said. He noted that the European Securities and Mar-
kets Authority has issued guidelines for trading plat-
forms, investment firms, and competent authorities to
address the challenges of a highly automated trading
environment, including high-frequency trading. The
commission is also addressing high-frequency trading
through its proposed revision of the Markets in Finan-
cial Instruments Directive. It is thus unclear why an
FTT would be required along with that regulation to
deal with the issue, Vella said.

He added that the commission’s statements that an
FTT would create disincentives for transactions that
don’t enhance the efficiency of financial markets give a
false impression that an FTT would address the known
causes of the 2008 financial crisis. However, an FTT

would not target the accepted causes of the crisis, such
as excessive leverage and insufficient liquidity coverage,
he said.

Avoiding Fragmentation of the Internal Market
The commission argues in its FTT proposal that it

wants to avoid fragmentation in the internal market for
financial services, ‘‘bearing in mind the increasing
number of uncoordinated national tax measures being
put in place.’’ The commission says several member
states have taken divergent actions in the area of finan-
cial sector taxation.

‘‘When you read this you get the impression that
FTTs are sprouting all over the place,’’ Vella said.
However, with the exception of France and Germany,
the taxes on the financial sector that have been intro-
duced by member states are bank levies, not transac-
tion taxes. ‘‘If the commission was genuinely con-
cerned about uncoordinated bank levies being
introduced, one would have thought it would propose
an EU-wide bank levy, not an FTT,’’ he said.

Paving the Way for Global Tax
The commission states that its proposal demon-

strates how an effective FTT can be designed and
implemented, which the commission contends should
pave the way toward a coordinated approach with the
most relevant international partners.

Vella questioned the likelihood of a global agree-
ment on an FTT, noting that Australia, Canada, and
the United States have clearly expressed opposition to
an FTT. The question thus arises, he said, whether a
unilateral adoption of an FTT by the EU would act as
an incentive for non-EU countries to follow suit, or
whether it would encourage non-EU jurisdictions not
to adopt an FTT in order to attract more financial sec-
tor activity to their countries.

Overall, while one can argue that some of the com-
mission’s objectives in implementing an FTT are rea-
sonable — and some questionable — the FTT does not
seem to be the best instrument to achieve those objec-
tives, Vella said. ‘‘What’s most puzzling is that when
one reads through the commission’s own impact as-
sessment, one really finds a lot that doesn’t seem to
support an FTT,’’ he said. ‘‘It seems to support an
FAT, but somehow the commission concluded that an
FTT was the better choice.’’ ◆

♦ Kristen A. Parillo is a legal reporter with Tax Notes
International. E-mail: kparillo@tax.org
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