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FTTs more likely due to COVID-19 although objections remain
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FTTs more likely due to COVID-19 although objections
remain

Calls for more financial transactions taxes (FTTs) continue as governments look for ways to pay for the
pandemic, but arguments against these taxes remain.

By August 18 2021

Tax professionals told /7R that FTTs, also known as Tobin taxes, could increase in the
coming years as part of government plans to recoup revenue lost to the COVID-19 pandemic.
While the EU debates a bloc—wide tax, individual countries such as Spain have taken action
alone.

“Financial transactions taxes have been around and had ups and downs for a long, long time,
but you may see a few more of them at this point in time,” said John N. Bush, a freelance
consultant in tax, finance, and accounting matters.

A letter signed by 124 economists and addressed to the G20 in July urged the group to
consider a Tobin tax that could raise around $100 billion per year. Meanwhile, discussions
over an EU tax on the financial sector continue. The proposal for an EU-wide tax is backed

by France and Germany.

Some EU countries have already acted unilaterally to enact FTTs. France introduced a
domestic FTT on equities in 2012 and Italy followed with a similar tax in 2013, which was
successfully defended at the Court of Justice of the European Union (CJEU). Spain recently
introduced its own 0.2% FTT on MNEs, which came into effect on January 16 2021.

The US also has a small FTT which goes to fund the Securities and Exchange Commission
(SEC), the watchdog that regulates the financial sector. However, progressives in the
Democratic party would like to see this expanded.

Meanwhile, India offers an example of a successful FTT programme, consisting of a Securities
Transaction Tax (STT) and a Commodity Transaction Tax (CTT). The Indian media reported
in July that revenues from the country’ s STT hit an all-time high in the first quarter of the

2021 financial year, as the stock market recovered. If growth continues, this could be a
valuable income stream for the government in years to come.

India’ s example could encourage other countries outside of the EU to consider an FTT.
“[India] could actually provide a model with low risks, for economies to impose a miniscule
financial turnover—based tax, particularly those places where stock markets are in boom and
fixed returns are low or negative,” said Piyush Baid, principal consultant at SP Consultants.

Despite this activity, tax professionals told /7R that FTTs are low on the list of priorities
for organisations such as the OECD and the G20. The international tax agenda continues to

be dominated by discussions around pillars one and two of the OECD’ s tax reform agenda.

Yet many more countries could pursue their own FTT agendas. “You might see some regional
effort, particularly in the EU,” said Bush.
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Baid agreed. “Globally, and more particularly in Europe, there is a growing trend towards the
implementation of FTTs, mostly since these transactions are out of the ambit of VAT and
let's face it, governments want their share of the pie,” he said.

However, strong arguments against FTTs remain. “I think the prevailing argument at the

moment is it’ s not worth the cost and impact on liquidity and other things,” said Bush.
Governments that decide to introduce an FTT will need to address some of the arguments
against the tax.

Arguments for and against FTTs

Arguments for and against Tobin taxes have been ongoing since the 1970s when the US
economist James Tobin first suggested one. In favour of the taxes is that they would raise
much—needed revenue for governments. FTTs are also progressive because they mostly
affect wealthier individuals and companies.

However, MNEs have argued that FTTs reduce liquidity and dissuade investment. Countries
with large financial centres may worry that introducing an FTT could affect the
competitiveness of their financial markets. Bush said that this will depend on the
circumstances of the market, and decisions must be made on a case—by—case basis.

“Would there be significant migration from New York? I’ m sceptical. Perhaps there would be
some at the margins,” said Bush. “But with smaller countries and, for example, local equity
securities that could be traded elsewhere, the experience has been that there has been some
migration.”

This point about migrating financial activity is relevant for tax directors at financial services
MNESs operating in jurisdictions that could see the introduction of FTTs.

“The one thing [tax directors] might be concerned about is where the activity takes place,
and if there’ s an ability to migrate some activity from one place to another to reduce the tax
liability,” said Bush.

Another point for tax teams to consider is compliance. FTTs are a simple tax but, like many
indirect taxes, they are systems—intensive. The introduction of any Tobin tax will require

MNEs to invest time in developing and maintaining systems to keep track of transactions and
ensure the correct tax is remitted.

The arguments for and against FTTs have gone back and forth for 50 years, but
governments’ need for revenue due to the COVID—-19 pandemic may have tipped the scales
in favour of these taxes. A G20, OECD, or even EU consensus would be tricky to achieve,
particularly while pillars one and two remain unresolved, but there could be some changes
from individual countries.
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