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                    Abstract
In reaction to the financial crisis, increased attention has recently been given to security transaction taxes (STTs) as a means of (1) raising revenue for a variety of possible purposes and/or (2) helping to curb financial market excesses. This paper reviews existing theory and evidence on the efficacy of an STT in fulfilling those tasks, on its potential impact, and on key issues to be faced in designing taxes of this kind.
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                    Notes
	Argentina has provincial STTs.


	The Indian securities transaction tax was introduced in 2004 as replacement for India’s unsuccessful capital gains tax. Japan also has an optional 1 percent transactions tax on stock sales, which investors may elect in lieu of paying a 10–20 percent capital gains tax.


	European Council Directive 85/303/EEC.


	This policy appears to conflict with the EC’s 2011 proposal for an STT on secondary market trades, which, like a capital levy, would have the effect of increasing the cost of capital for firms issuing new shares or bonds.


	Japan collected 0.55 percent of GDP in securities transaction taxes at the peak of its stock market bubble in 1988 (OECD Revenue Statistics).


	SIFMA data (http://www.sifma.org/research) indicate that the average holding period for corporate bonds in 2009 was 1.6 years.


	Input-output tables, US Department of Commerce: www.bea.gov.


	Subrahmanyam (1998) and Dupont and Lee (2007) present models showing that, in the presence of asymmetrical information, the impact of an STT on liquidity may be either positive or negative, depending on market microstructure.


	Xu (2010) notes that exchange rates, though they represent the relative prices of traded goods and services, also reflect the prices of financial assets, and thus behave to a large extent like securities market prices, with similar patterns of volatility including bubbles and crashes.


	An exception to this is Green et al. (2000), which attempts to decompose volatility into market, fundamental, and excess volatility. They find that the UK stamp duty positively affects market and excess volatility, but negatively affects fundamental volatility. However, their proxy for fundamental volatility, the short-term risk-free interest rate, is somewhat unconvincing. Short-term government rates are largely driven by the central banking system rather than stock market investors, and increases in stock transaction taxes may drive liquidity into the fixed-income market, thereby increasing liquidity and reducing short-term interest rate volatility.


	In 2009, algorithm trading accounted for at least 60 percent of US equity trading volume and 30–40 percent of European and Japanese equity trading; it also accounted for 10–20 percent of foreign exchange trading volume, 20 percent of US options volume, and 40 percent of US futures volume (Reuters 2009). Growth of exchange-traded derivatives has outstripped spot market activity (Schulmeister et al. 2008).


	Barber and Odean (2000) show that retail investors generally lower their returns through excessive trading.


	Kiefer (1990). The solution proposed in proposed legislation for a US STT was to tax both trades in mutual fund shares and mutual funds’ own trades at half the general statutory rate.


	The comparison here is to an “ideal” income tax that taxes capital gains on a mark-to-market basis with full loss offset. The complications introduced by a realization-based capital gains tax are discussed below.


	Stiglitz (1969).


	Poddar (2007). Application of VAT to trading/market-making, which is compensated through the bid–ask spread commingled with capital gains, remains problematic.


	Taxation of interest at the investor level would correspondingly be eliminated, though this reform generally results in a revenue increase due to the presence of tax-exempt and foreign investors.


	The US Securities Exchange Commission has moved to ban flash trading, the practice of permitting select traders a split-second preview of incoming orders before such information becomes available to the general market. See: http://www.sec.gov/news/press/2009/2009-201-factsheet.htm.


	In theory, swaps should even be taxed twice on their notional value, since they represent offsetting long and short positions in the referenced asset. Taxation of swaps presents a unique enforcement challenge: Since no principle changes hands, the notional principle could be divided by an arbitrarily large factor and all payments multiplied by the same factor, leaving the cash flows of the instrument unchanged but shrinking the size of the tax base. Anti-avoidance language should therefore specify that if swap cash flows are multiplied by a factor, the notional principle on which the tax is based should also be multiplied by the same factor.


	Since 1981, the New York State tax, which was enacted in 1905, has been subject to full rebate upon application.


	Schulmeister et al. (2008).


	Oxera (2006). Transaction costs for high-frequency trading are reportedly much lower, though public data on HFT spreads are not currently available.





References
	
Akerlof, G. A., & Shiller, R. J. (2008). Animal spirits. Princeton: Princeton University Press.


                    Google Scholar 
                

	
Allen, F., & Gale, D. (2000). Bubbles and crises. The Economic Journal, 110, 36–255.

Article 
    
                    Google Scholar 
                

	
Amihud, Y., & Mendelson, H. (1992). Transaction taxes and stock values. In K. Lehna & R. Kamphius (Eds.), Modernizing US securities regulations (pp. 477–502). Burr Ridge: Irwin Professional Publishing.


                    Google Scholar 
                

	
Auten, G., & Matheson, T. (2010). The market impact and incidence of a securities transaction tax: the case of the US SEC levy. Presented at the 103rd annual conference of the national tax association, Chicago.


	
Baltagi, B., Li, D., & Li, Q. (2006). Transaction tax and stock market behavior: evidence from an emerging market. Empirical Economics, 31, 393–408.

Article 
    
                    Google Scholar 
                

	
Barber, B., & Odean, T. (2000). Trading is hazardous to your wealth: the common stock investment performance of individual investors. The Journal of Finance, 55(2), 773–806.

Article 
    
                    Google Scholar 
                

	
Barclay, M., Litzenberger, R., & Warner, J. (1990). Private information, trading volume and stock return variances. The Review of Financial Studies, 3(2), 233–253.

Article 
    
                    Google Scholar 
                

	
Block, S. (2007). The liquidity discount in valuing privately owned companies. Journal of Applied Finance, 17(2), 33–40.


                    Google Scholar 
                

	
Bond, S., Hawkins, M., & Klemm, A. (2004). Stamp duty on shares and its effect on share prices (Working Paper WP04/11). London: Institute for Fiscal Studies.


	
Brondolo, J. (2011). Taxing financial transactions: an assessment of administrative feasibility (IMF Working Paper 11/185).


	
Campbell, J., & Froot, K. (1994). International experience with securities transaction taxes. In The internationalization of equity markets, national bureau of economic research project report series, Cambridge, MA (pp. 277–303).


                    Google Scholar 
                

	
Chou, R., & Wang, G. (2006). Transaction tax and market quality of the Taiwan stock index futures. The Journal of Futures Markets, 26(12), 1195–1216.

Article 
    
                    Google Scholar 
                

	
City Credit Capital (2010). Introduction to contracts for difference. cccapital@co.uk.


	
Constantinides, G. (1986). Capital market equilibrium with transaction costs. Journal of Political Economy, 94(4), 842–862.

Article 
    
                    Google Scholar 
                

	
De Long, B., Schleifer, A., Summers, L., & Waldmann, R. (1990). Noise trader risk in financial markets. Journal of Political Economy, 98(4), 703–728.

Article 
    
                    Google Scholar 
                

	
Diamond, P., & Mirrlees, J. (1971). Optimal taxation and public production 1: production efficiency. American Economic Review, 61(3), 8–27.


                    Google Scholar 
                

	
Dupont, D., & Lee, G. (2007). Effects of securities transaction taxes on depth and bid–ask spread. Economic Theory, 31, 393–400.

Article 
    
                    Google Scholar 
                

	
Ericsson, J., & Lindgren, R. (1992). Transaction taxes and trading volume on stock exchanges—an international comparison (Working Paper). Stockholm School of Economics.


	
European Commission (2006). IP/06/1673. http://europa.eu.


	
European Commission (2011). Proposal for a council directive on a common system of financial transaction tax and amending directive 2008/7/EC. COM/2011/594, Brussels.


	
European Parliament, Directorate General for Internal Policies (2010). Financial transaction tax: small is beautiful. Brussels.


	
Financial Times (2010). FSA head’s tough stance likely to unsettle the city. www.FT.com, March 18.


	
French, K., & Roll, R. (1986). Stock return variances: the arrival of information and the reaction of traders. Journal of Financial Economics, 17, 5–26.

Article 
    
                    Google Scholar 
                

	
Frino, A., & West, A. (2003). The impact of transaction costs on price discovery: evidence from cross-listed stock index futures contracts. Pacific-Basin Finance Journal, 11, 139–151.

Article 
    
                    Google Scholar 
                

	
Froot, K., & Perold, A. (1995). New trading practices and short-run market efficiency. The Journal of Futures Markets, 15(7), 731–765.

Article 
    
                    Google Scholar 
                

	
Froot, K., Scharfstein, D., & Stein, J. (1992). Herd on the street: informational inefficiencies in a market with short-term speculation. The Journal of Finance, 47(4), 1461–1484.

Article 
    
                    Google Scholar 
                

	
Green, C., Maggioni, P., & Murinde, V. (2000). Regulatory lessons for emerging stock markets from a century of evidence on transactions costs and share price volatility in the London stock exchange. Journal of Banking & Finance, 24, 577–601.

Article 
    
                    Google Scholar 
                

	
Haberer, M. (2004). Might a securities transaction tax mitigate excess volatility? Some evidence from the literature (CoFE Discussion Paper 04-06). University of Konstanz.


	
Habermeier, K., & Kirilenko, A. (2003). Securities transaction taxes and financial markets. In P. Honohan (Ed.), Taxation of financial intermediation (pp. 325–344). New York: Oxford University Press.


                    Google Scholar 
                

	
Hanke, M., Huber, J., Kirchler, M., & Sutter, M. (2010). The economic consequences of a Tobin tax—an experimental analysis. Journal of Economic Behavior & Organization, 74, 58–71.

Article 
    
                    Google Scholar 
                

	
Hau, H. (2006). The role of transaction costs for financial volatility: evidence from the Paris Bourse. Journal of the European Economic Association, 4(4), 862–890.

Article 
    
                    Google Scholar 
                

	
Hemmelgarn, T., & Nicodeme, G. (2011). Can tax policy help to prevent financial crisis. In G. Arachi & J. Alworth (Eds.), Financial crisis and tax policy. London: Oxford University Press, forthcoming.


                    Google Scholar 
                

	
Hendershott, T., Jones, C., & Menkveld, A. (2011). Does algorithmic trading improve liquidity? Journal of Finance, 66(1), 1–33.

Article 
    
                    Google Scholar 
                

	
HM Treasury (2009). Risk, reward and responsibility: the financial sector and society. London.


	
Hu, S. (1998). The effects of the stock transaction tax on the stock market—experience from Asian markets. Pacific-Basin Finance Journal, 6, 347–364.

Article 
    
                    Google Scholar 
                

	
Huizinga, H. (2002). A European VAT on financial services. Economic Policy, 35, 499–534.


                    Google Scholar 
                

	
International Monetary Fund (2010). A fair and substantial contribution: a framework for taxation and resolution to improve financial stability (Draft Report to the G-20). Washington: International Monetary Fund.


	
Jackson, P.D., & O’Donnell, A.T. (1985). The effects of stamp duty on equity transactions and prices in the UK stock exchange. Bank of England.


	
Jones, C., & Seguin, P. (1997). Transactions costs and price volatility: evidence from commission deregulation. American Economic Review, 87(4), 728–737.


                    Google Scholar 
                

	
Keightly, M., & Shvedov, M. (2010). A securities transaction tax: financial market and revenue effects. Congressional Research Service, Washington D.C.


	
Keynes, J. M. (1936). General theory of employment, interest rates and money. New York: Harcourt Brace & World.


                    Google Scholar 
                

	
Kiefer, D. (1990). The securities transactions tax: an overview of the issues (CRS Report for Congress 90–350). Washington: Congressional Research Service.


	
Krugman, P. (2009). Taxing the speculators. New York Times, November 27.


	
Kupiec, P. (1996). Noise traders, excess volatility, and a securities transaction tax. Journal of Financial Services Research, 10, 115–129.

Article 
    
                    Google Scholar 
                

	
Li, G. (2009). Transaction costs and consumption. Journal of Economic Dynamics & Control, 33, 1263–1277.

Article 
    
                    Google Scholar 
                

	
Lindgren, R., & Westlund, A. (1990). Transaction costs, trading volume and price volatility on the stockholm stock exchange. Skandinaviska Enskilda Banken Quarterly Review, 2, 30–35.


                    Google Scholar 
                

	
Liu, S. (2007). Securities transaction tax and market efficiency: evidence from the Japanese experience. Journal of Financial Services Research, 32, 161–176.

Article 
    
                    Google Scholar 
                

	
Matheson, T. (2011). Taxing financial transactions: issues and evidence (IMF Working Paper 11/54). Washington, D.C.: International Monetary Fund.


	
McCrae, J. (2002). The impact of stamp duty on the cost of capital (Mimeo). London: Institute for Fiscal Studies.


	
Oxera, (2006). The cost of capital: an international comparison. Oxford, Oxera Consulting Ltd.


	
Pellizzari, P., & Westerhoff, F. (2007). Some effects of transaction taxes under different microstructures. University of Technology Sydney Quantitative Finance Research Centre Paper 212.


	
Poddar, S. (2007). VAT on financial services: searching for a workable compromise (Mimeo).


	
Pollin, R., Baker, D., & Schaberg, M. (2003). Securities transaction taxes for US financial markets. Eastern Economic Journal, 29, 527–559.


                    Google Scholar 
                

	
Reinhart, C., & Rogoff, K. (2009). This time is different: eight centuries of financial folly. Princeton: Princeton University Press.


                    Google Scholar 
                

	
Reuters (2009). High frequency trading surges across the globe. www.reuters.com, December 2.


	
Rodrik, D. (2009). No longer taboo: a global tax on financial transactions. Daily Star, September 17.


	
Roll, R. (1989). Price volatility, international market links and their implication for regulatory policies. Journal of Financial Services Research, 3(2–3), 211–246.

Article 
    
                    Google Scholar 
                

	
Schmidt, R. (2007). The currency transaction tax: rate and revenue estimates. Ottawa: North-South Institute.


                    Google Scholar 
                

	
Schulmeister, S., Schratzenstaller, M., & Picek, O. (2008). A general financial transaction tax: motives, revenues, feasibility and effects (Working paper). Vienna: Oesterreichisches Institut fuer Wirtschaftsforschung.


	
Schwert, G. W., & Seguin, P. (1993). Securities transaction taxes: an overview of costs, benefits and unresolved questions. Financial Analysts Journal, Sep–Oct, 27–35.

Article 
    
                    Google Scholar 
                

	
Song, F., & Zhang, J. (2005). Securities transaction tax and market volatility. Economic Journal, 115, 1103–1120.

Article 
    
                    Google Scholar 
                

	
Spratt, S. (2006). A sterling solution: implementing a stamp duty on sterling to finance international development. Stamp Out Poverty, London.


	
Stiglitz, J. (1969). The effects of income, wealth and capital gains taxation on risk-taking. The Quarterly Journal of Economics, 83(2), 263–283.

Article 
    
                    Google Scholar 
                

	
Stiglitz, J. (1989). Using tax policy to curb speculative short-term trading. Journal of Financial Services Research, 3(2–3), 101–115.

Article 
    
                    Google Scholar 
                

	
Subrahmanyam, A. (1998). Transaction taxes and financial market equilibrium. Journal of Business, 71(1), 81–117.

Article 
    
                    Google Scholar 
                

	
Summers, L., & Summers, V. (1989). When financial markets work too well: a cautious case for a securities transaction tax. Journal of Financial Services Research, 3, 261–286.

Article 
    
                    Google Scholar 
                

	
Tobin, J. (1978). A proposal for international monetary reform. Eastern Economic Journal, 4(3–4), 153–159.


                    Google Scholar 
                

	
Umlauf, S. (1993). Transaction taxes and the behavior of the Swedish stock market. Journal of Financial Economics, 33, 227–240.

Article 
    
                    Google Scholar 
                

	
Wang, G., & Yau, J. (2000). Trading volume, bid–ask spread, and price volatility in futures markets. The Journal of Futures Markets, 20(10), 943–970.

Article 
    
                    Google Scholar 
                

	
Wang, G., Yau, J., & Baptiste, T. (1997). Trading volume and transaction costs in futures markets. The Journal of Futures Markets, 17(7), 757–780.

Article 
    
                    Google Scholar 
                

	
Westerhoff, F., & Dieci, R. (2006). The effectiveness of Keynes–Tobin transaction taxes when heterogeneous agents can trade in different markets: a behavioral finance approach. Journal of Economic Dynamics & Control, 30, 293–322.

Article 
    
                    Google Scholar 
                

	
Xu, J. (2010). Noise traders, exchange rate disconnect puzzle, and the Tobin tax. Journal of International Money and Finance, 29, 336–357.

Article 
    
                    Google Scholar 
                


Download references




Acknowledgements
This paper has greatly benefitted from comments by Carlo Cottarelli, Michael Keen, Victoria Perry, John Brondolo and other attendants at IMF seminars, Alan Auerbach, Timothy Edgar and other participants at the National Tax Association Spring Seminar, and numerous civil society organizations.


Author information
Authors and Affiliations
	International Monetary Fund, Washington, D.C., USA
Thornton Matheson


Authors	Thornton MathesonView author publications
You can also search for this author in
                        PubMed Google Scholar





Corresponding author
Correspondence to
                Thornton Matheson.


Additional information
Disclaimer: The views expressed in this paper are those of the author and do not necessarily represent those of the IMF or IMF policy.


Rights and permissions
Reprints and permissions


About this article
Cite this article
Matheson, T. Security transaction taxes: issues and evidence.
                    Int Tax Public Finance 19, 884–912 (2012). https://doi.org/10.1007/s10797-012-9212-5
Download citation
	Published: 11 February 2012

	Issue Date: December 2012

	DOI: https://doi.org/10.1007/s10797-012-9212-5


Share this article
Anyone you share the following link with will be able to read this content:
Get shareable linkSorry, a shareable link is not currently available for this article.


Copy to clipboard

                            Provided by the Springer Nature SharedIt content-sharing initiative
                        


Keywords
	Financial transaction tax
	Tobin tax

JEL Classification
	H21
	G18








                    
                

            

            
                
                    

                    
                        
                            
    

                        

                    

                    
                        
                    


                    
                        
                            
                                
                            

                            
                                
                                    
                                        Access this article


                                        
                                            
                                                
                                                    
                                                        Log in via an institution
                                                        
                                                            
                                                        
                                                    
                                                

                                            
                                        

                                        
                                            
 
 
  
   
    
     
     
      Buy article PDF USD 39.95
     

    

    Price excludes VAT (USA)

     Tax calculation will be finalised during checkout.

    Instant access to the full article PDF.

   

  

  
 

 
  
   
    Rent this article via DeepDyve
     
      
     

   

  

  
 


                                        

                                        
                                            Institutional subscriptions
                                                
                                                    
                                                
                                            

                                        

                                    

                                
                            

                            
                                
    
        Advertisement

        
        

    






                            

                            

                            

                        

                    

                
            

        

    
    
    


    
        
            Search

            
                
                    
                        Search by keyword or author
                        
                            
                            
                                
                                    
                                
                                Search
                            
                        

                    

                
            

        

    



    
        Navigation

        	
                    
                        Find a journal
                    
                
	
                    
                        Publish with us
                    
                
	
                    
                        Track your research
                    
                


    


    
	
		
			
			
	
		
			
			
				Discover content

					Journals A-Z
	Books A-Z


			

			
			
				Publish with us

					Publish your research
	Open access publishing


			

			
			
				Products and services

					Our products
	Librarians
	Societies
	Partners and advertisers


			

			
			
				Our imprints

					Springer
	Nature Portfolio
	BMC
	Palgrave Macmillan
	Apress


			

			
		

	



		
		
		
	
		
				
						
						
							Your privacy choices/Manage cookies
						
					
	
						
							Your US state privacy rights
						
						
					
	
						
							Accessibility statement
						
						
					
	
						
							Terms and conditions
						
						
					
	
						
							Privacy policy
						
						
					
	
						
							Help and support
						
						
					


		
	
	
		
			
				
					
					34.237.2.137
				

				Not affiliated

			

		
	
	
		
			[image: Springer Nature]
		
	
	© 2024 Springer Nature




	






    