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Abstract: After the seeming exhaustion of the Tobin tax debates in the early 2000s,
the idea of levying a tax on financial transactions has recently resurfaced at the
centre stage of European politics. This has been prompted by a concatenation of
events which includes the persistence of the current economic crisis and the paucity
of the responses to it, the initial European Commission proposal to tax all types of
financial instruments, all financial markets and all financial institutions and,
ultimately, the subsequent progressive dilution of the application of such prospects
in practice. Given such backdrop, this paper reviews closely two distinct accounts of
financial transaction taxes in general and of the European Commission proposal in
particular: Grahl and Lysandrou’s argument against them (together with their
preference for financial activities taxes instead), and Gabor’s alternative account of
their rationale. Such a review aims to constitute a preliminary assessment of these
two distinct accounts of the material socio-economic relations, processes and
structures underpinning the prospects for global financial reform, which is then
offered as a base to relate such perspectives to broader issues and debates about

financialisation.
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1. Introduction

As it is well known, financial transactions taxes are the offspring of the Tobin tax.
This originates in James Tobin’s landmark proposal to levy a tax on currency
transactions, and was first offered in Tobin's 1972 Janeway lecture at Princeton
(Tobin, 1978, 1996). Such proposal drew inspiration from Keynes' suggestion -
elaborated in his Treatise on Money (1930) and General Theory (1936) - to tax
‘foreign lending to contain speculative capital movements’ (Arestis and Sawyer,
2013, p.89). Significantly, for Keynes the role of such a tax should have been that of
influencing ‘the balance between short term and long term holdings of shares, with
possible impact on the volatility of share prices (“speculation”], on investment
(“enterprise”) and corporate governance’ (Arestis and Sawyer, 2013, p.89). However,
since Tobin’s original proposal, his eponymous tax has witnessed several phases
with respect to its popularity within and across distinct constituencies. Thus, for
example, Caldari and Masini (2010) subdivide the history of the Tobin tax into three
broad periods: from 1978 to 1994, where Tobin’s proposal remained unheeded and
neglected by the vast majority of economic scholarship (indeed, Tobin himself was
already lamenting in 1978 that his ‘idea’ had fallen ‘like a stone in a deep well’ - see
Tobin, 1978, p.155); from 1995 to approximately 1998, where, in light of recurrent
financial crises originating or manifesting in wide volatility on currency markets, and
in light of the processes of consolidation of the European Monetary Union, Tobin’s
proposal enjoyed a “golden age” within scholarly discussions (even though the
positions expressed were, more often than not, critical rather than appreciative); and
from 1998 onwards, where the Tobin tax became prominent amongst those opposing
the financial and monetary features and structures of the world economic order,
especially with the constitution of the French Association pour la Taxation des
Transactions financiéres et ['Aide aux Citoyens (ATTAC) (first announced in Ramonet,
1997, but see also Waters, 2004, 2006) and its rapid evolution into a truly
international organisation, phenomenon and movement.

In the process of these intellectual vicissitudes and in response to changes in the

underlying economic reality, the common understanding of the scope of application
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of the Tobin tax has broadened well beyond Tobin’s original proposal of taxing
currency transactions, both in the scholarship focusing on it as well as in the
proposals of activists demanding its implementation (Schulmeister, 2014). In this
respect, it cannot be emphasised enough that Tobin’s own order of priorities differed
substantially from that often expressed by the advocates of the tax named after him,
for he considered the revenue-raising potential of the tax subordinated to the
objectives of restoring the autonomy of macroeconomic policy and of reducing
financial volatility (Bellofiore and Brancaccio, 2002; Grahl and Lysandrou, 2003).
Indeed, Tobin was well aware that the ‘growing constituency of advocates of the tax’
was mostly interested in it ‘for its revenue-raising potential’ as opposed to its
(dis)'incentive effects’. However, he cautioned that there would ‘always’ be ‘a
tradeoff between these two goals’, and that the ‘'more the tax succeeds in the
economic objectives that primarily motivated’ its original proposal, ‘the less
revenues it collects for worldwide good works’™ (Tobin, 1996, p.497). Obviously, this
should not have precluded - neither in principle nor in practice - the proponents of
the tax to have a different order of priorities and set of stated objectives, as it has
indeed been the case historically (Grahl and Lysandrou, 2003; Jetin, 2002). However,
it must be equally emphasised that the expansion of the common understanding of
the scope of application of the Tobin tax to encompass a wide variety of financial
transactions (as opposed to focusing on currency transactions exclusively) should
not be understood as a break with Tobin’s (and Keynes’) own logic and abstract
reasoning. For Tobin believed that ‘the basic problem’” with which policy-makers
were confronted in the wake of the shift from a fixed to a floating exchange rates
regime in the 1970s was ‘not the exchange rate regime [per sel, whether fixed or
floating” but, rather, ‘the excessive international ... mobility of private financial
capital’ (Tobin, 1978, p.153), of which currency transactions are but one specific
form. Abstracting from this, the idea of a tax on currency transactions has rapidly
developed and morphed to encompass financial transactions in general, giving way

to a broader debate on the potential, desirability, feasibility and design of financial
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transaction taxes (henceforth FTTs) (see, for example: Plihon, 2003; Arestis and
Sawyer, 2013; Stiglitz, 2014a).’

Given the above, it could be argued that a new phase in the vicissitudes concerning
the Tobin tax opened recently, with new material, socio-economic and political
factors gaining centrality and needing to be taken into account, together with the
concurrent recasting of the (debate on the) Tobin tax into (that on) FTTs. First among
such factors is, without doubts, the persistence of the current crisis. This has rapidly
ramified from the (strictly conceived) economic and financial realms into that of
institutions, governance and their democratic legitimacy (Jessop, 2013}, as well as
from its origin in the United States to the European Union (albeit unevenly). In the
process, the crisis has become North-Atlantic in scope and character, coming to
involve simultaneously banking, public finances and the real economy (Streeck,
2014). Thus, the crisis has been a major factor in opening a new space in public
debates for those advocating the implementation of FTTs (Schulmeister, 2014). In
particular, the paucity of the remedies to the crisis, and the risks these entail to
democratic life ‘by transferring the legitimate control over governments from
citizens and democratic parliaments to unelected, nonrepresentative international
financial markets” (Garcia-Arias et al., 2013, p.826; similarly Streeck, 2014}, have
revived the urgency of the arguments of those advocating FTTs on primarily political
and ethical grounds (see, for example, Patomaki, 2012 and Wollner, 2013). Second,
the prominence of finance within contemporary capitalism has reached such
proportions that it simply cannot be dismissed out of hand anymore. Indeed,
concerns with it are being expressed by a plethora of sources, including by those
who do not refer (nor would necessarily otherwise subscribe] to the (heterodox)

concept of financialisation (for example, see European Systemic Risk Board, 2014 for

! See Schulmeister, 2014 (p.12) for a claim of paternity, in Schulmeister et al., 2008, of the FTT as a
comprehensive concept and as prominent in current discussions. Although Schulmeister recognises
that others had already proposed a general FTT (pointing to Pollin et al., 2003 for the proposal of
securities transaction taxes, and Summers and Summers, 1989 for a previous “cautious case” in
favour of such taxes), for him, the version proposed in Schulmeister et al., 2008 was 'the most
detailed ... as regards the reasoning of the usefulness of a general FTT, the revenue potential as well
as the implementation issues’ (Schulmeister, 2014, p.12, footnote 1).
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an assessment of the EU banking sector as “over-weight”). Third, it must be
remembered that Keynes’ (1936, p.143) own tax proposal moved from his opinion
that the ‘spectacle of modern investment markets’ prompted ‘towards the
conclusion that to make the purchase of an investment permanent and indissoluble,
like marriage, except by reason of death or other grave cause, might be a useful
remedy for’ the ‘evils’ of excessive liquidity. Yet - with financial speculation being
constituted by a set of markets, trading strategies and institutions which are
constantly being reinvented (Epstein and Habbard, 2013) - contemporary material
developments could not be more distant from the situation Keynes hoped for. This is
particularly evident with the rise of High-Frequency Trading (henceforth HFT), a
subset of automated trading (Gomber et al., 2011) consisting in the execution of
‘frequent but small trades in milliseconds’, aiming ‘to make profits from incremental
price movements in a given security (market making] or exploiting differences in
pricing between two separate trading venues (arbitrage)’ (Epstein and Habbard,
2013, pp.338-9). Although HFT has been praised and defended as a form of financial
innovation that adds liquidity, increases price transparency, helps price discovery
and, ultimately, promotes market efficiency (Brogaard et al., 2013; Gomber et al.,

2011; Kirilenko and Lo, 2013), its role in the US stock market “flash crash” of the




