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Introduction 
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Defining the FTT 

• Broad coverage of financial instruments, in line with MiFID 
 

• Exemption of primary market transactions, lack of exemptions for secondary market 
transactions (including, many ‘intermediate’ transactions) 
 

• Territoriality of the tax – residence principle and issuance principle as a last resort 
 

 
 
 
 

 

3 



Illustration of tax incidence (1) 

• Investors will be less willing to purchase debt securities in the secondary market due the 
introduction of the tax increasing the cost of transacting.  
 

• Absent the FTT, an investor may be willing invest €100 to receive a coupon of €5. The 
investor may trade the bond at the end of the year. And, future investors may do the 
same 
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Year 1 Year 2 Year 3 Year 4 
Investor 

1 
Investor 

2 
Investor 

3 
Investor 

4 
Coupon €5 €5 €5 €5 

Year 1: Bond price = €100, gross yield = 5% 



Illustration of tax incidence (2) 

• Investors will be less willing to purchase debt securities in the secondary market due the 
introduction of the tax increasing the cost of transacting.  
 

• If the FTT is in place, each investor will be willing to invest slightly less than €100 to 
receive a coupon of €5. 
 
 
 
 
 
 
 

• Given the €5 coupon, the overall effect is the issuer can only raise ~€99.4 now when he 
used to be able to raise €100 
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Year 1 Year 2 Year 3 Year 4 
Investor 1 Investor 2 Investor 3 Investor 4 

Coupon €5 €5 €5 €5 
FTT cost €0.1 €0.2 €0.2 €0.1 
Cumulative FTT cost €0.6 €0.5 €0.3 €0.1 
Coupon minus FTT cost €4.4 €4.5 €4.7 €4.9 

Year 1: Bond price ~ €99.4 or yield ~ 5.6% 



Approach 

• Quantification of impacts 
• For corporates, we measure what the impacts of the FTT would be given present 

capital structures 
• We also illustrate the impacts of the FTT for forecasted UK government debt 

issuances (in the form of non-index-linked gilts) in 2013 
 

• Qualitative assessment 
• We consulted stakeholders to understand what behavioural change may come about 

as a result of the tax 
• And therefore, the direction in which we can expect the FTT impacts to develop over 

time 
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Quantification of impacts 
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The cascade effect 

• One transaction between end-users of capital actually involves several intermediate 
transactions that are not exempt from the FTT under the EC proposal 
 

• Each transaction between end-users of capital may therefore result in 10 instances of 
the tax being imposed, magnifying the impact of the  tax substantially 
 
 
 
 

 
• To maintain participation, investors would require higher returns, which in turn 

increases: 
• the cost of funds (in the case of firms)  
• the cost of government debt and spending (in the case of governments) 
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Impact on the cost of funds (corporates) 

• Corporates choose a mix of equity, debt and bank loan finance to fund activities 
 

• Given this capital structure, we estimate the increase in the cost of funds for corporates 
resulting from the FTT on debt securities 
 

• Non-participating-Member-State corporations are more severely affected by the tax, as 
debt features more in their capital structures 
 
 
 
 
 
 
 

• This will impact the real economy through lower investment and GDP 
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Impact on the cost of funds (government) 

• The total estimated increase in the cost of funds resulting from the FTT is €3.95 bn on a 
€128 bn issuance of non-index-linked UK gilts 

 
• Assumptions: 

• Half of the gross issuance is traded twice in its first year between end-users and then forms a 
part of portfolio holdings  

• The remaining half is traded twice per year between end-users over the various years of their 
terms  

• Cascade effect involves ten transactions for transferring a security between end-users 
• Three-out-of-ten transactions are liable for the tax, in proportion with the UK-to-overseas split 

of UK gilt ownership 
• For participating Member State debt, the equivalent cost of funds resulting from the FTT is 

likely to be substantially higher as all transactions are liable for the tax under the issuance 
principle 

 
• Ultimately, higher debt servicing costs will be borne by the real economy through 

higher taxation or lower government spending 
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Qualitative assessment 
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Substitution effects 

• Capital substitution 
• Market participants may prefer asset classes that do not fall under the scope of the 

FTT, which may lead to unintended consequences  
• For example, corporations may prefer bank loans potentially leading to more project risks 

being allocated to the banking sector than would otherwise be the case (however, the cost 
of bank funding will also rise as a result of the FTT) 
 

• Instrument substitution 
• Ceteris paribus, market participants may substitute towards instruments taxed at a 

lower rate or have an incentive to create other instruments that are not subject to 
the FTT   

 
• Geographic substitution 

• The combination of the residence and issuance principle means that only non-
participating-Member-State financial institutions trading with one another will be 
able to switch from trading tax-liable to non-tax-liable debt securities 
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Collection problems 

• The difference in FTT administration across Member States is likely to lead to an uneven 
incidence of the tax with potentially greater non-compliance in ‘self-declaring’ Member 
States 
 

• The information requirements associated with administering  the FTT and 
implementing the residence principle are also likely to lead to problems for collection
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Retail market impact 

• Stakeholders expect the incidence of the FTT to be passed through to end-users of 
funds rather than remain with financial institutions 
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Conclusions 
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Conclusions (1) 

• Our quantitative analysis showed different impacts in the incentives to raise debt 
among different issuers due to the FTT: 
• Debt represents a greater proportion of total capital for non-FTT-zone corporates. 

Given this, the FTT has a relatively large impact on non-FTT-zone corporates’ cost of 
funds 

• The FTT is also expected to increase government cost of funds. For example, the 
total estimated increase in the cost of funds resulting from the FTT is €3.95 bn on a 
€128 bn issuance of non-index-linked UK gilts 
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Conclusions (2) 

• Our stakeholder consultation suggested that the FTT would face: 
• Collection problems 
• FI-substitution activities to avoid the tax 
• Pass-through of costs to end-users of capital 

 
=> The FTT in its current form would lead to significant negative impacts on the real 

economy 
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