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EDHEC-RIisk Institute Draws the French Government’s Attention
to the Inadvisability of Imposing a Tobin Tax in France

In an open letter dated January 10, 2012 addressed to the French Prime Minister, which itself referred
to a previous letter addressed to the European Internal Market and Services Commissioner, Michel
Barnier, EDHEC-Risk Institute has underlined the difficulties and risks associated with implementing
a tax on financial transactions in France.

On the basis of a position paper* by Raman Uppal, Professor of Finance at EDHEC Business School,
EDHEC-Risk Institute’s recommendations are structured around theoretical evidence on financial
transaction taxation, empirical evidence on its effects, as well as the implementation challenges of
such a tax. The key findings from this study are as follows:

> The findings of theoretical models are mixed about the effectiveness of the “Tobin tax” to
reduce volatility and improve welfare. The Tobin tax will obviously lead to a reduction in the
trading of securities on which the tax is imposed. But, a reduction in the trading of financial
securities also means that it is now more difficult to use the financial markets to smooth
consumption over time and in different economic conditions. The Tobin tax reduces
speculative activity in financial markets; but, this tax also drives away investors who provide
liquidity and stabilise prices. Thus, introducing a Tobin tax has both advantages and
disadvantages, and the net effect on volatility is likely to be small.

» There is a substantial body of empirical work studying the effect of a transactions tax on
volatility of the price of financial securities. Most of these studies find that a transaction tax
either fails to reduce return volatility, or leads to an increase in volatility. Moreover, the
imposition of a transaction tax leads to a reduction in the demand for that financial security,
and thus, a drop in its price. This drawback could go against the wishes of eurozone leaders to
facilitate the distribution of their debt in stable conditions and to decrease the cost of the debt
for the zone’s most fragile economies.

» Finally, imposing a tax on financial transactions presents its own challenges. For example, can
regulators really distinguish between transactions related to fundamental business and those
that are purely speculative? Can regulators determine the appropriate rate for the Tobin tax
that would reduce the activities of investors who are not fully rational, but not drive away
trade by rational investors? And, from the point of view of speculators, unless all major
financial centres introduced it, the Tobin tax would appear easy to circumvent by routing
transactions through countries where the tax is not imposed.

A copy of the open letter to Prime Minister Fillon can be found here (translated from the French):

EDHEC-RIsk Institute Letter to the French Prime Minister, January 10, 2012

* A copy of the EDHEC-Risk Institute position paper can be found here:

EDHEC-RIsk Institute Position Paper A Short Note on the Tobin Tax: The Costs and Benefits of a
Tax on Financial Transactions
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About EDHEC-RIsk Institute

EDHEC-Risk Institute is part of EDHEC Business School, one of Europe’s leading business schools
and a member of the select group of academic institutions worldwide to have earned the triple crown
of international accreditations (AACSB, EQUIS, Association of MBASs). Established in 2001,
EDHEC-Risk Institute has become the premier European centre for financial research and its
applications to the industry. In partnership with large financial institutions, its team of 80 permanent
professors, engineers and support staff implements six research programmes and eleven research
chairs focusing on asset allocation and risk management in the traditional and alternative investment
universes. The results of the research programmes and chairs are disseminated through the three
EDHEC-RIsk Institute locations in London, Nice and Singapore.

EDHEC-RIsk Institute validates the academic quality of its output through publications in leading
scholarly journals, implements a multifaceted communications policy to inform investors and asset
managers on state-of-the-art concepts and techniques, and forms business partnerships to launch
innovative products. Its executive education arm helps professionals to upgrade their skills with
advanced risk and investment management seminars and degree courses, including the EDHEC-Risk
Institute PhD in Finance.

www.edhec-risk.com
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